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You  became  your  own  boss  so  you  could  be  in  control. The  MasterCard  BusinessCard  lets  you 
choose  your  own  payment  date,  and  helps  keep  your  business  expenses  separate  from  personal 
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there  are  some  things  money  can't  buy.  for  everything  else  there's  MasterCard." 


Forbes 

JANUARY  8,  2007  |  VOLUME  179  NUMBER  1 


AMERICA'S  400  BEST  BIG  COMPANIES 

84  Company  of  the  Year:  AT&T 

AT&T's  Ed  Whitacre  built  the  runt  of  the  Baby  Bells  into  the  largest  telecom  titan  in  the  world.  His  hunger  for 
takeover  is  unsated.  By  Dennis  Kneale 

92  i  Control  Freaks 

High  energy  prices,  fear  of  global  warming.  It's  all  good  news  for  the  121-year-old  Johnson  Controls. 
By  Joann  Muller 

96  The  Best  of  the  Best 

The  best-managed  conglomerates,  business  services,  health  care  firms,  pharmaceuticals  and  other  businesses, 
selected  by  our  writers  and  editors  for  their  outstanding  qualities  in  a  variety  of  categories. 

99  Gatefold:  The  400  Best  Big  Companies  in  America 

Our  annual  list  of  the  top  performers  in  26  industries. 


COVER  AND  CONTENTS  PHOTOGRAPHS  BY  PETER  YANG  FOR  FORBES 


JANUARY  8,  2007       FORBES  5 


Contents 

JANUARY  8,  2007 


136  Thoughts 


10  Index 

14  Side  Lines 

16  Readers  Say 

19  Fact  and  Comment  Steve  Forbes 

sees  a  strong  economy  overcoming  2007  s 
negatives. 

22  Other  Comments 
25  Current  Events  Ernesto  Zedillo  on 

using  market  forces  to  fix  failing 
immigration  policy. 

27  Digital  Rules  j  Rich  Karlgaard  offers 

his  fearless  predictions  for  2007. 

30  Informer   Broadcom  cofounder  sues 
the  IRS  over  tax  ploy;  election  winner$: 
lawyer$;  smart  aliens  drive  down  wages. 

32  On  My  Mind  !  By  Bruce  Schneier 

If  you  read  this  piece,  we'll  have  to  kil 

34  Follow-Through  j  Flashba 


Sports'  most 
compelling 
value  play. 


OUTFRONT 

36  Hammered  The  housing  bust  is  worse 
than  people  expected.  But  Bob  Nardelli  has  a 
plan  for  survival.  By  Bruce  Upbin 

40  New  Year  in  Detroit  The  auto 
industry's  annus  horribilis  is  over.  Where 
does  it  go  from  here?  By  Jonathan  Fahey 

42  Stardust  The  troubled  history 
behind  the  company  that  signed 
Willie  Nelson. 
By  Daniel  Fisher 

Plus:  Beltway  sting  . . .  How  to  succeed  in 
business. 

TECHNOLOGY 

44  Death-Defying  Acts  Can  a 

discredited  software  vendor  come  back 
to  life?  Sure,  if  its  software  is  unique. 
By  Peter  C.  Beller 

46  Digital  Tools  |  Hunting  With  the 

Loc8tor  By  Stephen  Manes 

ENTREPRENEURS 

48  Men  of  Steel  Four  years  ago  Esmark 
didn't  exist.  Now  it's  out  to  transform  the 
U.S.  steel  industry.  By  Emily  Lambert 


FORBES      JANUARY  8,  2007 


MONEY  &  INVESTING 

52  Gumshoes  Five  years  ago  whispered 
company  guidance  was  banned.  Now  the 
best  tech  stock  pickers  get  their  forecasts 
the  hard  way — with  lots  of  sleuthing. 
By  Michael  Maiello 

54  Poof !  A  Tax  Credit  Congress  just 
okayed  a  convoluted  tax  break  for  stock 
option  losers.  But  the  real  benefit  may  go 
to  stock  option  winners.  By  Janet  Novack 

56  Scandal  Stocks  Want  a  cheap  growth 
stock?  Get  one  tainted  by  an  investigation 
into  options  backdating.  By  Erika  Brown 

MARKETING 

83  Want  a  Cause  With  That?  Burger- 

ville  doesn't  just  sell  burgers:  It  sells  good 
works.  By  Miriam  Gottfried 

COMPANIES,  PEOPLE,  IDEAS 

108  Beams  and  Schemes  Daniel 

Dosoretz's  chain  of  radiation  oncology 
treatment  centers  has  gotten  big  fast.  How 
exactly  did  that  happen?  By  David  Whelan 

INTERNATIONAL 

118  Iraq's  Wildcats  With  violence 
raging,  some  American  investors  are  drilling 
for  oil  in  the  Kurdish-controlled  north.  Are 
they  nuts?  By  Christopher  Helman 

122  The  Industrialized  Peasant 

Agriculture  remains  a  backwater  in  boom- 
ing China.  Chaoda  Modern  is  changing  that. 
By  Andy  Stone  and  Shu-Ching  Jean  Chen 

FINANCIAL  COLUMNISTS 
124  Makers  &  Breakers  I  Avis  Budget 

Group;  DaVita;  Equitable  Resources. 

126  The  Contrarian  j  Short  the 

Exchanges  By  David  Dreman 

128  Capital  Markets  !  Muni  Opportunity 
By  Marilyn  Cohen 

FORBES  LIFE 

130  Bankroll  an  Olympian 

Put  your  own  swimmer,  cyclist 
or  boxer  into  competition  in 
next  years  games  in  Beijing. 
By  Stephane  Fitch 


If  this  watch  stops,  please  call 
a  doctor.  It  means  you 
haven't  moved  for  seven  days. 


IWC 


SCHAFFHAUSEN 
SINCE  1868 


Call  911. 


Portuguese  Automatic.  Ref.  5001:  Twist  your  wrist  and  the  world's 
largest  automatic  movement  from  IWC  is  set  in  motion.  Glance 
through  the  sapphire  glass  back  cover  to  see  how  in  no  time,  the 
automatic  Pellaton  winding  system  builds  up  a  power  reserve  of 
seven  days.  As  indicated  by  the  power  reserve  display.  A  me- 
chanical lever  stops  the  watch  if  you  don't  wear  it  for  168  hours. 
But  why  ever  would  you  do  that?  IWC.  Engineered  for  men. 


Mechanical  manufactured  movement  I 
Automatic  Pellaton  winding  system 
(figure)  I  Seven  days '  continuous 
running  I  Power  reserve  display  I 
Date  I  Rotor  with  18  ct.  yellow  gold 
medallion  I  Antireflective  sapphire  glass  I 
Sapphire  glass  back  cover  I  78  ct.  rose  gold 


IWC  Schaffhausen,  Baumgartenstrasse  15,  CH-8201  Schaffhausen.  www.iwc.ch 


OnlineContents 


HOME  PAGE  FOR  THE  WORLD'S  BUSINESS  LEADERS 


Forbes 


i  com 


HOME    BUSINESS    TECH   MARKETS    ENTREPRENEURS    LEADERSHIP    PERSONAL  FINANCE    FORBESLIFE    LISTS  OPINIONS 


VIDEO  HIGHLIGHTS 

Financial  Round  Table. 

Leading  market  strategists  weigh 
in  on  domestic  and  international 
markets  for  the  new  year  ahead. 

Lifestyle.  We  sample  the  finest 
sparkling  wines  at  New  York's  Flute 
Champagne  Bar. 

StreetTalk.  Portfolio  manager  Amos 
Rogers  tells  Bob  Lenzner  his  top  picks 
in  real  estate  investment  trusts. 

The 

Adventurer. 

Extreme 
kayaker  Tao 
Berman  tells  Jim 
Clash  how  to 
paddle  down  a 
98-foot  waterfall 
and  set  a  world 
record. 

Sports  Money.  RazorGator  Chief 
Executive  David  Lord  talks  to  Mike 
Ozanian  about  the  secondary  market 
in  sports  tickets. 

Plus,  get  the  market  news  via  our 
Business  News  Bulletins,  on  video,  at 
10  a.m.,  1  p.m.  and  4:45  p.m.  eastern 
standard  time  each  business  day. 

QUOTES  &  RESEARCH 

Prices,  charts  and  data  for  U.S. 
stocks,  non-U.S.  Forbes  Global  2000 
companies  and  mutual  funds.  Recent 
additions:  foreign  exchange  rates  and 
sections  on  exchange-traded  funds 
and  options  trading. 

STAY  CURRENT 

Forbes  Mobile.  Get  a  version  of 
Forbes.com  on  any  handheld  Web- 
enabled  device  at  mobile.forbes.com. 

Forbes  Attache.  Personalized  news, 
stock  quotes,  sports  and  more — always 
on  your  Web  browser. 

News  Alerts.  Sign  up  from  any 
article  on  our  site  to  get  immediate 
e-mail  on  your  favorite  news  topics. 


SPECIAL  REPORT 

Games 

Edited  by  David  M.  Ewalt  and  Michael  Noer 

^a^-"^^*^BT  t>IM    Mind  games, 

%  h&  .     money  games, 

board  games, 
videogames. 
Forbes.com  takes 
on  games  from 
every  angle. 
Contributors 
include  puzzle- 
master  Will 
Shortz,  Jeopardy 
champion  Ken 
Jennings,  pro 
videogamer 
"Fatality," 

Ken  Jennings:  Jeopardy's  big  winner.      hostage  negotia- 
tor Terry  Waite  and  economist  Tim  Harford  on  game 
theory.  See  the  U.S.  national  Rock,  Paper,  Scissors 
champion  take  on  Wall  Streeters — and  win.  And 
legendary  videogame  character  Duke  Nukem  gives 
his  first  interview  to  a  national  magazine  at 
www.forbes.com/games. 

MARKETS 

Sneak  Peek  2007 

Edited  by  Paul  Maidment 

Editors  and  writers  from  across  FORBES  take  their  annual 
look  into  the  coming  12  months  to  give  you  a  bead  on  the 
year  ahead.  Get  expert  opinions  on  the  big  trends,  spin  on 
the  unconventional  wisdom,  cautions  against  misplaced 
assumptions,  watch  list  of  companies  and  bold  predictions 
for  2007.  Prosper  well.  Go  to  www.forbes.com/sneakpeek. 

LIFESTYLE 

Bubbly  Best 

By  Nick  Passmore 

Americans  drink  less  champagne  than  the  British  and 
French,  but  when  they  do  they  prefer  the  better  vintages 
and  more  prestigious  cuvees.  Just  in  time  for  the  new 
year,  Forbes.com  presents  its  annual  list  of  the  most 
expensive  champagnes. 

Join  the  Forbes.com  Wine  Club,  featuring  monthly 
selections  of  handpicked  wines  from  around  the  world 
available  to  members  by  monthly  subscription.  Go  to 
www.forbes.com/wineclub. 


HHHtV 

COMPANY 
OF  THE  YEAR 

AT&T 


HOW 

£0  WHITACRE 
BUILT  THE 
WORLD'S 
LARGEST 
TELECOM 


FORBES  MAGAZINE 

America's  Best  Big  Companies. 

Check  out  our  interactive  price  chart 
tracking  the  1984  breakup  of  AT&T, 
now  FORBES'  Company  of  the  Year. 
Go  online  for  more  Best  Managed 
Company  profiles,  more  data  on  all 
400  Best  Big  Companies  and  reports 
on  the  list's  newcomers,  drop-offs, 
value  stocks  and  future  contenders. 
And  don't  miss  our  2007  Sneak  Peek 
industry  forecasts  and  stock  picks 
from  StarMine's  top-ranked  analysts. 

Forbes  Lists.  Interactive  versions  of 
all  our  annual  lists  are  available  online. 
Go  to  www.forbes.com/lists. 

Search  Our  Archive.  Find  articles 

from  past  issues. 

Forbes  Asia.  Teacher  Midas.  In 
China's  private-schooling  rush,  New 
Oriental  Education  &  Technology 
Group,  with  a  recent  NYSE  initial 
offering,  has  had  students  and 
investors  lining  up  to  enroll. 


I  Forbes 


For  links  to  items  mentioned  on  this  page: 
www.forbes.com/extra 

For  complete  contents  of  this  issue: 
www.forbes.com/forbes 

By  mail:  Forbes  magazine 

60  Fifth  Avenue 
New  York,  NY  10011 


8      FORBES      JANUARY  8,  2007 


The  new  Camry  Hybrid  -  as  good 
for  the  economy  as  it  is  for  the 
environment.  Toyota  is  already  known 
for  being  the  world's  leading 
hybrid  producer,  but  not  everyone 
knows  what  our  hybrids  will  do 
for  the  U.S.  economy.  That's 
about  to  change.  Our  new  Camry 
Hybrid  is  now  being  built  here  in  the  U.S. 


£338* 


The  place?  Georgetown,  Kentucky,  wl 
48,000  Camry  Hybrids  are  planned  for 
the  first  year  of  production.  It's  all  part 
of  our  commitment  to 
America,  the  air  you 
breathe,  the  communities 
where  you  work  and  live, 
and  to  the  future  we  want  to  build 
together.  And  that's  good  for  everyone. 


Toyota  vehicles  and  components  arc  built  using  many  U.S.  sourccd  parts.  "2005  Center  for  Automotive  Research  study. 
Includes  direct,  dealer  and  supplier  employees,  and  jobs  created  through  their  spending.  ©2006 


Toyota  U.S.  Operations 

Plants  10 

Total  Jobs  -386,000* 

Investment-  $13  B 


TOYOTA 

moving  forward  > 

toy ota  com,  usa 
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Introducing  the  BlackBerry  Pearl™  from  Cingular 

The  world's  leading  service  provider  of  BlackBerry 


now 


is  brilliant 


Cingular  introduces  the  BlackBerry  Pearl, 
the  smallest  and  thinnest  BlackBerry  device 
ever.  It's  smart  and  sleek  without  making  any 
compromises.  That's  the  power  of  now. 


>  "Pearl"  track  ball  for  effortless  navigation. 

>  Access  to  work  and  personal  email. 

>  Push  to  Talk  functionality. 

>  Built-in  camera  and  music/video  player. 

>  Broadest  global  coverage  of  any  U.S.  wireless 
provider  with  voice  roaming  to  over  185  countries 
and  data  access  in  over  115  countries. 


BlackBerry  Pearl 
from  Cingular 

$199" 

after  $50  mail-in  rebate  debit  card 
with  2-year  service  agreement  on 
Unlimited  BlackBerry  plan  and 
eligible  voice  plan. 

:::  BlackBerry  Pearl 


Call  1-866-4CWS-B2B    Clickwww.cingular.com/blackberrypearl    Visit  your  nearest  Cingular  store 
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With  network  security,  if  you're  not 

ahead  of  the  threat. 

you're  only  reacting  to  I 


Let  Internet  Security  Systems  stop 
network  threats  before  they  impact  your  business. 

How  do  you  ensure  compliance  and  manage  costs  when  your  security  is  less  than  certain? 
Even  "zero-day"  solutions  aren't  fast  enough  to  protect  against  losses  once  an  Internet  attack  hits. 
The  alternative  is  preemptive  security  from  Internet  Security  Systems.  Because  our  enterprise  solutions 
are  based  on  the  world's  most  advanced  vulnerability  research,  only  ISS  can  can  offer  preemptive  security  and 
stop  threats  More  they  impact  your  business.  So  why  rely  on  "reaction"  when  security  can  be  a  sure  thinj 

Need  proof?  Get  a  free  whitepaper,  Preemptive  Security-.  Changing  the  Rules, 
at  www.iss.net/proof  or  call  800-776-2362. 


NETWORK  &  HOST  INTRUSION  PREVENTION 


MANAGED  SECURITY  SERVICES 


VULNERABILITY  MAN  AG  EM  EN 


Q  Internet  |  Security  |  Systems® 
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Surprising  Terrorists 

HERE'S  AN  ODD  DIVISION  OF  LABOR:  A  CORPORATE  DATA 
consultant  argues  for  more  openness,  while  a  journalist  favors 
more  secrecy. 

On  page  32  Bruce  Schneier,  an  expert  in  cryptography  and 
security,  tears  into  the  data-mining  programs  used  to  score 
travelers  for  suspicion  of  terrorism.  The  scoring  is  secret  and 
unappealable,  he  says.  The  programs  are  Kafkaesque.  Innocents 
will  be  harassed. 

I  think  he's  wrong.  Yes,  there  is  something  creepy  about  gov- 
ernment agents  fin- 
gering you  without 
your  knowing.  But 
the  right  compari- 
son is  not  to  the  Star 
Chamber  or  to  Chi- 
nese harassment  of 
dissidents.  Terrorist 
screening  is  more  like  tax  enforcement.  The  surprise  factor  is  cru- 
cial at  the  Internal  Revenue  Service,  where  a  tiny  number  of  audits 
keeps  a  large  number  of  taxpayers  honest.  The  software  used  by 
the  IRS  to  finger  returns  is  totally  arbitrary,  not  appealable  and  top 
secret.  That's  what's  good  about  it. 

Would  that  there  were  more  surprises,  and  some  clever  algo- 
rithms, in  the  system  for  keeping  bombs  off  airplanes.  What  we 
have  instead  is  a  process  that  is  hugely  expensive,  quite  predictable 
and  probably  quite  porous.  The  screeners  can  stop  explosives  in 
shoes  and  in  toothpaste.  Can  they  reliably  catch  anything  else?  I 
recently  went  through  security  by  accident  with  a  sharp  knife  in 
my  backpack;  I  strongly  suspect  that  a  bad  guy  could  waltz  through 
with  a  wad  of  plastic  explosive,  carefully  wrapped  and  in  the  shape 
of  a  wallet. 

The  airport  screening  now  in  place  costs  $5  billion  a  year  in 
operating  costs  and  swallows  $7  billion  of  passengers'  time  (figur- 
ing each  gives  up  half  an  hour,  worth  $10).  Some  good  software 
for  separating  high-risk  customers  from  low-risk  ones  could  make 
us  more  secure  while  consuming  fewer  resources.  If  the  software 
were  arbitrary  and  capricious,  so  much  the  better. 

Schneier  says  that  even  a  very  precise  system  would  generate 
a  huge  number  of  false  alarms.  Why  not  make  it  up  to  the  victims? 
If  you  get  plucked  out  of  the  line  for  extra  poking,  you  get  $20.  If 
you  miss  your  flight,  you  get  $500.  Then  the  civil  libertarians 
wouldn't  be  so  guilt-ridden  if  the  software,  say,  told  the  screeners 
to  give  a  pass  to  70-year-olds  born  in  Iowa  while  badgering 
25-year-olds  from  Pakistan. 

We  could  make  tax  audits  more  pleasant — for  the  honest  tax- 
payers. Raise  the  penalties  for  phony  deductions;  hand  everyone 
who  gets  audited  a  check  for  $500. 

EDITOR 
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IT'S  NOT  EXPENSIVE  TO  LOOK  EXPENSIVE 
HP  COLOR  LASERJETS  STARTING  AT  $399. 

It  makes  more  sense  than  ever  to  get  an  HP  Color  LaserJet  printer.  These  come 
network-ready  and  have  renowned  print  quality  when  you  use  HP  ColorSphere 
toner.  And  best  of  all,  they're  all  from  HP  PC  Magazine's  Readers'  Choice  for 
Service  and -Reliability  for  14  straight  years.  Brilliantly  Simple. 


To  learn  more  or  see  special  offers,  visit  hp.com/go/colorprinter. 
Call  1-800-888-3119.  Visit  your  reseller  or  retailer. 

£  2006  Hewlett-Packard  Development  Company,  LP  Estimated  U.S.  retail  price.  Actual  price  may  vary. 
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Climate  Control 


I  commend  Myron  Ebell  for  challeng- 
ing science  in  "Love  Global  Warming" 
(On  My  Mind,  Dec.  25,  2006,  p.  38).  But 
let  me  reframe  the  discussion:  The 
world  has  been  around  for  4  billion 
years,  humans  150,000  and  the  indus- 
trial revolution  about  150  years.  Even 
though  science  has  concluded  humans 
are  changing  the  atmosphere,  there  is 
no  way  of  accurately  predicting  the 
repercussions.  So,  rather  than  pitting 
commerce  versus  nature,  how  about 
asking  what  we  might  learn  from  nature 
to  improve  commerce?  Humans  are  but 
one  of  30  million  species,  and  most  have 
been  around  far  longer  than  us.  There 
are  plenty  of  scientists  and  engineers  who  have  seen  the  light:  Our  economy  is 
hugely  inefficient.  Lets  learn  from  nature  and  rethink  design.  Look  at  compa- 
nies like  Interface,  Patagonia  or  Herman  Miller,  which  have  become  hugely 
profitable  with  better  design  and  more  efficient  manufacturing  processes. 
While  we're  at  it,  let's  also  demand  better  use  of  our  tax  dollars! 

TIMOTHY  J.  MAGNER 
Chicago,  III. 


Not  hot,  nor  bothered:  Competitive 
Enterprise  Institute's  Myron  Ebell. 


Hydro  Happy 

I  was  fascinated  by  James  M.  Clash's 
account  of  racing  a  47-foot  Fountain 
boat  in  "Liquid  Speed"  (Nov.  13,  2006, 
p.  216).  He  captured  the  visceral  thrill 
(and  risk!)  of  mastering  a  finely  tuned 
performance  machine  in  unpredictable 
conditions.  Of  course,  even  a  single  out- 
board-powered hull  can  break  140mph. 
Smaller  rigs  allow  amateurs  to  experi- 
ence marine  racing  without  breaking  the 
bank — although  speed  addiction  often 
follows. 

MAUREEN  MURPHY 
Senior  Editor,  Scream  &  Fly  Magazine 
Cape  Coral,  Fla. 

Supersize  Me,  Please 

Gary  Shilling's  assessment  of  higher  edu- 
cation in  "School  for  Scandal"  (Dec.  25, 
2006,  p.  146)  is  accurate.  Most  professors 
spend  too  much  time  teaching  undergrad- 
uates basic  reading  comprehension  and 
writing  skills.  No  wonder  many  college 


grads  find  themselves  on  a  career  track 
preparing  them  to  ask  the  all-important 
question:  Do  you  want  fries  with  that? 

ELIZABETH  KANON 
Jacksonville,  Fla. 

Teddy  Bears  It 

"The  Rise  of  Ron  Burkle"  (Dec.  11,  2006, 
p.  114)  stated  that  billionaire  Ronald 
Burkle  and  fellow  investor  Richard  Blum 
each  paid  up  to  $30  million  for  a  control- 
ling stake  of  cable  channel  Current  TV, 
founded  by  former  Vice  President  Al  Gore. 
In  fact,  Gore  and  Current  TVs  chief  exec- 
utive, Joel  Hyatt,  own  a  majority  of  the 
company's  common  stock.  In  "Smoking 
Gun"  (Dec.  25, 2006,  p.  112)  we  said  Teddy 
Roosevelt  used  a  shotgun  on  his  1909 
hunting  expedition.  The  firearm  he  used 
was  actually  a  double  rifle. 


I  Forbes 


Send  e-mail  to  readers@forbes.com  or  visit 
www.forbes.com/letters.  Letters  will  be  edited. 
Please  include  address  and  phone  number. 
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Jim  Cryle  MASTER  DISTI LLER  for  his  PREFERRED 
is  like  asking  a  father  to  play  favo  r  ite  s.  In  this  case 


eighteen  is  FIRST  in  line  for  the  i  n  h  eritance. 


After  18 years  it  is  especially  hard  to  £ 
let  go.  Time  and  again  J I M  C  RYLE  | 
to  the  CHALLENGE.  He  watches  \ 


rtses 


Ms  whisky  MATURE  for  eighteen  years, 


then  sends  each  BOTTLE  into  the 
Selfless  actions  from  a  selfless  man, 
so  you  can  taste  the  excellence 
is  the  SINGLE  MALT  that  started  U 


SINGLE  MALT  SCOTCH 
WHISKY 


GUARANTEED 


18 


YEARS  OF  AG 


If  we  managed  their  contract  workers, 
they  could  have  afforded  a  better  grade  of  marble. 


Contact  Lisa  Quattrini,  Executive  Vice  President,  at  1-888-828-2750. 
An  Axium  International  Company/Certified  MBE.  ensemblemsp.com 
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Workforce  Solutions. 


Fact  and  Comment 

By  Steve  Forbes,  Editor-in-Chief 
"With  all  thy  getting  get  understanding." 


J 


Bad  News.  But  Good  Markets,  Good  Economy 


ECONOMIC  DOWNERS  WILL  DOMINATE  THE  NEWS  IN  THE  NEW 
year.  Nonetheless,  equities  will  end  up,  and  the  economy  will 
show  positive  growth. 

Expected  negatives  include  congressional  Democrats  attempting 
to  raise  taxes  on  capital  gains  and  dividends,  trying  to  tax  "excessive" 
executive-suite  pay  and  holding  punitive  hearings  against  pharmaceu- 
tical and  energy  companies,  with  an  aim  to  putting  price  controls  on 
prescriptions  and  slapping  more  taxes  on  the  villainous  oil  industry. 

Unexpected  negatives  will  include  the  Federal  Reserves  con- 
tinuing to  muck  up  monetary  policy,  which  will  lead  to  higher 
interest  rates,  and  bipartisan  attempts  to  "solve" 
Social  Security's  actuarial  black  hole  by  boosting  pay- 
roll taxes.  One  event  still  below  the  radar  will  be  a 
serious  Washington  push  to  bail  out  General 
Motors,  Ford  and  Chrysler,  with  the  federal  govern- 
ment taking  on  a  big  portion  of  those  beleaguered 
companies'  health  and  pension  costs.  After  all, 
advocates  will  argue,  Washington  has  done  similar 
favors  in  the  past  for  the  railroad  and  coal  mining 
industries,  not  to  mention  its  loan  guarantees  given 
to  Chrysler  in  1980.  And  look  at  the  goodies  Uncle 
Sam  routinely  showers  upon  agriculture.  Legacy  air- 
lines will  then  cry  that  they  should  be  part  of  the 
package,  too,  as  could  the  steel  industry  if  profits 
plummet  because  of  a  weak  economy  or  if  the  Fed  finally  pops  the 
commodities  bubble.  Would  President  Bush  sign  such  a  bailout?  Yes. 

And  who  knows  what  will  happen  in  the  Middle  East?  Will 
the  President  continue  to  drift  in  the  prosecution  of  the  war  in 
Iraq?  Or  will  he  start  a  serious  puliout  or  even  ask  the  question 
John  McCain  asked — How  do  we  win  this  thing? — and  propose 
the  necessary  steps  to  do  so? 


But  the  far  bigger  crisis  in  the  Middle  East,  of  course,  is  Iran, 
which  is  run  by  a  blood-lusting  lunatic  whose  past  includes  tor- 
turing prisoners  and  who  truly  believes  the  world  is  coming  to 
an  end.  Before  it  ceases  to  exist,  however,  this  guy  would  like  to 
nuke  Israel  and  lob  a  bomb  or  two  onto  U.S.  soil. 

Iran  is  gearing  up  to  produce  25  or  more  nuclear  bombs  a  year. 
Perhaps  the  crisis  can  be  diffused  through  serious  economic  sanc- 
tions— Iran  imports  40%  of  its  gasoline — or  by  giving  serious  help 
to  antimullah  dissidents  so  that  they  can  bring  about  a  regime 
change.  Maybe  the  Israelis  will  rub  out  President  Mahmoud 
Ahmadinejad  and  his  cohorts.  If  none  of  these 
measures  is  taken  to  thwart  Tehran's  murderous 
ambitions,  the  Israelis  will  engage  in  air  strikes. 

So  why  would  stocks  go  up  in  this  environ- 
ment? Answer:  Equity  prices  already  reflect 
much  ot  this  negativity.  During  bull  markets  the 
operative  investment  phrase  is  "climbing  walls  of 
worry."  A  notable  absence  of  irrational  exuber- 
ance in  investors'  attitudes  is  common  for  much 
of  a  rising  market.  In  the  retrospectively  giddy 
1990s,  for  example,  it  wasn't  until  1999  that 
everyone  threw  caution  to  the  wind. 

The  economy's  strengths  are  real,  even  if  dis- 
respected. Consumer  balance  sheets  are  in 
excellent  shape,  as  are  their  corporate  counterparts.  Services 
continue  to  expand,  especially  in  high  tech;  semiconductor 
demand  will  be  strong  for  both  2007  and  2008.  These  strengths 
will  overcome  the  housing  slowdown  and  weaknesses  in  manu- 
facturing, including  autos. 

Even  if  Iran  lurches  into  a  worst-case  scenario,  the  aftermath 
will  be  severe,  but  the  effects  won't  be  lasting. 


George  Truman? 


THE  FINANCIAL  TIMES  THE  OTHER  DAY  ECHOED  THE  SENTI- 
ments  of  many  here  and  overseas  when  it 
speculated  that  President  Bush  could  well 
be  one  of  the  worst  chief  executives  the 
U.S.  has  ever  had. 

Such  speculation  is  irresistible,  but 
don't  get  carried  away  by  this  rush  to  judg- 
ment. Take  the  example  of  Harry  Truman. 

Truman  left  office  in  1953  with  ratings 
that  were  worse  than  those  of  the  current 
White  House  occupant.  He  was  presiding 
over  a  disastrous  war  on  the  Korean 
peninsula.  More  than  400,000  American 


and  several  hundred 


After  winning  the  election,  Ike  went  to  Korea. 
Within  months  he  brought  the  war  to  a  close. 


thousand  Allied  troops  were  locked  in  a 
stalemate  with  North  Korea  and  China. 
We'd  been  in  negotiations  for  an  armistice 
for  nearly  two  years,  with  nothing  but 
more  blood  to  show  for  it.  People  were 
angrily  asking,  "We're  suffering  1,000 
casualties  a  week,  and  for  what?"  The 
American  death  toll  in  the  Korean  War 
was  almost  15  times  the  number  of  soldiers 
we've  lost  in  Iraq. 

The  Truman  Administration's  han- 
dling of  the  war  struck  Americans  as  mur- 
derously uncertain  and  erratic.  Moreover, 
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we  entered  the  war  utterly  unprepared,  with  ill-equipped,  ill- 
trained  troops.  And  war  aims  changed.  At  first,  as  General  Douglas 
MacArthur's  forces— after  initial  setbacks— overran  North  Korea 
and  were  fast  approaching  the  North  Korea-China  border,  we 
seemed  intent  on  a  World  War  II-type  unconditional  victory. 
Then  China  staged  a  massive  intervention,  sending  us  and  our 
allies  reeling  in  a 
humiliating  retreat. 

We  pushed  for- 
ward in  the  spring 
and  reached  a  line 
not  far  from  that 
dividing  North  and 
South  Korea  today. 
MacArthur  wanted 
to  push  north  again, 
but  Truman  changed 
course.  Instead  of 
fighting  until  we  were  victorious  and  punishing  Communist  ag- 
gression— after  all,  North  Korea,  bent  on  conquest,  had  brazenly 
invaded  the  South — we  decided  to  settle  for  a  draw.  MacArthur  ended 
up  getting  fiied,  and  a  political  firestorm  ensued.  Why,  people  won- 
dered, were  we  willing  to  accept  a  stalemate?  Wouldn't  that  en- 
courage future  trouble:  Soviet-  and  Chinese-supported  forces  could 
attack  our  allies  knowing  they  had  little  to  lose?  But  the  Soviet  Union, 
China  and  North  Korea  refused  to  come  to  an  agreement  on  an 
armistice,  figuring  that  if  they  continued  to  bloody  us  we  would  grow 
weary  and  pull  out,  leaving  the  Communists  victorious. 

Because  of  his  credibility  as  commander  of  the  Allied  forces 
that  had  beaten  Nazi  Germany,  Dwight  Eisenhower,  who  won  the 
presidency  despite  Truman's  intense  opposition,  brought  the  Korean 
War  to  a  close  by  threatening — behind  the  scenes — to  use  nuclear 
weapons.  Ironically,  Ike's  success  in  stanching  the  bloodletting  on 
the  Korean  peninsula  helped  salvage  Truman's  future  reputation. 


When  Truman  changed  Korean  War  aims. 
General  MacArthur  resisted — and  was  fired. 


As  did  the  policies  of  other  subsequent  Presidents.  Truman,  for 
instance,  suffered  a  severe  blow  to  his  popularity  in  1949,  when  the 
Communists  triumphed  in  the  Chinese  civil  war.  The  U.S.  was 
accused  of  not  doing  enough  to  help  anticommunist  forces  during 
that  epic  struggle.  Truman's  archfoe,  Richard  Nixon,  helped  ame- 
liorate that  damning  judgment  years  later  when,  as  President, 

his  policies  led  to 
a  rapprochement 
with  what  was  then 
called  Red  China. 
Historians  have  con- 
cluded that,  despite 
the  mistakes  made 
in  the  Korean  War, 
Truman's  decision 
to  go  in  was  the 
Bush  meets  U.S.  troops.  Unlike  Truman,  Bush  right  one. 
has  not  yet  changed  tactics  or  strategy  in  Iraq.         Who  knows 

perhaps  George  Bush's  successor— maybe  Senator  John  McCain 
(R-Ariz.)  or  former  New  York  City  mayor  Rudy  Giuliani — may 
pull  an  Eisenhower  with  Iran  and  Iraq,  and  historians  will  conclude 
that  despite  his  many  mistakes,  Bush  fundamentally  made  the  right 
decision  to  fight  Islamic  fanaticism  in  the  heart  of  the  Middle  East. 

Harry  Truman  is  not  the  only  cautionary  example.  Woodrow 
Wilson  left  the  White  House  with  Truman/Bush -like  popularity. 
Although  he  made  dreadful  mistakes  in  negotiating  the  Treaty  of 
Versailles  after  World  War  I,  was  devastatingly  inept  at  handling 
the  fight  over  whether  the  U.S.  should  join  the  League  of  Nations 
and  allowed  his  Administration's  wholesale  assault  on  civil  liber- 
ties both  during  and  after  the  war,  the  vast  majority  of  historians 
today  consider  Wilson  a  great  or  near-great  President. 

So  our  beleaguered  President  Bush  can  take  some  solace  in 
the  fact  that  when  it  comes  to  historical  reputations,  judgments 
are  never  final. 


Murderous  Resurrection 


The  Book  of  Fate— by  Brad  Meltzer  (Warner  Books,  $25.99). 
The  hero,  Wes  Holloway,  is  a  haunted  former  presidential  aide 
scarred  by  an  assassination  attempt  on  his  boss  years  before  that 
left  the  President's  deputy  chief  of  staff  and  valued 
friend  dead  and  Holloway 's  face  horribly  disfig- 
ured. Holloway  is  guilt-ridden  because  a  mistake  of 
his  is  what  ultimately  put  his  colleague  in  the  line 
of  fire.  The  attempt  took  place  in  the  midst  of  a 
tough  election  campaign  and,  as  fate  would  have  it, 
a  photo  taken  that  day  made  the  President  appear 
cowardly  instead  of  heroic.  That  image  cost  him 
the  election. 

The  story  picks  up  eight  years  later,  when 
on  a  trip  to  Malaysia  with  the  now  ex-President, 
Holloway  is  convinced  he  sees  the  former  deputy  chief  of  staff. 
Stunned  beyond  belief,  he  tries  to  find  out  if  indeed  the  man  is 
still  alive  and  why.  Before  the  tale's  flabbergasting  end,  Holloway 
has  to  cope  with  a  trio  of  rogue  federal  agents,  the  escaped  psy- 


chopathic killer  who  tried  to  take  the  President's  life  that  fateful 
day  and  friends  who  turn  out  to  be  anything  but.  No  cardboard 
characters  here,  as  almost  everyone  has  a  personal  agenda. 

Meltzer  s  manifest  writing  skills  come  into  play 
as  the  speed  of  this  fast-paced  story,  with  its  com- 
plex plots  and  subplots,  never  flags.  Critical  to 
unraveling  the  mystery  of  what  actually  happened 
on  that  day  are  a  crossword  puzzle  and  the  ex- 
President's  seemingly  random  jottings. 

The  story  gains  dimension  in  Meltzer's  depic- 
tion of  an  ex- President's  life.  No  matter  how  busy 
the  individual  is,  there's  no  substitute  for  the 
extraordinarily  adrenalin-pumping  experience  of 
occupying  the  most  influential  political  office  in 
the  world.  The  sudden  decompression  from  the  White  House 
starts  when  the  former  commander  in  chief's  car  has  to  stop  at 
red  lights  instead  of  speeding  right  on  through. 

A  great  book  to  have  in  hand  while  coping  with  airport  delays.  F 
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The  most  fuel-efficient 
auto  company  in  America. 


Meet  Small  Oil.  Honda  has  always  been  committed  to  developing  environmentally 
responsible  technology  And  with  cars  like  the  all-new  Fit  along  with  the  legendary 
Civic,  Honda  will  continue  as  the  leader  in  fuel  efficiency''  Through  innovation  and 
hard  work.  Small  Oil  can  make  a  world  of  difference.  That's  our  Environmentology. 

HONDA 

The  Power  of  Dreams 


'Based  on  model  year  200S  CAFL  average  fuel  -economy  ratings  and  weighted  sales  for  passenger  car  and  light  truck  fleets  sold  in  the  U.S.  by 
major  manufacturers.  'Civic  Hybrid  and  Fit  Sport  with  SM  I  shown.  2007  EPA  mileage  estimates:  49 city/51  highway.  J*  city/38  highway,  respectively. 
Use  for  comparison  purposes  only  Actual  mileage  may  vary  ©2006  American  Honda  Motor  Co..  Inc.  enviionmentology.honda.com 


Other  Comments 


All  men  who  have  turned  out  worth  anything  have  had  the  chief  hand  in  their  own  education. 

—SIR  WALTER  SCOTT 


InailSpicioUS  Start  As  Speaker-to-be  Nancy  Pelosis  choice 
to  be  the  next  Chairman  of  the  House  Intelligence  Committee,  Texas 
Democrat  Silvestre  Reyes  will  share  responsibility  for  the  budgets  and 
oversight  of  U.S.  spy  agencies,  as  well  as  receive  regular  briefings  on 
classified  intelligence.  But  it  appears  he  first  needs  a  remedial  course 
on  Americas  terrorist  enemies,  hi  an  interview  with  Congressional 
Quarterly,  Mr.  Reyes  was  unable  to  answer  basic  questions  about  the 
sectarian  nature  of  both  al  Qaeda  and  Hezbollah.  "Predominantly— 
probably  Shiite,"  he  responded  when  asked  about  the  strain  of  Islam 
that  animates  al  Qaeda.  The  truth  is  that  al  Qaeda  is  composed  of 
Sunni  extremists  who  slaughter  Iraqi  Shiites  on  a  daily  basis.  And 
when  CQ's  reporter  turned  to  Hezbollah,  Mr.  Reyes  said,  "Why  do 
you  ask  me  these  questions  at  five  oclock?"  Perhaps  because  he's  only 
had  23  years  since  the  Iranian-backed  Shiite  terror  group  blew  up 
the  Beirut  Marine  barracks  to  figure  that  one  out. 

So  it  appears  America  will  fight  the  next  two  years  of  the  war 
on  terror  with  an  important  congressional  post  occupied  by  a 
man  who  has  no  grasp  at  all  of  the  dynamics  of  the  conflicts  in 
Iraq,  Lebanon  and  the  broader  Middle  East.  This  isn't  an  auspi- 
cious start  by  Democrats  who  hoped  to  campaign  in  2008  having 
established  some  credibility  on  national  security. 

— Wall  Street  Journal 

Worthy  Goals,  Unworthy  Stewardship  its 

true  that  the  UN's  watch  on  global  security  is  only  as  effective  as  the 
will  of  its  veto-wielding  permanent  members  of  the  Security  Coun- 
cil. But  the  running  of  the  UN  remains  the  responsibility  of  the 
Secretary-General  and  the  doctrine  of  command  responsibility  and 
accountability  does  exist.  The  UN  is  not  simply  an  aggregation  of 
its  member  states,  but  an  institution  invested  by  its  Charter,  the  Uni- 
versal Declaration  of  Human  Rights  and  other  conventions,  to  "save 
succeeding  generations  from  the  scourge  of  war  ...  to  reaffirm  faith 
in  fundamental  human  rights."  The  UN  has  at  its  potential  disposal 
the  resources  of  its  member  states  to  enforce  its  Charter  principles. 


"Oh,  no,  not  another  McCave." 


When  the  UN  fails,  as  it  did  under  [Kofi]  Annan  in  Rwanda,  in  the 
Balkans  and  in  Darfur,  the  top  official  must  be  held  accountable. 

Such  accountability  will  not  occur  as  Annan  departs.  If  only 
the  charade  of  the  UN  as  it  exists  today  could  depart  with  him,  per- 
haps we  could  reinvent  this  institution  by  learning  the  appropriate 
lessons  from  its  less  than  honorable  record  of  the  past  half-century. 

— SALIM  MANSUR,  Toronto  Sun 

Core  Values  The  growth  in  the  size  and  scope  of  govern- 
ment can't  go  on  forever.  As  Thomas  Jefferson  put  it,  "Dependence 
begets  subservience  and  venality."  Eventually,  overreliance  on  gov- 
ernment will  eat  away  at  American  independence  and  ingenuity, 
the  very  traits  we've  relied  upon  to  build  the  world's  greatest  nation. 

—EDWIN  FEULNER,  president,  Heritage  Foundation, 

Chicago  Sun-Times 

Be  It  Resolved  Trust  yourself.  Create  the  kind  of  self  that 
you  will  be  happy  to  live  with  all  your  life.  Make  the  most  of  your- 
self by  fanning  the  tiny,  inner  sparks  of  possibility  into  flames  of 
achievement. 

— GOLDA  MEIR 

Giving  Putin  Pause  Having  taken  power  in  a  nascent 
democracy  six  years  ago,  [Russian  President  Vladimir]  Putin  has 
been  reestablishing  authoritarian  control.  Governors  are  no  longer 
elected  but  appointed  by  the  Kremlin.  Laws  have  been  changed  to 
make  it  harder  for  opposition  parties  to  compete.  Independent  media 
outlets  and  major  corporations  have  been  gobbled  up  by  state- 
controlled  companies.  Repression  at  home  has  been  matched  by 
rogue  behavior  abroad.  Russia  has  used  economic  leverage  in  an 
attempt  to  stifle  democratic  revolutions  in  Ukraine  and  Georgia, 
with  the  goal  of  keeping  those  neighboring  countries  under  its 
thumb.  In  Chechnya,  Moscow  has  imposed  a  brutal  puppet  regime. 
Russia  exports  arms  to  China,  Venezuela,  Syria  and  other  coun- 
tries at  odds  with  the  U.S.  Most  alarming  have  been  Russia's  sales 
to  Iran  of  a  nuclear  reactor  and  surface-to-air  missiles  to  defend  it, 
even  as  Moscow  blocks  serious  UN  sanctions  against  Tehran. 

Russia  is  not  yet  an  outright  enemy  of  the  United  States,  but  it's 
certainly  no  friend  Putin  is  catering  to  Russian  nostalgia  for  past  great- 
ness and  to  enduring  resentment  of  the  West  in  order  to  justify  his 
consolidation  of  power.  What's  needed  is  a  change  of  mind-set  in 
Washington.  We  need  to  stop  thinking  of  how  to  cozy  up  to  Putin 
and  start  thinking  of  how  to  frustrate  his  illiberal  imperial  designs. 

—MAX  BOOT,  Los  Angeles  Times 

An  Abundant  Life  Every  season  has  its  own  won- 
ders. If  you  can't  stand  the  cold  you  can  stay  inside  and  love  the 
warmth.  There's  a  way  to  be  happy  no  matter  where  you  are,  and 
we  have  more  decision -making  power  over  that  than  we  think. 

—BARBARA  CRAFTON,  GeraniumFarm.org  F 
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WHERE  DO  7  OF  THE.TOP  10  FORTUNE®  100 
TURN  FOR  THEIR  I.T.  NEEDS? 

TO  THE  BIGGEST  I.T.  COMPANY  YOU'VE  PROBABLY  NEVER  HEARD  OF. 


Presenting  Tata  Consultancy  Services,  TCS,  the  creator  of  the  Network  Delivery  Model 
for  software  development.  For  over  37  years  TCS  has  been  the  provider  of  choice  for 
hundreds  of  customers  around  the  globe,  including  seven  of  the  top  ten  FORTUNE R 100 
companies.  TCS,  with  revenues  of  $2.97  billion  in  FY  2005/06,  serves  its  customers 
with  over  78,000  expert  associates  from  60  countries  around  the  globe,  including 
10,000  employees  in  50  locations  throughout  the  U.S. 

It's  time  you  got  to  know  the  biggest  I.T.  company  you've  probably  never  heard  of. 
For  a  more  complete  introduction,  email  marketing@usa-tcs.com  or  visit  us  online 
at  www.tcs.com. 


TATA  CONSULTANCY  SERVICES 


I.T.  Services  /  Business  Solutions  /  Outsourcing 


C  2006  Tata  Consultancy  Services  Ltd.  All  rights  reserved.  Tata  Consultancy  Services  and  the  Tata  Consultancy  Services  logo  are  registered  trademarks  of  Tata  Consultancy  Services  Ltd. 
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Fractional  First": 

•  Distance-based  pricing 

•  No  "taxi  time"  deductions 

•  Flexible-use  option 

-  Transparent  fuel  cost 


Flight  Options  offers  another  Fractional  First:  added  discounts  for  flights, 
depending  on  distance.  Our  new  Fractional  First  program  is  the  first  to  offer 
a  20%  discount  on  flight  time  beyond  2  hours  in  light  cabin,  and  flight  time 
beyond  2.5  hours  in  mid,  super-mid  and  large  cabin.  So  if  your  flight  is  a  lit- 
tle longer,  especially  when  flying  coast-to-coast,  you'll  pay  less. 


Please  call  for  details. 

877.703.2348  I  www.flightoptions.com 

Flight  Options,  LLC  is  a  Raytheon  company. 
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Current  Events 


By  Ernesto  Zedillo,  former  President  of  Mexico 
Director,  Yale  Center  for  the  Study  of  Globalization 


Migranomics  Instead  of  Walls 


GRANTED,  illegal  immigration  poses  problems  for  the 
U.S.  Every  year  the  size  of  the  population  living  illegally  in  this 
country  grows  by  as  much  as  half  a  million  people.  This  flow  is 
both  sustained  and  exploited  by  a  criminal  structure  involved  in 
smuggling  people  and  trafficking  in  fraudulent  documents. 
Admittedly,  this  illicit  structure  could  also  be  used  to  introduce 
dangerous  criminals  into  the  U.S. 

Employers  who  hire  illegal  workers  also  violate  immigration 
laws — in  some  cases  consciously  and  in  others  unconsciously, 
when  misled  by  falsified  documents.  Furthermore,  illegal  work- 
ers are  frequently  employed  in  ways  that  make  it  easier  for  both 
employers  and  employees  to  evade  paying  taxes  and  making 
Social  Security  contributions.  Thus,  illegal  immigrants  can 
become  a  drain  on  social  services  and  a  public  charge  upon  those 
states  receiving  the  bulk  of  the  inflow.  These  immigrants  are  also 
susceptible  to  abuse  and  exploitation.  Because  of  the  conditions 
under  which  they  work  and  live  here,  many  of  them  find  it  diffi- 
cult to  assimilate  economically  and  culturally  and  are  at  risk  of 
becoming  an  underclass  and  source  of  social  conflict.  Among  the 
American  public,  illegal  immigration  fosters  a  resentment  of 
immigrants  in  general  and  triggers  dangerous  outbreaks  of  big- 
otry and  jingoism  that  are  otherwise  infrequent  in  the  U.S. 

To  address  these  problems,  U.S.  government  expenditures  on 
border  patrol  and  other  immigration  law  enforcement  actions  grow 
every  year.  Yet  no  matter  how  much  is  spent  or  how  aggressive  the 
measures  tried  (e.g.,  erecting  a  wall  along  the  southern  border),  many 
experts  believe  that  in  the  absence  of  other  comprehensive  reforms 
the  problems  associated  with  illegal  immigration  will  only  get  worse. 

Benefits  Far  Outweigh  Costs 

Relying  on  enforcement  measures  alone  is  bound  to  fail  because  it 
ignores  the  underlying  economic  reason  for  the  illegal-immigra- 
tion phenomenon:  Immigration  is  essential  to  the  dynamism  of 
the  American  economy  and  for  sustaining  its  pace  in  job  creation. 
Changing  U.S.  demographics  imply  that  the  total  number  of 
native-born  workers  age  25  to  54  won't  grow  between  2000  and 
2020,  and  that  those  workers  will  be,  on  average,  more  educated 
every  year  and  therefore  less  likely  to  accept  unskilled  jobs.  Filling 
such  jobs,  however,  is  crucial  to  the  U.S.  economy's  functioning 
and  growth.  Because  Mexico  is  a  still-developing  country  that 
shares  a  long  border  with  the  U.S.,  it  is,  for  better  or  for  worse,  a 
natural  provider  of  the  unskilled  workers  required  by  the  Ameri- 
can economy.  If  and  when  Mexico  succeeds  in  achieving  faster 
economic  growth,  it  will  stop  being  the  main  source  of  this  supply. 


Overall,  the  foreign  workforce  complements  rather  than  com- 
petes with  the  native  workforce.  There  is  a  shortage  of  unskilled 
labor  in  many  sectors  of  the  U.S.  economy  that's  being  filled  by 
illegal  immigrant  workers.  Without  these  workers,  productivity 
and  economic  growth  would  be  slower;  there  would  be  fewer 
jobs  for  skilled  labor;  Americans'  earnings  would  be  reduced;  and 
some  service  sectors  now  thriving  would  become  stagnant,  while 
others  would  be  at  risk  of  collapsing.  In  short,  by  filling  the 
unskilled-labor  gap  illegal  immigrants  contribute  to  keeping  the 
U.S.  economy  productive,  competitive  and  prosperous. 

The  Real  Challenge 

Yet  the  U.S. — or  any  other  nation  based  on  the  rule  of  law — can- 
not condone  illegality  just  because  it  brings  about  tangible  eco- 
nomic benefits.  Fortunately  the  real  dilemma  is  not  between 
compromising  the  rule  of  law  and  sacrificing  the  economic  ben- 
efits produced  by  illegal  immigration.  Rather,  it  lies  in  how  best 
to  structure  a  policy  that  allows  for  proper  enforcement  of  immi- 
gration laws  while  letting  immigration  continue  as  a  positive 
force  for  economic  strength  and  prosperity.  When  the  market 
forces  driving  this  prosperity  are  disregarded,  immigration  laws 
and  policies  become  impossible  to  enforce.  Not  one  of  the  malign 
effects  of  illegal  immigration  mentioned  is  inherent  to  immigra- 
tion itself.  The  malign  effects  exist  because  there's  a  gap  between 
the  demand  for  and  the  supply  of  unskilled  labor  and  that  gap 
cannot  be  filled  legally  under  existing  immigration  laws.  This  is 
just  another  instance  of  how  regulations  that  oppose  strong  mar- 
ket forces  are  ineffective  and  cause  worse  ills  than  those  they're 
trying  to  cure.  Bad  regulations  are  always  at  the  root  of  black 
markets  and  the  criminality  they  spawn. 

If  the  migrant  workers  needed  by  the  American  economy  were 
allowed  to  enter  legally  through  an  orderly  process  of  increased  quo- 
tas— for  temporary  and  permanent  migration — practically  all  of  the 
negative  aspects  associated  with  the  immigration  of  low-skilled  labor 
would  cease.  Legality  would  enhance  the  contribution  of  migrant 
workers  to  the  U.S.  economy  and  provide  for  their  paying  their  fair 
share  to  the  tax  and  Social  Security  systems.  It  would  also  facili- 
tate their  cultural  and  civic  integration.  A  realistic,  market-based 
immigration  policy  would  not  only  destroy,  for  the  most  part, 
the  raison  d'etre  of  the  criminal  gangs  now  profiting  from  illegal 
immigration  but  would  also  make  it  possible  to  apply  more  and 
better  resources  to  preventing  the  entry  of  individuals  with  truly 
criminal  intentions.  In  other  words,  if  economics  counts,  it's  bet- 
ter to  make  good  laws  than  pernicious  walls.  F 


I  Forbes 


Ernesto  Zedillo,  director,  Yale  Center  for  the  Study  of  Globalization,  former  president  of  Mexico;  Lee  Kuan  Yew,  minister  mentor 
of  Singapore;  and  Paul  Johnson,  eminent  British  historian  and  author,  rotate  in  writing  this  column. 
To  see  past  Current  Events  columns,  visit  our  Web  site  at  www.forbes.com/currentevents. 
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INSURANCE 


TheStandard 


Positively  different. 


You  want  to  be  ready  for  life's  unexpected  opportunities.  Pursuing  your  passions 
is  easier  when  you  feel  secure.  For  100  years,  The  Standard  has  protected  people's 
dreams  and  given  them  the  confidence  for  whatever  comes  next.  So  explore 
everything  life  offers.  We'll  be  there  with  you.  STANDARD.COM 


The  Standard  is  a  marketing  name  for  StanCorp  Financial  Group,  Inc.  and  subsidiaries.  Insurance  products  are  offered  by  Standard  Insurance  Company  o 
Portland,  Ore.  in  all  states  except  New  York,  where  insurance  products  are  offered  by  The  Standard  Life  Insurance  Company  of  New  York  of  White  Plains, 
N.Y.  Investment  services  are  offered  through  StanCorp  Investment  Advisers  of  Portland,  Ore.  Product  features  and  availability  vary  by  state  and  company 


Digital  Rules 


By  Rich  Karlgaard,  Publisher 


Fearless  2007  Predictions 


TURNING  THE  CORNER  INTO  2007,  WHAT  DOES  DIGITAL  RULES  SEE? 
U.S.  economy  grows  at  3%-plus.  Don't  you  love  the  trade  deficit 
with  China?  I  do.  It  shows  up  as  a  capital  surplus — a  trillion  U.S. 
dollars  held  by  the  Chinese,  most  of  it  coming  back  into  our  ten- 
year  U.S.  Treasurys.  All  that  money  suppresses  yields,  which  is 
good  for  stocks  (see  below)  and  low  mortgage  rates.  The  Great 
American  Housing  Collapse  is  the  dog  that  didn't  bark  in  2006, 
and  won't  in  2007.  Consumers  are  still  spending.  Businesses  are 
still  investing.  The  U.S.  economy  will  do  just  fine  in  2007. 
Global  economy  grows  at  4.5%-plus.  China  may  be  slowing— 
pundits  say  that  every  year,  don't  they? — but  Europe  is  growing. 
Much  depends  on  the  U.S.  If  we  grow  3.5%,  the  global  economy 
will  clock  another  5%  growth  year.  If  we  slow  to  3%,  look  for 
4.5%  in  global  growth. 

American  stocks  do  well.  Three  reasons  to  predict  another  bullish  year: 

•  The  ten-year  U.S.  Treasury  is  yielding  4.6%.  This  supports  a  broad 
market  P/E  of  22,  which  is  22%  higher  than  today's  P/E  of  18. 

•  A  rash  of  buybacks,  mergers  and  LBOs  have  shrunk  the  supply  of 
stocks  by  5%  a  year  since  2002.  Heed  your  supply-demand  knowledge! 

•  As  FORBES  columnist  Ken  Fisher  has  pointed  out,  stocks  do  best 
during  a  President's  third  year.  The  last  negative  third  year  was  1939. 
The  last  merely  single-digit-gain  third  year  was  1987.  What  about 
the  risks-Middle  East  turmoil,  protectionism,  inflation,  dollar  col- 
lapse? Already  priced  into  the  market. 

Global  stocks  do  better.  Since  1972  the  MSCI  EAFE  (Morgan 
Stanley  Capital  International  Europe,  Australasia  and  Far  East) 
Index  (12.8%  average  annual  return)  has  run  neck  and  neck  with 
the  U.S.  S&P  Index  (12.7%).  But  over  any  given  two-  to  three- 
year  period  the  performance  differences  between  the  two  indexes 
are  more  dramatic.  Low  P/E  ratios  in  the  U.K.,  Germany  and 
France — all  below  15  right  now — and  sub-2%  bond  yields  in 
Japan  make  the  MSCI  EAFE  a  good  buy. 
Big  Tech  has  another  good  year.  Last  year  was  terrific  for  HP  (up 
39%),  Oracle  (up  40%)  and  Cisco  (up  58%).  These  big  brands  will 
advance  again  in  2007,  though  not  by  as  much.  Look  for  Microsoft 
to  beat  the  market  this  year.  Perhaps  Intel,  too.  Sell  Apple  and 
take  your  profits.  Monthly  sales  of  iTunes  fell  65%  in  2006. 
Web  2.0  inflates  to  bubble  status.  Fad  sites  are  multiplying. 
Venture  capital  firms — rich  with  cash,  poor  on  exit  opportuni- 
ties— are  irrationally  bidding  up  valuations  for  all  those  MySpace 
wannabes.  Yucky  San  Francisco  commercial  lofts  are  hot  again. 
Money  now  flows  so  copiously  to  "social  networking  sites"  that  it 
has  sparked  a  "virtual  crime  wave"  at  that  trendiest  of  destina- 
tions, Secondlife.com. 

Bargains  emerge  in  U.S.  residential  real  estate.  But  not  every- 
where. In  California  prices  have  stayed  stubbornly  high,  even  as 
transactions  have  dropped  30%.  Will  buyers  or  sellers  win  this 


game  of  chicken?  Too  early  to  tell.  Coastal  Florida,  on  the  other 
hand,  may  be  oversold.  Al  Gore's  global-warming  theories  pre- 
dict an  era  of  monster  hurricanes;  Naples  homeowners  were  sent 
fleeing  to  the  Smoky  Mountains.  But  2006  was  a  light  hurricane 
year,  which  only  proves  that  Gore  continues  to  misjudge  Florida. 
Look  for  buyers  to  trickle  back  in.  Stay  away  from  condos.  In 
Miami — the  land  of  eerily  silent  cranes — the  condo  oversupply  is 
70,000  units. 

Tiny  jets  begin  to  ship.  Private  jet  sales  grew  23%  during  the  first 
nine  months  of  2006.  A  new  generation  of  fuel-sipping,  four- 
passenger  jets  will  keep  this  growth  going  and  spread  it  to  the 
upper-middle-class  masses.  Last  year  startup  Eclipse  Aviation  and 
big-foot  Cessna  certified  their  tiny  jets — the  Eclipse  500  and  the 
Cessna  Mustang.  Both  are  now  in  production.  They  will  be  joined 
by  Adam  Aircraft's  A700  later  this  year  and  likely  Embraer's 
Phenom  100  and  Hondas  Hondajet  in  the  next  few  years. 
Hockey  and  soccer  gain  popularity.  Why?  Large  flat-panel  tele- 
visions. Fast-moving  goal  sports  are  hard  to  follow  on  small  TVs. 
The  action  turns  compelling  on  50-inch  or  larger  high-definition 
LCD  or  plasma  screens.  If  you're  old  enough,  you  remember  how 
boring  football  was  on  TV  before  color  and  instant  replay.  With 
their  advent  the  NFLs  popularity  exploded  in  the  1960s. 
The  New  Orleans  Saints  win  Super  Bowl  XLI.  Coach  Sean 
Payton  is  the  new  Bill  Walsh,  an  offensive  alchemist.  Payton  pos- 
sesses a  deft  manager's  touch.  He  reshaped  veteran  quarterback 
Drew  Brees  into  MVP  caliber,  and  he  cleverly  switched  star  run- 
ning back  Reggie  Bush  to  wide  receiver.  The  Saints'  defense  is 
peaking  at  the  right  time.  This  team  feels  to  me  like  the  1981-82 
San  Francisco  49ers.  Sure,  the  odds  are  long.  Yes,  they  suffered  a 
late-season  defeat  by  the  lowly  Washington  Redskins.  And, 
everyone  knows  the  AFC  is  a  stronger  league.  But,  barring 
injuries,  the  miraculous  Saints  could  go  all  the  way. 
You  can't  come  on  the  eleventh  FORBES  Cruise  for  Investors. 
Sorry.  Our  Apr.  6-20,  2007  cruise  to  Japan  and  China — starring 
Steve  Forbes,  Ken  Fisher,  John  Buckingham,  Vahan  Janjigian, 
Marilyn  Cohen  and  other  sages — is  sold  out.  Act  now  if  you  want 
to  join  the  twelfth  FORBES  cruise,  Nov.  30-Dec.  11,  2007, 
through  the  Panama  Canal.  Call  800-530-0770. 
FORBES  magazine  turns  90.  This  is  one  prediction  (in  addition 
to  the  above)  that  I  can  give  you  with  100%  certainty.  The  magic 
date  is  Sept.  15.  Let's  toast  a  great  entrepreneur,  B.C.  Forbes.  In 
the  first  issue  he  wrote,  "Business  was  originated  to  produce 
happiness,  not  to  pile  up  millions." 

May  you  have  a  Happy  New  Year,  too.  F 
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Read  Rich  Karlgaard's  daily  blog  at 
http://blogs.forbes.com/digitalrules  or  visit 
his  home  page  at  www.karlgaard.com. 


JANUARY  8,  2007       FORBES  27 


Lou  Dobbs  Rant  Fodder 

A  10%  increase  in  workers  with  doctorates — due  largely  to 
foreigners  who  come,  study  and  then  stay  in  the  U.S. — 
causes  a  3%-to-4%  decrease  in  wages  in  that  field,  a  new 
academic  study  says.  Looking  at  data  from  1993  to  2001, 
Harvard's  George  J.  Borjas  figures  that  such  immigrants 
accounted  for  a  quarter  of  all  Ph.D.s  and  50%  of  those  in 
engineering.  Their  continued  presence  helped  lead  to  the 
"increased  prevalence  of  low-pay  postdoctoral  appoint- 
ments" that  have  a  "significant  adverse  effect  on  the  earn- 
ings of  competing  workers."  — Tatiana  Serafin 
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Named  for  His  Tax  Ploy 

Forbes  400  member  Henry  Samueli,  Broadcom  cofounder  and 
chairman,  is  suing  the  Internal  Revenue  Service  for  disallowing 
a  maneuver  that  effectively  converted  highly  taxed  income  into 
lowly  taxed  capital  gains.  His  U.S.  Tax  Court  lawsuit  says  a 
Samueli  grantor  trust  in  2001  bought  a  $1.7  billion  Freddie  Mac 
Principal  Strip  bond  from  Refco  Securities  on  margin,  lent  it 
back  and  deducted  $8  million  in  interest  expense.  In  2003  the 
trust  sold  the  megabond  back  to  Refco,  deduct- 
ing another  $33  million  in  interest  while  book- 
ing a  $51  million  long-term  capital  gain. 
Unpersuaded  that  this  was  a  legitimate 
securities  loan,  the  IRS  billed 
Samueli  $2.9  million  for  back 
taxes  and  interest.  His  lawyer, 
Nancy  Iredale,  calls 
the  deal  a  "classic  interest  arbi- 
trage," described  a  decade  ago 
in  a  prominent  tax  journal  and 
never  ruled  upon  previously  by 
the  feds.  In  2005  Samueli,  now  52, 
of  Newport  Beach,  Calif.,  and  his 
wife,  Susan,  bought  professional 
hockeys  Anaheim  Ducks. 

— Janet  Novack  ^  - 

Body  check:  Henry  Samueli. 


Election  Winners:  Lawyers 

With  Democrats  set  to  take  control  of  Capitol  Hill,  the  big 
Covington  &  Burling  law  firm  is  touting  its  "congressional  inves- 
tigations practice"  to  handle  "political,  legal  and  public  relations 
risks."  In  a  four-page  "white-collar  defense  and  investigations 
e-alert,"  first  published  by  tpmmuckraker.com,  Covington 
raises  the  specter  of  Democratic-directed  gumshoes  working 
"tirelessly"  to  undercut  the  Bush  Administration  and  its 
political  supporters  and  beneficiaries.  Listed  are  a  dozen 
"potential  investigatory  topics  . . .  relevant  to  the  business 
community,"  including  government  contract  abuses  and  cor- 
porate governance.  The  practice  leader  is  Lanny  A.  Breuer,  Bill 
Clintons  impeachment-tested  special  counsel.  Covington  won't 
reveal  Breuer s  hourly  billing  rate.  — J.N.  and  William  P.  Barrett 


ore  Informer  at  Your  Peril  (Most  of  the  Time) 


During  2006  we  highlighted  a  number  of  public  companies  basking  in  a  price  run-up  or  hefty  market  cap — at  seeming  variance 
with  an  underlying  fundamental.  How'd  we  do?  Read  below  and  weep — unless  you're  a  short-seller.   — Matthew  Rand  and  W.P.B. 


PRICE 

RECENT 

PERFORMANCE 

COMPANY  |  FORBES  ISSUE 

THEN 

WHAT  WE  REPORTED  THEN 

PRICE 

RELATIVE  TO  MARKET 

|  Axial  Vector  Engines  |  Feb.  27 

$4.35 

no  revenue  in  3  years 

$1.54 

31 

Foldera  I  Mar.  27 


2.60     no  paying  customers 


1.05 


36 


|  Digital  Lifestyles  Group  |  Apr.  1 7 

0.54 

5  names  in  8  years,  zero  sales 

0.08 

13 

f  Xethanol  |  Apr.  24 

6.80 

losses,  accumulated  deficit 

2.60 

35 

|  Strata  Oil  &  Gas  |  May  8 

2.05 

just  $52,187  in  cash 

2.20 

97  \ 

Continental  Minerals  |  May  22 

2.49 

never  mined  anything 

1.85 

68 

1  Great  China  Mining  |  May  22 

0.25 

never  mined  anything 

0.20 

73 

Deep  Well  Oil  &  Gas  \  June  5 

1.85 

negative  net  worth 

0.40 

20 

Medefile  |  July  3 

5.18 

going-concern  warning 

0.52 

9 

Biocoral  |  July  24 

29.00 

aging  patents,  competition 

45.15 

138 

Manchester  Inc.  |  Sept.  4 

6.35 

abrupt  change  in  business 

2.05 

29 

Silver  Standard  Resources  |  Sept.  1 8 

22.99 

no  silver  mined  in  48  years 

30.04 

119 

Intl.  Technology  Systems2 1  Oct.  2 

6.00 

revenue  in  6  years:  $22,350 

5.00 

76 

ICO  Global  Communications )  Oct  16    5.85     no  revenue  in  11  years 


4.80 


76 


Solar  Entertech  I  Oct.  30 


1 .06     no  assets,  revenue  or  cash 


0.81 


72 


DigitalFX  International  i  Nov.  13 


1 0.00     negative  net  worth 


6.40 


62 


'Ending  value  of  $100  invested  in  company  divided  by  ending  value  of  $1  invested  in  the  S&P  500,  calculated  from  day  used  for  original  price  to 
Dec.  15,  2006,  adjusted  for  splits.  Score  below  100  means  company  trailed  the  stock  market.  2Old  name:  International  Telecommunications. 
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Mercedes-benz  USA,  LLC 

Pillarless.  And,  for  that  matter,  peerless. 


THE  ICONIC  DESIGN  FEATURES  SIDE  WINDOWS  WITH  NO  B-PILLARS  INTERRUPTING 
THE  VIEW,  YET  HAS  THE  STRUCTURAL  INTEGRITY  OF  A  TRADITIONAL  COUPE. 
AND  IT'S  JUST  ONE  OF  THIS  VEHICLE'S  MANY  ENGINEERING  WONDERS. 


This  year,  the  newly  re- 
designed 2007  CL-Class 
leaps  from  where  its  storied 
fig- A  predecessors  left  off. 

Racing-inspired  8-  and 
12-cylinder  powerplants  boast  engine  blocks  made  from 
lightweight  cast  aluminum  and  silicon-lined  cylinders  that 
reduce  friction  by  50%.  The  CL550's  7-speed  automatic 
transmission  turns  road-devouring  power  into  instantaneous 
acceleration  upon  demand,  with  outstanding  efficiency. 

Now,  a  sports  coupe  should  be  more  than  just  powerful. 
That's  why  CL  coupes  are  equipped  with  Active  Body  Control- 
an  intelligent  system  that  carries  on  a  continuous  conversation 
with  the  suspension,  adjusting  it  for  a  ride  best  described  as 
firm,  fierce  and  masterful. 


And  because  safety  can  never  come  second,  the  CL-Class 
also  offers  Mercedes-Benz  PRE-SAFE."  This  integrated  safety 
system  helps  prepare  the  vehicle  in  the  critical  moments 
before  a  potential  accident,  for  instance  moving  the  front 
passenger's  seat  to  a  more  favorable  position,  as  well 
as  closing  the  windows  and  sunroof  should  a  rollover 
be  imminent. 

Then  there  are  the  available  creature  comforts-the 
Parktronic  system,  14-way  power-adjustable  massaging  seats, 
voice-activated  audio,  telecommunications  and  navigation 
systems,  as  well  as  the  infrared  Night  View  Assist  system,  to 
name  but  a  few. 

Taken  as  a  whole,  and  taking  in  their  sweeping  lines  and 
aggressive  stance,  it's  easy  to  see  why  the  Mercedes-Benz 
CL-Class  sweeps  aside  all  others. 


Unlike  any  other. 


Mercedes-Benz 


idel  shown  2007  CL550. 


MBUSA.com 

For  more  information,  call  t-800-FOR-MERCEDES,  or  visit  MBUSA.com. 


On  My  Mil 


By  Bruce  Schneier,  Chief  Technology  Officer  of  BT  Counterpane,  which  manages  security 

FOR  CORPORATE  CLIENTS. 


They're  Watching 

If  you  read  this  piece  we'll  have  to  kill  you. 


IF  YOU'VE  TRAVELED  ABROAD 
recently,  you've  been  investigated. 
You've  been  assigned  a  score  in- 
dicating what  kind  of  terrorist 
threat  you  pose.  That  score  is 
used  by  the  government  to  deter- 
mine the  treatment  you  receive 
when  you  return  to  the  U.S.  and 
for  other  purposes  as  well. 

Curious  about  your  score? 
You  can't  see  it.  Interested  in 
what  information  was  used?  You 
can't  know  that.  Want  to  clear 
your  name  if  you've  been  wrongly 
categorized?  You  can't  challenge  it. 
Want  to  know  what  kind  of  rules 
the  computer  is  using  to  judge 
you?  That's  secret,  too.  So  is  when 
and  how  the  score  will  be  used. 

U.S.  customs  agencies  have 
been  quietly  operating  this 
system  for  several  years.  Called 
Automated  Targeting  System,  it 
assigns  a  "risk  assessment"  score 

to  people  entering  or  leaving  the  country,  or  engaging  in  import 
or  export  activity.  This  score,  and  the  information  used  to  derive 
it,  can  be  shared  with  federal,  state,  local  and  even  foreign 
governments.  It  can  be  used  if  you  apply  for  a  government  job, 
grant,  license,  contract  or  other  benefit.  It  can  be  shared  with  non- 
governmental organizations  and  individuals  in  the  course  of  an  in- 
vestigation. In  some  circumstances  private  contractors  can  get  it, 
even  those  outside  the  country.  And  it  will  be  saved  for  40  years. 

Little  is  known  about  this  program.  Its  bare  outlines  were  dis- 
closed in  the  Federal  Register  in  October.  We  do  know  that  the 
score  is  partially  based  on  details  of  your  flight  record— where 
you're  from,  how  you  bought  your  ticket,  where  you're  sitting,  any 
special  meal  requests — or  on  motor  vehicle  records,  as  well  as  on 
information  from  crime,  watch-list  and  other  databases. 

Civil  liberties  groups  have  called  the  program  Kafkaesque.  But 
I  have  an  even  bigger  problem  with  it.  It's  a  waste  of  money. 

The  idea  of  feeding  a  limited  set  of  characteristics  into  a  com- 
puter, which  then  somehow  divines  a  persons  terrorist  leanings, 
is  farcical.  Uncovering  terrorist  plots  requires  intelligence  and  in- 
vestigation, not  large-scale  processing  of  everyone. 

Additionally,  any  system  like  this  will  generate  so  many  false 


The  government  s  terrorist- 
targeting  system  uses  secret 
criteria  to  collect  dossiers. 


alarms  as  to  be  completely  unus- 
able. In  2005  Customs  &  Border 
Protection  processed  431  million 
people.  Assuming  an  unrealistic 
model  that  identifies  terrorists 
(and  innocents)  with  99.9%  accu- 
racy, that's  still  431,000  false 
alarms  annually. 

The  number  of  false  alarms 
will  be  much  higher  than  that. 
The  no-fly  list  is  filled  with  inac- 
curacies; we've  all  read  about 
innocent  people  named  David 
Nelson  who  can't  fly  without 
hours-long  harassment.  Airline 
data,  too,  are  riddled  with  errors. 

The  odds  of  this  program's 
being  implemented  securely,  with 
adequate  privacy  protections,  are 
not  good.  Last  year  I  participated 
in  a  government  working  group  to 
assess  the  security  and  privacy  of 
a  similar  program  developed  by 
the  Transportation  Security  Ad- 
ministration, called  Secure  Flight.  After  five  years  and  $100  mil- 
lion spent,  the  program  still  can't  achieve  the  simple  task  of  match- 
ing airline  passengers  against  terrorist  watch  lists. 

In  2002  we  learned  about  yet  another  program,  called  Total 
Information  Awareness,  for  which  the  government  would  collect 
information  on  every  American  and  assign  him  or  her  a  terrorist 
risk  score.  Congress  found  the  idea  so  abhorrent  that  it  halted  fund- 
ing for  the  program.  Two  years  ago,  and  again  this  year,  Secure 
Flight  was  also  banned  by  Congress  until  it  could  pass  a  series  of 
tests  for  accuracy  and  privacy  protection. 

In  fact,  the  Automated  Targeting  System  is  arguably  illegal,  as 
well  (a  point  several  congressmen  have  made  recently);  all  recent 
Department  of  Homeland  Security  appropriations  bills  specifically 
prohibit  the  department  from  using  profiling  systems  against  per- 
sons not  on  a  watch  list. 

There  is  something  un-American  about  a  government  program 
that  uses  secret  criteria  to  collect  dossiers  on  innocent  people  and 
shares  that  information  with  various  agencies,  all  without  any  over- 
sight. It's  the  sort  of  thing  you'd  expect  from  the  former  Soviet 
Union  or  East  Germany  or  China.  And  it  doesn't  make  us  any  safer 
from  terrorism.  F 
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Still  haven't 
rolled  over  your 
old  401  (k)? 


With  the T.  Rowe  Price  SmartChoice  Rollover,  its  easy. 

With  the  SmartChoice  Rollover  IRA,  doing  the  right  thing  with  your  401  (k)  ( 

savings  is  easy.  A  SmartChoice  Rollover  makes  it  easy  to  choose  a  fund.  Just  choose  th 

and  it's  easy  to  open.  closest  to  you 


Easy  to  choose  a  mutual  fund — Our  Retirement  Funds  make  it  simple  to 
choose  a  fund  for  your  rollover  that  fits  your  needs.  Just  choose  the 
Retirement  Fund  that's  closest  to  the  year  you  plan  to  retire. 

Easy  to  open — Just  call  our  Rollover  Specialists.  They'll  take  you  through  the 
entire  rollover  process  step  by  step  and  open  your  account  right  over  the 
phone.  They'll  even  handle  most  of  the  paperwork  for  you.  Or  you  can 
open  an  account  online. 

Low  expenses — Our  Retirement  Funds  have  no  loads  or  commissions, 

and  with  low  expenses,  your  investment  goes.even  further.  Call  our  Rollover 

Specialists  or  visit  our  Web  site  today. 


Retirement  2010  I 
Retirement  201 5  I 
Retirement  2020  I 
Retirement  2025  I 
Retirement  2030  I 
Retirement  2035  I 


The  more  you 
the  more  we're  different. 


troweprice.com/start  1.866.893.3510 


T.RoweRice 


fit 


INVEST  WITH  CONFIDENCE 

Request  a  prospectus  or  a  briefer  profile;  each  includes  investment  objectives,  risks,  fees,  expenses, 
and  other  information  that  you  should  read  and  consider  carefully  before  investing. 

All  mutual  funds  are  subject  to  market  risk,  including  possible  loss  of  principal.  There  are  many  considerations 
when  planning  for  retirement.  Your  retirement  needs,  expenses,  sources  of  income,  and  available  assets  are 
some  important  factors  for  you  to  consider  in  addition  to  the  Retirement  Funds.  Before  investing  in  one  of  these 
funds,  also  be  sure  to  weigh  your  objectives,  time  horizon,  and  risk  tolerance. 

T.  Rowe  Price  Investment  Services,  Inc.,  Distributor.  IRARSC074736 


Follow-Through 


MARCH  13,  2006 

Drug  Bust 

Since  our  story  about  big  pharma's  slump, 
drug  companies  have  been  socked  with  a 
string  of  terrible  news  about  potential 
blockbusters.  In  a  disastrous  clinical 


result,  Pfizer's  torcetrapib, 
aimed  at  preventing  heart 
attacks  by  boosting  good  cho- 
lesterol, was  shown  to  increase 
deaths  by  60%  in  a  15,000- 
patient  study.  In  December 
Pfizer  canceled  the  drug  after 
sinking  nearly  $1  billion  into 
testing.  The  company's  stock 
sank  10%  on  the  news.  More 
failures:  a  clot-busting  drug 
from  Bayer  and  biotech  firm 
Nuvelo,  and  a  stroke  medi- 
cation from  AstraZeneca.  An 
obesity  pill  called  Acomplia, 
which  Sanofi-Aventis  was  hop- 
ing would  be  the  biggest 
drug  ever,  is  on  hold  after  the 
Food  &  Drug  Administration 
announced  it  would  delay 
approval  by  more  than  a  year,  until  April. 
A  likely  reason:  The  pill  seems  to  cause  a 
depressed  mood.  Only  2 1  new  drugs  have 
reached  the  U.S.  market  through  Novem- 


ber of  last  year,  and  only  a  few  have  the 
potential  to  be  big  sellers. 

These  snags  would  not  present  a 
problem  if  generics  were  not  poised  to  eat 
away  $50  billion  in  pharma  sales  as  some 
90  big  drugs  lose  patent  protection  over 
the  next  five  years,  including  Eli  Lilly's 
antipsychotic,  Zyprexa,  and  Pfizer's  cho- 
lesterol-cutter, Lipitor.  Rough  times  have 
claimed  two  chief  executives  since  our 
story  ran.  Pfizer's  Henry  McKinnell 
departed  a  year  ahead  of  schedule,  and 
Bristol-Myers  Squibb's  Peter  Dolan  left 
after  botching  negotiations  with  a  gener- 
ics firm  over  Plavix,  the  world's  second- 
biggest-selling  drug. 

Drug  companies  are  scouring  their 
research  labs  and  coming  up  with  more 
experimental  medicines  even  as  they  cut 
jobs.  Merck,  which  has  announced  a  plan 
to  reduce  head  count  by  7,000  (11%),  has 
more  than  tripled  the  number  of  experimen- 
tal medicines  it  is  testing.  Pfizer  is  reducing 
its  sales  force  by  2,000,  even  as  it  is  work- 


AmericanAirlines,  AA.com  and  We  know  why  you  fly  are  marks  of  American  Airlines,  Inc 


fe  know  life  can  take  you  virtually  anywi 


FLASH  BACKS 


ing  on  242  drug-development  programs,  the 
most  ever.  —Matthew  Herper 

OCTOBER  3,  200S 

Ifs  Hard  Out  There  For 
An  Ex-Addict 

Ross  Mandell  is  fighting 
back  again.  A  year  ago  we 
described  how  the  ex- 
stockbroker  and  former 
drug  and  alcohol  addict 
had  mounted  a  second 
act,  building  two  holding 
companies  that  included 
brokerages,  a  homeland 
security  firm  and  a  pub- 
lisher. Mandell's  combined 
personal  stake  had  climbed  to  $45  million. 
But  Mandell  has  run  into  trouble  again.  In 
November  the  Federal  Bureau  of  Investi- 
gation raided  the  offices  of  his  Sky  Capital 
Holdings  in  New  York  City  and  gathered 


Struggling:  Ross  Mandell 


documents.  After  the  raid,  trading  was 
suspended  on  Mandell's  companies  by 
the  Alternative  Investment  Market  in 
London  and  six  directors  and  high- 
ranking  advisers,  including  former 
senator  Larry  L.  Pressler,  left  their  posts 
at  Mandell-affiliated  firms.  As  of  press 
time  Mandell's  stake  had  shrunk 
to  $5.7  million.  The  FBI 
declines  comment.  Sky  says 
it  has  done  nothing  illegal. 

In  late  November  Man- 
dell went  on  the  offensive, 
filing  a  motion  with  the 
Securities  &  Exchange 
Commission  seeking  $300 
million  in  penalties  and 
damages  from  the  National 
Association  of  Securities 
Dealers.  Mandell  says  regulators  have 
been  targeting  him  since  2001,  based 
on  his  15-year-old  track  record  as  an 
addict.  The  NASD  isn't  commenting. 

— David  Serchuk 


A 


85  YEARS  AGO  IN  FORBES  |  JANUARY  7, 1922 

Resolution  About  the  best  resolution 
you  can  make  for  this  year  is  to  have 
resolution.  No  man  can  fight  his  way  to  the 
top  and  stay  at  the  top  without  exercising 
the  fullest  measure  of  grit,  courage, 
determination,  resolution.  Every  man  who 
gets  anywhere  does  so  because  he  first 
firmly  resolves  to  progress  in  the  world 
and  then  has  enough  stick-to-itiveness 
to  transform  his  resolution  into  reality. 

20  YEARS  AGO  IN  FORBES  | 
NOVEMBER  30,  1987 

Pinochet's  Power  while  chiie  is 

undeniably  a  dictatorship,  its  impressive 
economic  progress  rests  less  on  the  bayonet 
than  on  sound  free-market  policies.  In  many 
ways,  then,  the  Chilean  economic  model 
could  be  used  to  ease  human  suffering 
throughout  the  impoverished  Third  World. 

Augusto  Pinochet  died  in  December  of  a 
heart  attack  at  age  91. 


Europe.  38  nonstops.  Every  day. 
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WHITHER  THE  ECONOMY 


Hammered 

The  housing  bust  is  worse  than  people 
expected.  But  Bob  Nardelli  has  a  plan 
for  survival  By  Bruce  Upbin 


A HOUSING  COLLAPSE  IS 
under  way,  and  that  means 
terrible  things  for  the  econ- 
omy in  2007.  Or  does  it?  To 
assess  the  damage  we  dropped 
in  on  the  Home  Depot,  the  retailer  that  gets 
a  large  chunk  of  its  $90  billion  sales  (2006 
estimate)  from  the  building  or  remodeling  of 
houses.  A  canary  in  the  coal  mine.  Conclu- 
sion: This  canary  is  a  little  short  of  breath  but 
will  survive. 

Chief  Executive  Robert  Nardelli  says  that 
a  year  ago  Home  Depot  envisioned  a  hous- 
ing decline  of  5%  to  7%.  Would  that  it  were 
so.  Construction  of  new  homes  in  October 
was  28%  below  the  year-earlier  figure.  Mort- 


Tapped  Out 


Home  Depot  investors  got  a  taste  of 
the  wealth  extracted  from  renovating 
homeowners,  but  maybe  not  enough. 
Now  refinancing  is  in  serious  decline. 
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Sources:  Reuters  Fundamentals  via 
FactSet  Research  Systems;  Freddie  Mac. 
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gage  financing  giant  Freddie  Mac  says  pro- 
ceeds from  cash-out  refinancings  are  set  to 
drop  40%  this  spring  compared  with  the 
volume  last  spring.  That's  bad  news  for  peo- 
ple selling  houses  and  also  bad  news  for  peo- 
ple selling  hi-def  televisions. 

"We  haven't  seen  the  worst  of  it  yet,"  says 
Nardelli  from  his  Atlanta  headquarters. 
"Seventy-five  thousand  construction  jobs  are 
gone.  We  see  these  guys  in  our  stores,  com- 
peting with  [established]  contractors." 

Home  builders  like  Centex,  DR.  Horton 
and  Pulte  have  written  off  close  to  $1  billion 
in  raw  land  inventory  "I've  never  seen  a  pull- 
back  so  fast,"  says  Nardelli.  "It  takes  them  18 
months  to  remobilize.  I'm  not  sure  they  can 
turn  it  on  again.  If  this  is  a  soft  landing,  it's 
not  a  plane  I  want  to  be  riding  on." 

Home  Depot  is  not  immune  to  the  hous- 
ing recession,  but  it  can  adapt.  Look  at  the 
numbers.  Retail  sales  growth,  13%  in  2004, 
was  down  to  3%  in  2006,  barely  tracking  in- 
flation, and  might  be  only  1%  in  2007,  mean- 
ing a  small  shrinkage  in  real  terms.  The  chains 
operating  (Ebitda,  that  is)  margin,  11%  in 
2006,  will  likely  erode  through  2007. 

How  will  the  retailer  cope?  One  way  is 
to  pull  in  its  horns  on  the  retail  side,  cutting 
the  schedule  of  store  openings  in  the  fairly 
well-saturated  North  American  market.  The 
other  is  to  expand  in  slightly  different  direc- 
tions. One  is  to  get  more  deeply  into  the 
wholesaling  of  construction  supplies.  This 
means  selling  things  like  sewer  pipe  and  roof 
trusses.  The  other  is  to  expand  abroad. 


A  combination  of  reduced  capital  outlays 
and  slightly  higher  leverage  on  the  balance 
sheet  will  enable  Nardelli  to  return  money 
to  shareholders  via  dividends  and  stock  buy- 
backs.  Since  last  January  it  has  bought  in  $6.7 
billion  of  shares  and  raised  its  dividend  125%. 
Maybe  shareholders  will  forgive  him  his  fat, 
guaranteed  paychecks  and  imperiousness  at 
last  spring's  contentious  annual  meeting. 
Maybe  not:  A  fresh  proxy  battle  has  broken 
out  with  money  manager  Relational  In- 
vestors. The  stock  is  down  9%  from  the  day 
Nardelli  arrived  in  December  2000.  The  share 
price  at  archrival  Lowe's  has  tripled. 

A  few  weeks  ago  Home  Depot  paid  a 
reported  $100  million  to  acquire  the  Home 
Way,  a  chain  of  12  stores  in  northern  China. 
China  is  a  $50  billion  home-improvement 
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market  growing  20%  a  year,  and  Home 
Depot  knows  and  likes  the  territory.  The 
Depot's  founders,  Arthur  Blank  and 
Bernard  Marcus,  helped  Home  Way  get  off 
the  ground  in  1996.  Employees  there  even 
wear  orange  aprons.  Home  Depot  already 
buys  from  500  suppliers  in  China  and  is  the 
second-largest  container  shipper  from  the 
country,  after  Wal-Mart. 

In  the  U.S.  Nardelli  has  been  hard  at  work 
reversing  years  of  underinvestment  in  aging 
stores.  The  chain  was  too  busy  opening  new 
ones  to  really  focus  on  the  old  ones.  Now 
there  are  few  great  spots  left  for  new  stores. 
Not-so-bustling  Sterling,  Colo.  (pop.  13,916) 
is  getting  a  new  Home  Depot  in  2007.  It  will 
be  the  only  home  center  for  80  miles. 

Nardelli  is  slashing  new-store  openings 


by  37%  from  2005,  using 
$350  million  in  freed-up 
capital  to  spruce  up  aging 
aisles.  Its  busiest  540  stores 
are  getting  refreshed  displays 
of  tiles,  lock  sets,  fasteners 
and  wood  laminates.  Push- 
button call  boxes  are  being 
installed  in  186  stores  to 
make  an  associate  appear 
within  60  seconds.  A 
$30  million  program  called 
Orange  Juiced  offers  store  employees  bonuses 
of  up  to  $2,000  for  great  customer  service.  In 
a  four-store  test,  Home  Depot  is  building 
1,800-square-foot  mezzanines  to  sell  reces- 
sion-resistant large  appliances,  from  cheapo 
Maytags  to  the  $2,750  midnight-blue  LG 


Where's  the  soft  landing? 
Depot  Chief  Robert  Nardelli 


Tromm  washer-dryer  set. 

Watch  out,  RadioShack 
Home  Depot  is  testing  in  six 
stores  its  Smart  Home  con- 
cept, an  entire  aisle  stocked 
with  flat-screen  TVs;  iPod  ac- 
cessories, chargers  and  cables; 
home-security  devices;  and 
wireless  home-networking 
gear.  Shoppers  will  be  able  to 
activate  subscriptions  for  cell 
phones,  cable  and  satellite  TV 
and  XM  satellite  radio. 

Every  retailer  that  has  reached  a  certain 
size — Wal-Mart,  Sears,  McDonalds — in- 
evitably plateaus.  This  leveling  off  either  de- 
stroys them  or  forces  them  into  new  ideas. 
Wal-Mart  discovered  groceries.  Sears  became 
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a  hedge  fund.  Home  Depots  next  idea,  HD 
Supply,  is  already  in  full  flower.  This  is  now 
a  $12  billion  business,  13%  of  overall  revenue, 
that  sells  big  orders  to  industrial  and  com- 
mercial builders.  Its  sales  growth  is  slowing, 
too,  but  not  as  fast  as  the  retail  groups,  and 
the  business  provides  welcome  ballast.  HD 
Supply  came  up  with  90%  of  the  Depot's  rev- 
enue growth  in  the  third  quarter. 

HD  Supply's  president,  a  type-A  ex- 
Marine  named  Joseph  DeAngelo,  says  he'd 
be  "extremely  disappointed"  if  he  didn't  reach 
$25  billion  in  sales  by  2010.  Much  the  way 
Home  Depot  put  dozens  of  weaker  chains 
out  of  business  in  the  1990s,  HD  Supply  in- 
tends to  outgrow  and  crush  a  very  frag- 
mented construction-supply  industry. 

DeAngelo  pulls  out  a  binder  with  color- 
coded  maps  of  Florida.  Housing  starts  in 
Tampa  were  down  32%  from  a  year  earlier 
in  the  third  quarter;  in  Sarasota  they  were 
down  47%.  DeAngelo's  lumber  sales  were 
down  only  8%,  a  quarter  of  the  lumber  in- 
dustry's decline.  "We're  taking  tons  of  share 
in  the  downturn,"  he  says.  "The  big  dog  al- 


ways eats  first." 

Nardelli  just  returned 
from  a  six- week  store  tour. 
He  met  with  1 ,000  managers 
and  got  an  earful.  They  want 
more  workers,  they  want 
loyalty  cards  for  their  pro 
customers,  they  want  more 
control  over  what  goes  at  the 
end  of  the  aisles.  He  insists 
the  stores  have  never  looked 
better,  that  help  is  more 
available  and  check-out  is 
faster.  Analysts  say  Black 
Friday  was  the  company's 
best  ever.  A  sneak  peek  in- 
side the  company's  "innova- 
tion center^'  a  77,000-square- 
foot  warehouse  tucked 
behind  a  nondescript  office 
park,  reveals  a  wealth  of 
eye-catching  products:  elevating  under- 
counter  drawers,  slick  silvery  fire  extin- 
guishers and  electric-start  riding  mowers. 

"It  took  Lowe's  40  years  to  get  where  they 


By  the  Numbers 


For  Sale 

A  bottom  is  elusive  in  this  housing  recession. 


increase  in  existing  housing 
inventory  since  October  2005. 


decline  in  new  housing 
starts  since  October  2005. 


decline  in  existing  home 
sales  price,  U.S.  average. 


residential  construction 
jobs  lost  since  November  2005. 


Sources:  National  Association  of  Realtors;  U.S.  Census;  Bureau  of 
Labor  Statistics. 


are.  We  built  a  Lowe's  [that  is,  an  incremen- 
tal $43  billion  of  sales]  in  six  years,"  says 
Nardelli.  Will  the  housing  sector  survive  this 
recession?  Parts  of  it  will.  F 


Beltway  Sting 

Message  from  big  business  to  government:  Get  off  my 
back.  While  you're  at  it,  get  on  my  competitors. 

Peddlers  of  bug  and  flea  sprays,  companies  like  S.C. 
Johnson  (Raid)  and  Spectrum  Brands  (Cutter),  have  two 
gauntlets  to  run.  They  have  to  prove  that  their  chemicals 
are  safe  and  prove  that  they  are  effective.  Competitors 
selling  bio-friendly  pesticides  get  a  pass  on  both  counts. 
It  would  be  hard  to  argue  that  peppermint  oil,  lemon- 
grass  oil  and  other  botanicals  used  in  organic  pesticides 
like  Sergeants  Pet  Care  are  dangerous.  But  there  is  rea- 
son to  question  whether  some  of  these  bio-pure  sprays 
do  anything  but  smell.  That's  the  argument  coming  from 
the  lobbying  group  for  the  chemical  pesticide  makers, 
the  Consumer  Specialty  Products  Association. 


"If  a  product  made  with  garlic,  catnip  oil  or  pepper- 
mint claims  to  protect  against  West  Nile  virus,  there 
needs  to  be  some  [proof]  of  efficacy,"  says  Charles 
O'Connor,  a  Washington  lawyer  representing  the 
chemical  pesticide  association.  His  group  has  peti- 
tioned the  Environmental  Protection  Agency  to 
require  that  vendors  of  natural  ingredients  prove  that 
these  ingredients  work. 

The  organic  folks  say  there's  already  plenty  of  testing 
by  public  interest  groups,  universities  and  environmen- 
talists to  ensure  that  botanical  pest  control  products 
work  just  tine.  "This  would  simply  add  to  the  regulatory 
burden,"  wrote  EcoSmart  Technologies,  a  maker  of 
plant-oil-based  pesticides,  in  comments  to  the  EPA.  A 
decision  from  the  EPA  could  come  as  early  as  February. 

— Matthew  Swibel 
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Outfront 


How  To 

Succeed  in  Business 


Speculations  swirling  in  Silicon  Valley  over  who's  in  the  line  of 
succession  at  SAP,  the  third-largest  software  company  worldwide. 
Current  Chief  Henning  Kagermanns  contract  expires  at  the  end 
of  2007.  Per  SAP  policy,  Kagermann  has  to  say  by  April  whether 
he'll  stay  or  go.  Bets  are  on  a  departure.  Insiders  say  the  former 
physics  professor  has  told  SAP  Chairman  Hasso  Plattner  he  wont 
renew.  Kagermann  has  two  presidents  jockeying  for  his  position — 
and  you  don't  want  to  be  caught  between  them. 

Leo  Apotheker,  53,  runs  sales,  marketing  and  operations  from  SAP's 
base  in  Walldorf,  Germany.  The  German-bom,  no-nonsense  executive 
helped  ensure  SAP's  6.5%  annual  sales  growth  the  past  five  years. 

Apotheker  s  competition  is  Shai  Agassi,  who  runs  technology  strategy  and  de- 
velopment out  of  Palo  Alto,  Calif.  At  age  7  the  Israeli  was  programming  on  punch 
cards.  In  2001,  at  32,  he  sold  his  software  firm  TopTier  to  SAP  for  $400  million.  A 
year  later  he  joined  SAP's  executive  board,  the  youngest  member  by  more  than  a  decade  and  the  only  non-German. 

The  two  contenders  have  been  subtly  trying  to  trip  each  other  in  the  race  to  the  top.  One  former  strategist  for  SAP  says 
Apotheker,  in  executive  meetings,  has  been  frequently  lamenting  the  pace  of  technology  development  and  tells  his  best 
salespeople  to  let  Kagermann  know  when  the  software  isn't  good  enough  to  sell  (a  sure  shot  against  Agassi's  efforts).  Agassi 
is  rumored  to  be  including  Kagermann  on  upbeat  progress  e-mails  to  his  staff,  a  change  from  the  past  Insiders  say 
Apotheker  will  win.  If  so,  Agassi  would  be  ripe  for  poaching,  says  tech  headhunter  Mel  D.  Connet. — Victoria  Murphy  Barret 


SAP  Chief  Henning 
Kagermann 
weighs  Leo 
Apotheker  (top) 
and  Shai  Agassi. 


RESOLUTIONS 


New  Year  in  Detroit 

The  auto  industry's  annus  horribilis  is  over.  Where  does  it  go  from  here? 

By  Jonathan  Fahey 


Rick  Wagoner 


GENERAL  MOTORS 

RESOLUTION:  Stay  alert  at 
the  wheel. 

HOW  TO  KEEP  IT:  You're 
doing  a  nice  job  cutting 
costs  and  offering  new 
high-volume,  high-margin 
vehicles  like  the  Chevy 
Silverado  pickup  truck. 
But  don't  get  too  confi- 
dent. The  industry  will  probably  sell  only 
16  million  units  in  2007.  You'll  be  tempted 
to  go  for  volume  by  offering  rebates  to 
consumers  and  fleet  discounts  to  rental 
agencies.  Don't,  or  you'll  be  back  to  where 
you  were  a  year  ago. 

FORD  MOTOR 

RESOLUTION:  Make  money. 
HOW  TO  KEEP  IT:  Don't  develop  a  new  car  you 
know  will  lose  money.  This  was  accepted  prac- 
tice when  losses  on  cars  could  be  made  up 


Alan  Mulally 


with  profits  from  trucks. 
But  now  the  Japanese  are 
going  after  the  big-truck 
market.  You  will  bum 
through  $17  billion  in  cash 
over  the  next  three  years. 
Have  you  absorbed  the 
lesson?  When  asked  if  the 
next-generation  Ford 
Focus,  which  debuts  in  January,  will  make 
money,  an  executive  said  with  a  smile,  "If  s 
a  journey."  A  trail  of  tears,  more  like. 


RESOLUTION:  Toughen  up. 
HOW  TO  KEEP  IT:  Bring 
back  Bernhard,  as  in  Wolf- 
gang Bernhard,  the  for- 
mer tough-guy  Chrysler 
chief  operating  officer. 
After  a  few  years  of 
doing  most  things  right, 


Tom  LaSorda 


like  producing  eye-catching  new  cars  and 
trucks,  Chrysler  surprised  everyone,  includ- 
ing parent  DaimlerChrysler,  with  a  likely 
$1.3  billion  loss.  You  built  more  vehicles  than 
there  were  customers.  Maybe  Bernhard,  now 
in  a  tumultuous  situation  at  Volkswagen,  can 
be  rehired. 

UNITED  AUTO  WORKERS 

RESOLUTION:  Eschew 
suicide  bombs. 
HOW  TO  KEEP  IT:  Your 
contracts  expire  in  fall 
2007.  You  have  been 
remarkably  flexible  in 
negotiating  buyouts  and 
health  care  concessions, 
so  the  membership  may 
not  feel  generous  come  contract  time.  You're 
sitting  on  a  $900  million  strike  fund,  a 
nuclear  option  should  you  want  to  hit  the 
lines.  Don't  use  it. 


Ron  Gettelfinger 
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Fortunately  I  get  advice  from  the  company  J  J 
that  does  it  every  day. 


Dell  is  the  U.S.  leader  in  Linux-based  server  shipments* 
Who  better  to  help  you  migrate  off  UNIX? 


Purely  You 


See  the  Dell  difference  at  www.dell.com/proven/forbes 
1.866.224.2202 
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Outfront 


Stardust 


The  troubled  history  behind  the 
company  that  signed  Willie  Nelson. 

By  Daniel  Fisher 


WILLIE  NELSON  SINGS  THE  BLUES 
is  what  they're  calling  the  per- 
former's New  York  City  concert 
in  mid-January.  Its  a  pretty  good  title,  too, 
for  the  outlaw  country  singer's  latest  do- 
good  effort:  lending  his  name,  along  with 
those  of  Hollywood  stars  Morgan  Freeman 
and  Julia  Roberts,  to  a  tiny  Dallas  outfit 
called  Earth  Biofuels,  which  intends  to  build 
a  national  chain  of  filling  stations  dispens- 
ing a  brand  of  enviro-friendly  diesel  it  calls 
"Bio  Willie." 

But  there's  a  chance  that  Willie's  6.5  mil- 
lion shares,  recently  valued  at  $11  million, 
won't  even  be  worth  their  weight  in  canola 


The  Red  Headed 
Stranger  goes  green: 
Willie  Nelson. 

oil.  Reason:  Earth  Bio- 
fuels missed  a  Dec.  4 
deadline  for  coming  up 
with  $80  million  in  fi- 
nancing to  restart  a 
long- shuttered  ethanol 
plant  south  of  New  Or- 
leans, the  company's 
largest  investment  to 
date.  At  the  very  least  it 
stands  to  lose  its  $5  mil- 
lion deposit,  to  say 
nothing  of  an  addi- 
tional $22  million  it 
has  put  into  the  project. 
With  just  $41,609  in 
cash  on  the  books  as  of 
Sept.  30,  that's  a  pretty 
big  hit.  Chief  Executive 
Dennis  G.  McLaughlin 
III,  41,  insists  that  the 
project  "remains  an  on- 
going business  oppor- 
tunity" and  that  "no 
funds  have  been  for- 
feited." But  Earth 
director  William  O. 
Luckett  says  the  com- 
pany and  its  partners  in 
the  plant  are  in  dispute 
over  higher-than- 
expected  construction 
costs.  So  far  none  of  this 
has  appeared  in  press 
releases  or  SEC  filings. 
Nor  has  McLaugh- 
lin's colorful  background.  He  presided  over 
the  $  100  million  bankruptcy  of  the  company 
he  formed  in  1993,  Aurora  Natural  Gas. 
Duke  Energy  Trading  sued  him  for  fraud, 
saying  he  used  shell  companies  to  double- 
bill  Duke  to  the  tune  of  $26  million.  Duke 
ultimately  settied  and  gave  McLaughlin  a  re- 
lease. McLaughlin  blames  the  bankruptcy 
on  one  of  his  employees  and  on  Duke  itself, 
for  inflating  gas  prices  in  late  2000;  as  for 
his  not  disclosing  it  in  Earth's  SEC  filings,  he 
says  he  has  "never  been  employed  by  a  com- 
pany when  it  filed  [for  bankruptcy]."  Right. 
According  to  Earth's  most  recent  10-K, 
he  was  Aurora's  chief  from  1993  to  2001, 


the  year  it  filed  for  bankruptcy. 

After  that  meltdown  McLaughlin 
made  a  brief  stop  at  Ocean  Resources,  a 
penny  stock  outfit  in  the  undersea- salvage 
business,  where  he  left  in  January  2005 
over  allegations  he'd  overcharged  the  com- 
pany through  his  consultancy.  (McLaugh- 
lin says  the  claims  are  unfounded  and  that 
Ocean  owes  him  money.)  Then  he  took 
over  Powerball  International,  a  dormant 
shell  once  in  the  hydrogen  business, 
renamed  it  Apollo  Resources  and  wound 
up  back  in  court.  He  was  sued  by  New 
Mexico  oilman  Donnie  Hill,  who  claimed 
Apollo's  main  assets  had  been  stolen  from 
him.  Hill,  too,  has  since  settled  for  an 
undisclosed  amount. 

Earth  Biofuels  formed  out  of  a  clutter  of 
shell  companies  that  started  with  a  Merid- 
ian, Miss,  biodiesel  refinery  bought  from  the 
brother  of  director  R.  Bruce  Blackwell  for 
$7  million.  It  took  on  Willie  Nelson  as  a 
director  when  it  licensed  his  name  for  "Bio 
Willie"  (he  gets  a  royalty  of  a  penny  a  gallon). 
Aided  by  a  flood  of  press  releases,  Earth's 
market  value  rose  from  next  to  nothing  in 
2005  to  a  recent  $344  million. 

If  you  care  to  find  them,  18  pages  into 
Earth's  financials  are  insider  transactions, 
including  $16,000  a  month  in  rent  for  a 
truckstop  and  convenience  store  in  Missis- 
sippi owned  by  director  Blackwell,  a  series 
of  trades  between  Earth  Biodiesel  and 
Apollo  and  a  $160,000  investment  in  Blue 
Wireless,  a  penny  stock  venture  McLaugh- 
lin controls.  McLaughlin  insists  all  transac- 
tions have  been  fair  to  Earth.  But  they  aren't 
necessarily  helping  it  reach  its  goal  of 
opening  ethanol  refineries  in  North  Car- 
olina, Louisiana,  Texas  and  Illinois. 

Earth  earned  a  slim  4.2%  gross  margin 
on  $10.3  million  in  sales  in  the  third  quar- 
ter of  2006,  spending  almost  half  its  revenue 
on  administrative  expenses.  Business  must 
pick  up  fast:  Under  terms  with  lenders  who 
provided  $53  million  in  financing  last  sum- 
mer, Earth  has  to  hit  $30  million  in  earn- 
ings before  interest,  taxes  and  depreciation 
by  year-end  or  come  up  with  cash — or  face 
a  conversion  of  debt  into  stock  that  would 
dilute  existing  owners. 

Tune  up  your  guitar,  Willie.  But  will  it 
be  "Once  More  With  Feeling"— or  "The 
Party's  Over"?  F 
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I  Technology 


SOFTWARE 

ICHAEL  MCGRATH  HAD 
planned  to  stay  only  a 
short  while  when  he 
became  chief  executive  of 
12  Technologies  in  Febru- 
ary 2005.  He's  still  there,  though  the  time 
hasn't  been  particularly  fun.  The  Dallas 
software  firm  was  a  shambles.  It  had  lost 
99%  of  its  market  value  since  the  tech  peak 
and  two-thirds  of  its  sales  volume,  in  part 
to  software  titans  SAP  and  Oracle.  The 
Securities  &  Exchange  Commission  filed 
suit  against  three  of  its  former  executives 
for  falsely  booking  $360  million  in  revenue 
over  four  years.  (Two  cases  have  been  set- 
tled, and  one  is  ongoing.)  Also,  $315  mil- 
lion in  debt  was  coming  due,  with  only 
$285  million  in  cash  on  hand. 

McGrath,  who  had  been  on  12  s  board 
since  August  2004,  said  it  was  "like  [when] 
you  go  by  a  burning  house  and  say,  'I  gotta 
do  something.'  I  couldn't  stand  on  the  side- 
lines anymore.  The  problems  were  solvable, 
and  I  knew  how  to  solve  them." 

Today  12  is  still  struggling  to  grow, 
but  at  least  it's  profitable,  with  its  bal- 
ance sheet  in  decent  shape  and  its  sales- 
men back  on  the  streets  selling  the 


chasing  and  production  lines  using  crude 
spreadsheets  backed  up  by  basic  inven- 
tory software.  Sanjiv  Sidhu  and  the  late 
Kanna  Sharma  left  jobs  at  Texas  Instru- 
ments to  start  12  as  a  test  bed  for  using 
artificial  intelligence  to  sort  through 
hundreds  of  thousands  of  possible  out- 
comes to  solve  complex  production 
schemes.  Their  software  could  simulate 
manufacturing  operations,  incorporating 
constraints  like  factory  capacity,  avail- 
ability of  materials  and  space  for  inven- 
tory. Companies  used  12  to  find  the  opti- 
mal number  of  parts  to  buy,  how  long  to 
run  an  assembly  plant  and  what  orders 
they  could  fill.  Between  1996,  the  year  12 
went  public,  and  2000,  sales  went  from 
$100  million  to  $1.1  billion,  with  big  cus- 
tomers such  as  Caterpillar  and  3M. 

Then  came  the  tech  crash.  Oracle  and 
SAP,  previously  content  to  resell  12  s  prod- 
ucts, entered  the  supply-chain  software 
field.  Some  big  customers  began  to  fume 
at  12  for  overselling  product  features, 
especially  how  easy  it  was  to  customize 
the  code.  In  February  2001  Nike  publicly 
blamed  12  for  causing  it  to  miss  quarterly 
earnings  by  one-third.  I2's  demand-plan- 


to  establish  the  management  fundamen- 
tals," says  McGrath,  who  had  spent  28 
years  at  the  consulting  firm  he  cofounded, 
Pittiglio  Rabin  Todd  &  McGrath.  "We 
didn't  even  know  where  our  cash  was." 

In  2004,  12  issued  $100  million  in 
preferred  stock,  convertible  to  an  18% 
stake  in  the  company,  to  a  fund  run  by 
Geoffrey  Raynor,  a  distressed-tech 
investor  in  Fort  Worth,  Tex.  Raynor 
helped  bring  McGrath  in  to  shore  things 
up.  McGrath  raised  $43  million  more  by 
selling  some  businesses,  reduced  debt  by 
$210  million  and  cut  $100  million  in 
annual  costs  by  firing  staff,  closing 
offices  and  curtailing  employee  travel 
and  use  of  cell  phones  and  BlackBerrys. 
In  one  year  I2's  operating  margin  (in  the 
sense  of  income  before  interest,  taxes, 
depreciation  and  amortization)  went 
from  13%  to  30%.  In  2005, 12  earned  $43 
million  on  sales  of  $337  million,  its  first 
profit  in  seven  years.  The  income 
statement  is  a  lot  cleaner,  as  12  now 
recognizes  many  sales  only  when  each 
component  of  a  contract  is  fulfilled, 
instead  of  booking  all  of  it  the  moment 
a  contract  is  signed. 


Death-Defying  Acts 

Can  a  discredited  software  vendor  come  back  to  life?  Sure,  if  its  software  is  unique. 

By  Peter  C  Beller 


sophisticated  production-planning  soft- 
ware that  the  company's  founders  devel- 
oped in  the  early  1990s.  If  McGrath  can 
win  back  the  respect  of  corporate  soft- 
ware buyers,  he  will  be  one  of  the  few 
ever  to  revive  a  fallen  technology  brand. 

Until  12  came  along  in  1988,  big 
manufacturers  had  scheduled  their  pur- 


ning  software  reportedly  told  Nike  to 
make  too  many  Air  Garnetts  and  not 
enough  Air  Jordans,  leading  to  $100  mil- 
lion in  lost  sales.  Then,  in  2003,  12 
dropped  a  bombshell  when  it  announced 
it  would  have  to  rewrite  four  years  of  P&L 
statements  to  retract  false  revenues. 
"12  grew  so  quickly  it  never  had  time 


12  has  to  start  growing  again — not  an 
easy  task.  Sales  still  appear  to  be  falling, 
and  the  supply-chain  software  market  is 
stagnant,  expected  to  rise  only  2.4%  a 
year  through  2010.  But  McGrath  thinks 
he  can  wring  more  dollars  from  existing 
customers  and  attract  new  ones — at  least 
those  who  haven't  standardized  with 
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Executive 
Michael  McGrath 
saving  12  was  the 
easy  part. 


Oracle  or  SAP— by  selling  them  new 
software  that  will  tightly  weave  together 
I2's  older  applications  with  programs 
from  other  vendors,  used  to  plan  produc- 
tion, purchasing,  sales  automation  and 
bid-tendering. 

Currently  these  applications  talk  to 
one  another  only  if  a  programmer  sits 


down  and  writes  the  code  that  tells  them 
how.  That  can  cost  millions  of  dollars.  Lit- 
tle changes  can  ripple  through  every  one 
of  those  program-to-program  interfaces. 
So  most  companies  simply  don't  do  it, 
opting  instead  to  make  limited  use  of  I2's 
programs. 

I2's  new  product  line  comes  with  a 


library  of  standard  software  components 
that  data-processing  managers  can  plug 
in  more  easily.  It  allows  12  to  build  up  a 
client  s  capability  gradually,  which  pleases 
frugal  buyers  burned  by  massive  invest- 
ments years  back. 

ON  Semiconductor  likes  12  s  new  soft- 
ware so  far.  A  chipmaker  with  plants  and 
suppliers  in  the  U.S.,  Europe  and  Asia,  ON 
ships  300  million  parts  a  week  and  has 
used  12  s  full  suite  of  products  since  2000, 
improving  on-time  delivery  rates  from 
65%  to  90%.  Production  simulations  used 
to  require  weeks  of  tweaking  one  variable 
at  a  time.  Using  12  s  new  scenario  planner, 
ON  can  spit  out  what- if  results  hourly,  get- 
ting a  view  of  its  whole  supply  chain,  says 
Charlotte  Diener,  a  vice  president  at  ON. 
The  company  plans  to  upgrade  to  12  s  new 
demand  manager  this  year. 

VF  Corp.,  the  world's  largest  apparel 
company  (which  claims  the  title  of  the 
12  customer  with  the  most  complex  sup- 
ply chain),  is  waiting  to  see  how  the  new 
software  works  before  committing.  The 
company,  which  has  800,000  different 
products  (counting  sizes  and  styles)  com- 
ing from  1,400  factories  in  Latin  America 
and  Asia,  already  spent  the  time  and 
money  to  stitch  its  planning  programs 
together  manually,  so  it's  in  no  rush  to  add 
another  layer  of  software. 

Ellen  Martin,  who  runs  the  VF  supply 
operation,  says  that  if  I2's  new  software  cuts 
the  customization  needed  in  half,  it  will 
attract  business. 

"If  I  was  a  new  customer,  I  think  it 
would  be  a  big  selling  point,"  she  says. 

At  a  recent  $21, 12's  shares  are  up  100% 
since  McGrath  took  over,  versus  18%  for 
the  S&P  500.  But  that's  still  only  12.5  times 
trailing  earnings.  Outside  investor  Geof- 
frey Raynor  has  sold  3.2  million  common 
shares,  but  he  still  owns  all  the  preferreds, 
convertible  to  common  shares  at  $23. 
Raynor  made  a  name  for  himself  buying 
shares  of  Continental  Airlines  and  XO 
Communications  near  their  lows.  Raynor  is 
likely  to  make  his  third  big  killing  here.  F 
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Digital  Tools 


Lost  and  Found 


WHEN  THE  QUESTION  BEGINS  "WHERE'S  THE" 
and  ends  with  "key  chain,"  "cell  phone," 
"remote  control"  or  "cat,"  the  answer  often 
comes  after  a  frustrating  search  in  the  most 
irrelevant  places.  Technology  to  the  rescue!  A 
British  company  called  Loc8tor  Ltd.  offers  a  new  system 
designed  to  find  people,  animals  and  things — at  least  if  they're 
in  the  immediate  vicinity. 

Loc8tor  Plus  is  a  mobile-phone-size  handheld  unit  powered 
by  two  AAA  cells.  For  $180  it  comes  with  four  radio  tags,  each 
about  the  size  of  a  stack  of  four  nickels  and  holding  two  watch 
batteries.  Key-ring  loops  and  double-sided  adhesive  strips  let  you 
attach  the  tags  to  straying  items.  Then  you  use  the  handheld  to 
register  them  by  name — "keys,"  "phone,"  "sunglasses,"  "kitty" — 
up  to  24  separate  items  if  you  buy  more  tags. 


Tag  it,  find  it: 
Locator  Plus 
guides  you  to 
your  missing  stuff. 


Stephen  Manes 


When  something  goes  missing,  you  turn  on  the  handheld 
finder.  Though  the  screen  shows  lines  radiating  away  from  you, 
it's  a  bit  of  a  cheat;  what  you're  looking  for  isn't  necessarily  in  that 
direction.  It's- up  to  you  to  pirouette  and  point  the  unit  up  and 
down  to  figure  out  where  the  signal  is  strongest — as  indicated  by 
longer  lines  and  an  increasing  number  on  the  display  plus  stead- 
ier and  higher-pitched  beeping.  It's  a  bit  awkward,  but  with  prac- 
tice you  get  the  hang  of  it. 

If  you  mute  the  finder's  volume  as  you  near  the  missing  item, 
you  may  be  able  to  hear  the  tag.  It  has  been  blinking  and  chirping 
since  you  started  looking  for  it,  though  so  faintly  as  to  be  unno- 
ticeable  until  you're  almost  on  top  of  it.  It's  up  to  you  to  open  the 
drawer  or  move  the  underwear  hiding  your  quarry. 

The  company  says  the  maximum  range  is  about  600  feet  in  plain 

sight,  less  when  impeded  by  obsta- 
cles. Loc8tor  worked  surprisingly 
well  in  my  three-story  abode, 
where  wireless  devices  sometimes 
have  trouble  connecting  through 
the  walls  and  floors.  I  couldn't  find 
any  two  points  in  the  house  where 
the  finder  was  unable  to  sense  a  tag. 

Loc8tor  Plus  (but  not  the 
$100  cheaper  basic  model)  can 
also  be  set  to  an  "alert"  mode  that 
makes  the  finder  vibrate  and 
beep  when  a  tag  wanders  out  of 
one  of  three  adjustable  zones  la- 
beled Near,  Medium  and  Far.  You 
could  stick  one  in  your  car  on  the  street  or  your  notebook  in  the 
living  room  and  be  awakened  if  somebody  made  off  with  it. 

But  what  if  you  misplace  the  finder?  Aha!  A  special  "panic" 
tag  resembles  the  others  except  for  a  tiny  red  button.  Press  that 
button  and  the  finder  will  beep.  Unfortunately  this  doesn't  work 
unless  the  finder  is  in  its  alert  mode. 

And  it  may  not  be,  because  alert  mode  requires  more  power 
from  the  batteries  in  both  tag  (three  months  of  life  instead  of  nine, 
says  the  company)  and  finder  (low  battery  warning  after  only 
three  days  of  my  testing).  Though  the  tags  emit  only  a  milliwatt  of 
radiation  when  on  alert,  you  probably  would  want  to  minimize 
that  mode  with  pets  and  kids  and  reserve  it  for  inanimate  objects. 

You  can  easily  hang  one  of  the  tags  on  a  key  ring,  a  digital 
camera  or  a  dog  collar,  but  you're  probably  not  going  to  find  a 
good  solution  for  glasses,  and  the  double-stick  tape  may  not  last 
long  on  a  soft  eyeglass  case.  If  the  tape  falls  off  or  you  leave  the 
item  in  a  restaurant  or  taxi  when  the  handheld's  at  home,  you've 
added  a  $22.50  tag  to  your -replacement  cost. 

But  if  you're  perennially  absentminded,  you  might  just  find 
Loc8tor  a  godsend.  It's  currently  available  only  from  the  com- 
pany's loc8tor.com  Web  site,  so  tie  a  string  around  your  finger  to 
help  you  remember.  F 


What  happens 
if  you  misplace 
your  keys,  your 
cell  phone,  your 
wallet  or  your 
sunglasses? 
Technology  to 
the  rescue! 


I  Forbes 


Stephen  Manes  (smanes@forbes.com)  was  cohost  of 

Digital  Duo,  which  appeared  weekly  on  public 

television.  Visit  his  home  page  at  www.forbes.com/manes. 
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The  global  enterprise  is  connected  to  thousands  of  servers 

is  connected  to  hundreds  of  storage  devices 

is  connected  to  petabytes  of  data 

is  connected  to  a  single  set  of  software  tools 

that  brings  harmony  to  data  center  complexity. 


2006  Symant 


c  Corporation.  All  righ 
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he  Symantec  Data  Center  Foundation  helps  you  master  complexity.  At  Symantec,  we  understand  how 
ie  complexity  of  the  modern  data  center  increases  costs  and  impairs  manageability.  Thanks  to  our  Veritas  cross- 
latform  software,  this  infrastructure  solution  can  help  you  manage  the  most  complex,  heterogeneous  IT  environment 
'ith  a  single  set  of  tools.  The  cost  savings  can  be  dramatic.  The  same  can  be  said  for  the  impact  on  service  levels, 
tart  with  our  free  tour:  symantec.com/confidence 


Confidence  in  a  connected  world. 


^  Symantec 


reholders  meeting  on 
Nov.  17  seemed  a  polite  affair.  You'd 
hardly  know  that  an  audacious,  hostile 
grab  for  control  of  the  steel  company  was 
'taking  place  behind  the  scenes.  Outside 
Wheeling  Park's  White  Palace  Balfifeom  in 
Wheeling,  W.Va.,  Craig  Bouchard,  presi- 
dent of  the  little-known,  closely-  held 
Esmark  of  Chicago;,  was  frantically  calling 
large  investors,  pulling  off  a  long-t^ipt 


coup.  His  competitor,  a  Brazilian  steel- 
maker seven  tunes  Esmark's  size,  had  the 
support  of  Wheeling-Pittsburgh.  But 
within  22  minutes,  thanks  to  weeks  of  lob- 
bying, Bouchard  had  turned  the  tide,  win- 
ning 69%  of  the  vote. 

In  four  years  Craig,  53,  and  his 
brother  James,  45,  have  welded  together 
what  will  soon  be  a  $3  billion-plus  (sales) 
company.  They  aim  to  transform  the 
industry  by  reviving  a  business  model — a 


steel  mill  that  distributes  its  products- 
thai  failed  in  the  U.S.  two  decades  ago 
but  still  works  overseas.  Esmark  now 
consists  of  nine  distribution  companies 
that  buy  cold-rolled  coil  and  sheet,  slice 
it  up  and  sell  it.  Assuming  the  merger 
goes  through,  Wheeling-Pittsburgh  gives 
the  brothers  their  first  steel  mill,  along 
with  likely  headaches.  Unlike,  say, 
Wilbur  Ross,  who  had  quick  success 
rolling  up  broken,  steel  companies  by 


1 


48      FORBES      JANUARY  8,  2007 


S  i 


Rolled  gold?  Jim  and  Craig  Bouchard  aim  to 
make  money  off  an  old  business  model. 

slashing  production  costs,  the  Bouchards 
say  they'll  order  no  layoffs  among  the 
2,600  employees  (out  of  3,100)  who  are 
unionized.  Still,  vows  lim,  Esmarks  chief 
executive,  "We  can  build  the  most  prof- 
itable steel  company  in  the  U.S." 

These  guys  know  the  business.  Their 
dad,  Robert,  was  a  sales  manager  for 
Inland  Steel,  now  part  of  titan  Arcelor 
Mittal;  their  mom  was  an  assistant  at 
Inland.  Jim  worked  there,  too,  as  a  service 
rep,  before  becoming  a  vice  president 
for  U.S.  Steel,  restructuring  a  plant  in  Slo- 
vakia. Craig  headed  up  derivatives  trading 
at  First  National  Bank  of  Chicago,  then 
cofounded  a  risk-management  software 
outfit,  but  he  took  an  interest  in  2003, 
when  Jim  said  he  wanted  to  return  from 
Eastern  Europe.  Why  not  pick  up  on  the 
cheap  a  few  of  the  4,000  distribution  cen- 
ters in  the  U.S.?  Some  of  these  wholesalers 
were  sickly  and  could  be  had  for  90  cents 
on  the  dollar  of  net  assets.  The  Bouchards 
figured  they  could  run  them  better,  with, 
for  instance,  only  two  months  of  inven- 
tory, while  focusing  on  customers  that 
were  less  cyclical  than  auto  and  appliance 
makers.  They  settled  on  a  500- mile  radius 
from  Chicago.  "Some  people  say  dead 
zone,  we  say  growth  corridor,"  Craig  says. 

The  first  deal  came  out  of  their  own 
pockets.  In  June  2003  they  paid  $2.4 
million  for  bankrupt  Electric  Coating 
Technologies  in  East  Chicago,  Ind.; 
its  zinc-coating  equipment  was  worth 
$100  million.  After  Jim  leaned  on  friends 


truck  docks  and  persuading  the  union  to 
drop  morning  and  afternoon  breaks,  Jim 
hauled  in  $13  million  in  operating  profit 
in  2004.  Thanks  to  such  acquisitions, 
Esmark  cranked  out  a  $19  million  Ebitda 
on  revenue  of  $413  million  in  2005. 

In  2005  the  brothers  hunted  down 
some  equity  capital  (Esmark  has  no  debt). 
The  Franklin  Resources  mutual  fund 
operation  kicked  in  $1 15  million  for  65% 
(now  72%)  of  Esmarks  shares,  distributed 
among  1 1  Franklin  Mutual  Series  funds. 
(The  brothers  own  25%  of  Esmark.)  They 
used  cash  to  buy  another  seven  service 
centers  in  the  Midwest. 

Wheeling-Pitt  is  a  different  order  of 
beast.  The  86-year-old  maker  of  flat-rolled 
and  fabricated  steel  products  has  been  in 
the  dumps  for  a  quarter  of  a  century,  in 
and  out  of  bankruptcy  since  1986.  In  2005 
it  lost  $34  million  on  $1.6  billion  in  sales; 
last  year,  through  the  third  quarter,  it 
broke  into  the  black  but  forecast  a  losing 
fourth  quarter.  Because  it  still  relies  on  an 
old,  inefficient  blast  furnace,  it  remains 
the  highest-cost  steel  producer  in  the 
U.S. — $23  operating  profit  per  ton  versus 
$85  for  the  industry. 

Why  go  to  all  this  trouble?  The 
Bouchards  are  convinced  that  the  old  mill- 
cum-distribution  model  still  has  life  in  it. 
Even  streamlined  old  companies  had  high 
labor  costs  and  leaned  on  blast  furnaces, 
which  couldn't  be  shut  off  easily  and,  so,  led 
to  overproduction.  Esmark  will  rely  on  an 
electric  arc  furnace  that  can  quickly  be 
switched  off  as  demand  and  prices  fluctuate. 
Today,  says  Craig,  costs  are  down  (Esmark 


the  market  price.  By  then  $4  billion  (sales) 
Companhia  Siderurgica  Nacional,  the 
Brazilian  steelmaker,  had  proposed  to 
merge  its  North  American  assets  with 
Wheeling-Pitt,  giving  Wheeling  share- 
holders 50.5%  of  the  combined  company. 
It  also  offered  to  invest  $225  million  as 
convertible  debt,  which,  once  converted, 
would  dilute  the  shareholders'  stake  to 
36%.  The  Bouchards'  no-layoff  promise 
helped  win  union  support.  But  Wheeling's 
board  liked  the  boys  from  Brazil. 

The  competing  suitors  raised  their 
antes — and  their  fists.  After  Wheeling- Pitt 
announced  it  would  align  with  CSN,  Esmark 
threatened  a  proxy  fight  against  the  board 
and  offered  shareholders  the  chance  to  buy 
up  to  $200  million  worth  of  stock  in  a 
merged  Esmark- Wheeling  entity.  CSN  then 
offered  $30  a  share  to  shareholders  who 
cashed  out  after  four  years.  Each  side  met 
with  investors  and  mouthed  off  in  press 
releases  and  securities  filings.  Institutional 
Shareholder  Services,  with  plenty  of  throw 
weight  to  move  big  investors,  initially 
backed  Esmark.  Yet  two  days  before  the 
Nov.  17  vote,  after  CSN  considerably  sweet- 
ened the  pot,  ISS  split  the  baby,  endorsing 
the  Brazilian  deal  but  supporting  Esmarks 
board,  which  had  union  backing. 

The  night  before  the  meeting  execu- 
tives from  both  companies  called  share- 
holders, trying  to  win  them  over;  the 
outcome  was  a  toss-up.  Craig  says  he 
called  one  "top  five"  investor  who  con- 
trolled 1  million-plus  shares.  "We  made 
them  a  promise  that  we  would  make  this 
company  a  great  investment  for  them,"  he 


Four  years  ago  Esmark  didn't  exist. 

Now  it's  out  to  transform  the  U.S.  steel  industry  |  By  Emily  Lambert 


to  become  customers,  ECT  ended  the  year 
with  $1  million  in  operating  income 
(earnings  before  interest,  taxes,  deprecia- 
tion and  amortization)  on  sales  of  $8  mil- 
lion. In  February  2004  the  Bouchards 
mortgaged  their  homes  and  hit  up  family 
and  friends  to  buy  distributor  Sun  Steel  in 
Chicago  Heights,  paying  $11  million  for 
$13  million  worth  of  assets,  including 
$9  million  of  inventory  and  receivables. 
By  rearranging  production,  adding  new 


is  less  than  half  unionized)  and  operating 
margins  run  8%  to  10%;  efficiencies  and 
retirements,  he  argues,  will  reduce  man- 
power per  ton  over  the  next  five  years. 

A  union  executive  from  Wheeling 
approached  Jim  in  2004,  figuring  Esmark 
could  provide  ready  customers  and  the  mill 
could  offer  a  steady  supply  of  steel.  In  April 
2006  Esmark  made  an  unsolicited  offer  of 
$450  million  (including  $200  million  from 
Franklin),  or  $20  a  share,  a  4%  premium  to 


recalls.  An  hour  later  Esmark  won  those 
votes.  Another  round  of  calls  during  the 
meeting  cemented  Esmarks  victory. 

Now,  as  they  say,  for  the  tough  part. 
While  they're  bringing  in  an  experienced 
group,  the  Bouchards  have  never  run  a 
mill  before.  Even  success  could  trigger 
untenable  demands  for  fatter  paychecks 
from  the  union.  Bring  it  on,  says  Craig: 
"This  is  about  personal  relationships."  Not 
to  investors  it  isn't.  F 
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STRATEGIES 

f^m  CENE  FROM  THE  BAD  OLD  DAYS: 
A  select  group  of  analysts  meets 
in  secret  with  company  man- 
agers to  get  the  inside  word.  The 
analysts  robotically  report  the 
company  line  to  favored  clients.  The  best- 
behaved  analysts  get  the  company's  under- 
writing business  for  their  firms. 

That  corrupt  back-scratching  arrange- 
ment led  to  the  overvaluation  of  many 
marginal  tech  and  telecom  stocks  in  the 
1990s— as  the  2000-02  bear  market 
painfully  showed.  To  fix  this  sorry  mess, 
the  Securities  &  Exchange  Commission 
required  that  companies  share  all  infor- 
mation equally  with  everyone.  And  when 
a  Wall  Street  firm  does  investment  bank- 
ing for  the  subject  of  a  research  report,  it 
must  be  disclosed. 

With  whispers  silenced,  analysts  have 
to  work  harder  to  earn  their  salaries.  Now 
who  are  the  best  analysts  in  the  vibrant 
tech  and  telecom  fields? 

Five  years  after  the  SEC  sprang  Regula- 
tion Full  Disclosure  on  the  stock  research 
world,  we  asked  StarMine,  which  tracks  an- 
alysts, to  look  into  this.  StarMine  pinpointed 
eight  analysts  in  tech  and  telecom  who  most 
soundly  beat  their  benchmarks,  defined  as  the 
aggregate  performance  of  all  stocks  in  a  given 
sector  such  as  software  or  wireless. 

Winners  must  have  outperformed 
everyone  in  their  sector.  (Only  analysts 
who  had  covered  at  least  five  stocks  in  a 
sector  for  at  least  45  of  the  last  60  months 
were  considered.)  This  is  a  tough  test.  In 
one  category,  diversified  telecommunica- 
tions services,  which  includes  well- 
known  companies  like  Verizon  and  Level 
3,  no  analyst  beat  the  sector  average. 

What  distinguishes  the  best  of  the 
breed  is  that  they  tend  to  cover  tech  and 
telecom  the  way  retail  analysts  do  stores. 


Gumshoes 

Five  years  ago  whispered  company  guidance  was  banned. 
Now  the  best  tech  stock  pickers  get  their  forecasts  the 
hard  way — with  lots  of  sleuthing  By  Michael  Maiello 
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Namely,  they  get  out  of  their  offices  and 
talk  to  the  people  who  sell  and  buy  this 
stuff— and  thus  see  what's  really  going  on. 

That  is  the  ticket  for  Jennifer  Fritzsche 
of  Wachovia  Securities,  who  leads  the 
wireless  telecom  field.  The  36-year-old 
Chicagoan  has  covered  the  industry  for  1 1 
years  and  keeps  tabs  on  21  stocks.  Over 
the  last  five  years  an  investor  following  her 
wireless  picks  would  have  earned  an 
annual  average  total  return  of  18.2%,  ver- 
sus 7.4%  for  the  wireless  sector. 

She  has  a  faith  in  her  sector's  future 
growth,  born  of  what  she  finds  around 
herself  every  day.  Her  two  college-student 
brothers,  18  and  22,  "will  never  get  a  wire- 
line phone,"  she  says. 

Every  quarter  she  and  her  staff  call 
hundreds  of  store  managers  to  find  out 


executives,  this  was  Nextel's  Latin  Ameri- 
can unit.  Nil  ran  into  financial  problems, 
filing  for  bankruptcy  in  2002,  but  has 
emerged.  It  now  has  yearly  sales  of  $2.4 
billion  and  is  profitable. 

Here,  Fritzsche  supplements  street- 
level  information  gathering  with  broad 
economic  analysis.  While  75%  of  the  U.S. 
population  has  a  cell  phone,  only  40%  of 
Latin  Americans  do.  Latin  nations  are 
obviously  poorer  than  the  U.S.,  but  cell 
service  isn't  that  expensive,  and  the  gap 
should  narrow. 

In  the  U.S.  market  Fritzsche  is  high 
on  Cingular,  the  second-largest  cell  oper- 
ator after  Verizon  Wireless.  She  gets  the 
best  feedback  on  Cingular — soon  to  be 
renamed  AT&T,  which  owns  60%  of  it — 
from  the  retail  level  and  also  thinks  that 


emerged  in  2000.  Gussied-up  financial 
statements  made  an  unprofitable  com- 
pany look  like  a  profitable  one.  When  the 
firm  had  to  restate  earnings,  it  got  slapped 
with  a  nasty  lawsuit  it  eventually  settled 
for  $155  million.  Currently  Murphy  is  the 
only  one  of  1 3  analysts  who  has  a  buy  rat- 
ing on  the  stock,  according  to  Bloomberg. 

Although  no  one  else  agrees  with  him 
yet,  Murphy  sees  things  looking  up  at 
MicroStrategy.  The  stock  trades  at  $117, 
up  from  a  2002  low  of  $5.  Now  $5  a  share 
is  the  earnings  figure.  A  P/E  of  24  is  on  the 
low  side  for  a  software  firm. 

Murphy's  survey  of  the  company's 
customers  unearthed  that  they  are  wed- 
ded to  MicroStrategy's  products  and 
unlikely  to  depart  for  cheaper  alternatives, 
since  MicroStrategy's  software  is  cheap. 


The  Star  Tech  and  Telecom  Stock  Pickers 


These  eight  have  the  first-ranked  performances  over  five  years,  versus  their  sectors.  Check  out  their  fave  stocks. 


ANNUALIZED  RETURN1 

ANALYST 

INDUSTRY 

BROKER 

ANALYST 

SECTOR 

FAVORITE  STOCKS 

Electronic  equipment 

Raymond  James 

10.0% 

3.0% 

Dell,  Hewlett-Packard 

|  JENNIFER  FRITZSCHE 

Wireless  telecom 

Wachovia  Securities 

18.2 

7.4 

Nil  Holdings,  Cingular 

|  KEVIN  HUNT 

Computers  &  peripherals 

Thomas  Weisel  Partners 

12.2 

5.9 

Intevac,  Western  Digital 

[mark  MURPHY 

Software 

First  Albany 

16.5  4.8 

MicroStrategy,  Salesforce.com 

[ANTHONY  NOTO 

Internet  software  &  services 

Goldman  Sachs 

29.2 

27.0 

Ebay,  Yahoo 

|matthew  robison 

Communications  equipment 

Ferris,  Baker  Watts 

10.6 

5.3 

F5  Networks,  Power  Integration 

[KRISHNA  SHANKAR 

Semiconductors 

J  MP  Securities 

10.4 

0.1 

Micron  Technology,  Intel 

;  ANDREW  STEINERMAN 

IT  services 

Bear  Stearns 

16.5 

5.5 

Cognizant  Technologies,  Accenture 

'Nov.  1,  2001  to  Oct.  31,  2006.  Sources:  StarMine;  Bloomberg. 


what  customers  are  buying,  what  they're 
complaining  about,  and  whether  or  not 
they  have  good  enough  credit  to  get  cell 
phone  service.  Her  most  recent  survey 
concluded  that  customer  credit  is  improv- 
ing and  that  folks  are  signing  up  for  more- 
expensive  plans. 

Fritzsche  found  a  problem  at  Sprint, 
though,  which  is  still  struggling  to  inte- 
grate Nextel  after  its  2005  merger.  Seventy 
percent  of  Nextel  store  reps  told  her  crew 
that  "store  traffic  was  worse  than 
expected."  And  half  the  Sprint  store  reps 
gave  the  same  answer.  Result:  Wachovia 
has  a  hold  on  the  stock. 

She's  most  enthusiastic  about  a  Nextel- 
related  company  that  Sprint  didn't  buy 
called  Nil  Holdings.  Headquartered  in 
Reston,  Va.  and  run  by  former  Nextel 


Cingular  is  more  nimble  and  will  grow 
faster  (see  related  story,  p.  84). 

On  the  software  side,  analyst  Mark 
Murphy  of  First  Albany  has  proved 
another  adept  street  sleuth.  At  32,  he's 
been  covering  software  for  ten  years,  and 
his  picks  have  earned  an  annual  16.5%  to 
his  sectors  unimpressive  4.8%.  Buttonhol- 
ing software  customers  is  his  crucial  edge. 
"Sometimes  management  lies,  while  cus- 
tomers typically  don't,"  he  says. 

A  few  times  a  year  he  and  his  subordi- 
nates survey  hundreds  of  customers  of  a 
single  company.  Using  that  method,  he 
has  alighted  on  MicroStrategy,  maker  of 
Web-centered  software  that  helps  busi- 
nesses manage  budgets  and  personnel. 
The  company  has  long  suffered  from  the 
taint  of  an  accounting  scandal  that 


Murphy  may  soon  recommend  Red  Hat, 
which  makes  open-source  Linux  software. 
Its  stock  price  is  off  because  Wall  Street  fears 
competition  from  mighty  Microsoft  and 
Oracle,  which  is  described  in  some  detail  in 
the  previous  issue  of  FORBES.  Microsoft  just 
brought  out  its  Windows  Vista  and  Oracle 
is  working  on  a  package  to  combine  its 
offerings  and  those  of  its  many  acquisitions. 
But  Red  Hat  customers  are  very  happy,  so 
fortunes  there  could  reverse. 

Investors  can  follow  star  stock  pickers 
like  Fritzsche  and  Murphy  by  buying  their 
reports  from  services  like  Reuters  Investor 
(for  up  to  $150)  and  Yahoo  Finance  ($60). 
You  can  get  analyst  ratings  for  free 
from  StarMine's  site.  For  more  insights 
from  StarMine-chosen  analysts,  see 
www.forbes.com/platinum/.  F 
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TAXING  MATTERS 


Poof!  A  Tax  Credit 

Congress  just  okayed  a  convoluted  tax  break  for 
stock  option  losers.  But  the  real  benefit  may  go  to 
stock  option  winners  By  Janet  Novack 


JUST  BEFORE  IT  WHEEZED  TO  A 
dose  in  December,  Congress  tin- 
kered yet  again  with  the  tax  code. 
This  time  lawmakers  tried  to  help 
folks  whose  financial  lives  were 
shattered  by  the  lethal  interaction  of  the  2000 
tech-stock  crash,  incentive  stock  options  and 
the  alternative  minimum  tax. 

But  the  provision  won't  necessarily  solve 
the  problems  of  those  who  are  the  worst  off. 
Meanwhile,  some  employees  who  profited  on 
their  incentive  stock  options  are  in  line  to  get 
huge  checks  from  Uncle  Sam.  "The  winners 
are  getting  a  great  deal,  but  the  losers  only 
get  partial  relief  says  Kaye  A.  Thomas,  a  tax 
lawyer  who  writes  about  options  and  the  AMT 
in  books  and  at  Fairmark.com. 

If  you  exercise  an  ISO  and  sell  the  shares 
right  away,  life  is  simple:  The  spread  between 
what  you  paid  for  the  stock  and  what  you 
realized  is  taxed  as  pay,  at  federal  income  tax 
rates  of  up  to  35%.  If,  however,  you  hold 
the  ISO  shares  for  more  than  a  year  before 
selling,  all  your  profit  is  taxed  as  long-term 
capital  gains  at  a  current  top  rate  of  15%. 

Holding  is  risky  and  complicated;  the 
stock  could  tank  before  you  sell,  and  you'll 
get  clobbered  by  the  AMT— that  shadow  tax 
originally  designed  to  make  sure  fat  cats  with 
exotic  shelters  paid  at  least  some  tax.  That's 
because  if  you  don't  sell  ISO  stock  by  the  end 
of  the  calendar  year  in  which  you  exercised 
your  options,  the  paper  profit  at  the  time  of 
exercise  is  taxed  in  the  AMT  as  ordinary 
income  at  rates  of  around  28%,  regardless  of 
whether  you  ever  realize  that  paper  profit. 

Unlike  the  AMT  you  pay  when  your  state 
and  local  tax  deductions  are  disallowed, 
in  theory  you're  able  to  recoup  some  or  all 
the  AMT  paid  on  account  of  ISOs,  through  an 
"AMr  credit."  The  AMT  credit  can  be  used  to 
reduce  your  regular  tax  bill  to  what  it  would 
be  under  the  AMT  in  years  when  your  regu- 
lar tax  bill  is  higher.  (Normally,  you  pay 
according  to  the  AMT  formula  only  if  your 


AMT  is  higher  than  your  regular  tax.)  AMT 
credits  are  also  generated  by  other  "timing" 
deductions  such  as  depreciation,  that  are  more 
generous  as  calculated  in  the  regular  tax  than 
in  the  AMT.  The  idea  is  that  in  exchange  for 
getting  to  defer  or  cut  regular  taxes  you  must 
make  a  partial  payment  now  via  the  AMT. 

The  new  law  provides  that  beginning  in 
2007  and  for  each  year  through  2012  a  tax- 
payer with  unrecovered  AMT  credits  more 
than  three  years  old  can  claim  a  refundable 


credit  equal  to  either  $5,000  of  his  old  credit 
or  20%  of  his  old  credit,  whichever  is  greater. 
A  taxpayer  with  old  AMT  credits  of  $1  mil- 
lion would  get  $200,000  back.  If  he  otherwise 
owed  $50,000  in  2007  taxes,  the  credit 
would  wipe  those  out,  and  the  IRS  would  cut 
him  a  $150,000  check.  In  2008  he'd  have 
$800,000  in  old,  unused  credit  left  and  get 
another  20%— in  this  case  $160,000— back. 

Here's  why  some  ISO  winners  benefit.  Say 
you  exercised  ISOs  with  a  $1  million  spread 
in  early  2002  and  paid  $280,000  in  AMT.  You 
then  sold  the  stock  in  late  2003  for  a  total 
profit  of  $2  million.  With  long-term  capital 
gains  taxed  at  15%,  you  owed  $300,000 


in  gains  tax  in  the  regular  calculations  but 
just  $150,000  in  the  AMT,  because  you'd 
already  paid  AMT  on  the  first  $1  million 
of  the  $2  million  profit.  So  you  used  up 
$150,000  of  the  $280,000  AMT  credit  to 
reduce  your  regular  tax  bill.  That  leaves 
$130,000  of  AMT  credits  that  can  be  cashed 
in  whenever  regular  tax  exceeds  AMT. 

When  will  that  happen?  Maybe  never.  If 
you  live  in  a  high-tax  state  (say,  California), 
where  your  AMT  usually  ends  up  higher  than 
your  regular  tax  bill,  using  up  the  other 
$  1 30,000  could  prove  difficult.  The  new  law 
potentially  gives  you  an  initial  check  for 
$26,000. 

The  catch:  Like  many  tax  goodies,  the 
new  refundable  credit  is  phased  out  for 
higher-income  folks.  In  2007  a  couple 
filing  jointly  loses  2%  of  their  AMT  credit 
refund  for  each  $2,500  their  income 
exceeds  $234,600.  For  singles,  the  phase- 
out  starts  at  $156,400,  and  for  married 
folks  filing  separately,  $117,300 — which 
could  make  filing  separately  worthwhile, 
particularly  if  the  partner  with  the  old  AMT 
credit  wants  to  quit  his  day  job  to  start  a 
business  or  sail  around  the  world. 

Now  for  the  losers,  the  ones  this  provi- 
sion was  supposed  to  help.  The  prudent 
tactic  when  exercising  ISOs  is  to  sell  at  least 
enough  ISO  stock  immediately  to  cover  the 
AMT  liability.  But  the  losers,  owing  to  bad 
advice,  company  restrictions  on  sales, 
ignorance  or  greed  didn't  sell  before  the  end 
of  the  year — or  before  their  companies' 
stock  bombed.  ReformAMT  is  an  ISO  losers' 
lobbying  group  whose  members  owed  large 
sums  in  AMT  on  stock  that  became  worth- 
less (or  worth  little)  before  they  sold. 

Some  of  the  losers  scraped  together  the 
cash  to  pay  the  tax  and  will  get  partial  refunds 
of  old  AMT  credits  they  could  never  use  up. 
Others  couldn't  (or  wouldn't)  pay  the  full  AMT 
bill  on  this  phantom  income  and  have  spent 
years  fighting  IRS  collection  while  their  back 
tax  bills — including  interest  and  penalties — 
grew.  The  new  law  doesn't  (as  ReformAMT 
had  hoped  it  would)  waive  penalties  or 
interest  for  these  losers  or  even  direct  the  IRS 
to  cut  them  any  special  break. 

"We  clearly  sent  a  signal  we  want  to  see 
relief  provided  to  these  folks,"  insists  a  Sen- 
ate Finance  Committee  staffer.  But  the  IRS 
isn't  saying  yet  what  it  will  do  here.  F 
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STOCK  FOCUS 

Scandal 
Stocks 

Want  a  cheap  growth 
stock?  Get  one  tainted 
by  an  investigation  into 
options  backdating. 

By  Erika  Brown 

A STOCK  DAMAGED  BY  SCANDAL 
can  be  a  great  buy.  Consider  Tyco 
International,  laid  low  by  the  lar- 
cenous behavior  of  its  boss,  Dennis 
Kozlowski.  If  you  had  bought  Tyco  shares 
in  2002,  just  after  Kozlowski  resigned 
under  pressure  related  to  a  criminal  inves- 
tigation, youd  be  up  threefold. 

Options  backdating  is  the  latest  scandal 
to  roil  Wall  Street.  Over  the  past  year  dozens 
of  companies,  among  them  Brocade,  Home 
Depot  and  Apple  Computer,  have  confessed 
that  executives  backdated  options  grants 
to  days  when  shares  were  cheap,  giving  the 
options  an  artificially  low  strike  price.  Fear 
that  earnings  might  have  to  be  restated  or 
that  executives  could  get  ousted  or  arrested 
sent  stocks  tumbling. 

In  some  cases  the  selling  was  over- 
done. Shares  of  software  maker  Mercury 
Interactive  declined  43%  to  $25.60  in  five 


months  after  word  hit  Wall  Street  in  June 
2005  that  the  company  had  "misdated" 
options.  A  year  later  computer  maker 
Hewlett-Packard  agreed  to  buy  Mercury 
for  $4.5  billion,  or  $52  a  share. 

Alexander  Slusky,  a  managing  partner 
of  Vector  Capital,  a  technology-focused  pri- 
vate equity  firm  in  San  Francisco,  thinks 
fears  of  options-related  repercussions  are 
exaggerated  and  that  some  companies 
with  strong  businesses  are  selling  at  low 
prices.  Slusky  s  group  recently  compiled  a 
list  for  us  of  85  companies  under  backdat- 
ing scrutiny.  His  argument 
for  looking  at  this  list  for 
buying  opportunities:  Re- 
statements for  backdating,  as 
opposed  to  earnings  fraud  of 
the  WorldCom  variety,  don't 
have  a  significant  financial 
impact. 

We  refined  Slusky  s  list  by 
kicking  out  companies  with 
per-share  declines  in  either 
sales  or  operating  cash  flow  over  the  past 
three  years.  (Cash  flow  from  ops,  shown  in 
an  annual  report  following  the  profit-and- 
loss  statement,  is  roughly  equal  to  net  in- 
come plus  depreciation.)  In  addition,  we 
tossed  out  any  stock  that  is  not  trading  at 
least  15%  lower  than  its  52-week  high. 

One  more  hurdle:  To  get  on  this  list  a 
company  had  to  be  cheap  in  relation  to 
its  growth  rate.  More  precisely,  we  wanted 
to  see  an  annualized  growth  in  sales  over 


the  past  three  years  that  was  higher,  in 
percentage  points,  than  the  enterprise 
multiple.  The  latter  is  a  sort  of  all-inclusive 
price/earnings  ratio.  You  get  it  by  dividing 
enterprise  value  (common  market  capital- 
ization plus  debt  net  of  loose  cash)  by 
operating  earnings  (net  before  interest, 
taxes  and  depreciation). 

In  October  Asyst  Technologies  admit- 
ted to  backdating  options  prior  to  February 
2004.  As  a  result,  it  would  take  a  $19  mil- 
lion charge,  including  taxes,  or  4%  of  annual 
sales.  At  $6.30,  its  stock  is  trading  at  a 
44%  discount  to  its  52-week 
high;  at  that  price,  Asyst  has 
an  enterprise  multiple  of 
seven,  the  lowest  in  our  table. 
The  company,  which  makes 
automation  systems  that  keep 
semiconductor  wafers  clean 
during  processing,  has  in- 
creased sales  per  share  at  a 
16.8%  annual  clip  the  past 
three  years. 
Molex  makes  electrical  components 
for  the  communications,  consumer  and 
automotive  markets.  In  August  its  board 
found  1 2  years'  worth  of  options  irregular- 
ities and  the  board  then  told  some  execu- 
tives to  return  $685,000  of  realized  gains 
to  the  company.  The  stock's  enterprise 
multiple  is  40%  lower  than  its  sales  growth 
rate.  More  bad  news  may  yet  surface:  The 
U.S.  Attorney  for  Northern  Illinois  has 
subpoenaed  its  financial  documents.  F 


Under 


Undervalued 


These  cheap,  scandal-hobbled  stocks  are  for  companies  with  strong  sales  growth- 

—and  they  should  recover  nicely. 

PRICE 

ENTERPRISE 

3-YEAR 

COMPANY/BUSINESS 

RECENT 

52-WEEK 
HIGH 

MULTIPLE1/ 

SALES 
GROWTH 

ENTERPRISE 
MULTIPLE2 

SALES/ 
SHARE 
GROWTH 

MARKET 
VALUE 
(SBIL) 

APOLLO  GROUP/colleges  for  working  adults 

$38.75 

$71.59 

0.4 

8 

22.3% 

$6.7 

ASYST  TECHNOLOGIES/electronics  manufacturing  equipment 

6.30 

11.20 

0.4 

7 

16.8 

0.3 

CAREMARK  RX/pharmaceutical  services 

49.51 

59.89 

0.3 

11 

40.2 

21.1 

MAXIM  INTEGRATED  PRODUCTS/integrated  circuits 

31.40 

42.99 

0.7  « 

11 

17.0 

10.1 

MOLEX/electronic  connectors 

33.16 

40.10 

0.6 

10 

16.8 

6.1 

NEWPARK  RESOURCES/environmental  and  oilfield  services 

6.17 

9.65 

0.6 

9 

13.3 

0.6 

UNITEDHEALTH  GROUP/managed  health  care 

49.66 

64.61 

0.4 

9 

20.3 

66.9 

WITNESS  SYSTEMS/software 

18.02 

25.48 

0.8 

25 

30.4 

0.6 

Prices  as  of  Dec.  7,  2006.  'Enterprise  multiple  divided  by  three-year  annual  sales-per-share  growth  rate.  Enterprise  value  (market  value  plus  net  debt)  divided  by  operating 
|j   income  (earnings  before  interest,  taxes,  depreciation  and  amortization).  Sources:  Vector  Capital;  Reuters  Fundamentals  via  FactSet  Research  Systems. 
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The  special  artwork  presented  on  this  cover  is  by  the  great  master  of  calligraphy  Koho  Kato. 
He  has  poured  all  his  energy  into  the  new  genre  of  calligraphy  he  established  and  developed 
some  50  years  ago,  where  the  artist  creates  his  own  world  of  art  based  on  the  oldest  Chinese 
characters.  The  character  shown  here  represents  resolution.  In  the  same  way,  this  special  section 
s  a  great  testament  to  the  determination,  willpower  and  motivation  of  Japan's  top  corporate  leaders, 
heir  voices  and  spirits  are  reflected  in  this  series  of  interviews. 


A  merchant's  personal 
business  philosophy 


"Above  all  else,  merchants  should  always  be  honest " 

The  merchant  who  spoke  these  words  was 
ITOCHU's  founder,  Chubei  Ito. 
A  merchant  all  his  life,  he  steadfastly  believed  that 
"The  most  important  thing  to  do  in  one 's 
business  activities  is  to  be  honest  — 
with  other  people,  and  most  important  of  all  with  oneself  " 

These  days  the  business  environment  is  rapidly 

changing  in  many  parts  of  the  world, 
but  since  its  establishment  in  1858,  ITOCHU, 
one  of  the  largest  general  trading  companies, 
remains  committed  to  conducting  business  in  the 
honest  manner  of  its  founder. 

/roam 

ITOCHU  Corporation 

http://www.itochu.co.jp  ©ITOCHU  2004.4.30 
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Transpacific  Partners  for 
Security  and  Prosperity 


As  we  look  back  on  the  last  five  years,  it  is  easy  to 
recognize  that  the  Koizumi-Bush  era  will  go 
down  as  one  of  the  most  remarkable  periods  in 
the  U.S. -Japan  relationship.  Based  on  our  shared 
beliefs  in  democracy,  free  speech,  a  free  press  and 
ee  markets,  our  two  nations  have  grown  closer  than  ever 
efore.  Today,  as  we  enter  into  the  Abe-Bush  era,  we  will 
antinue  to  build  on  our  friendship,  strengthening  and  deep- 
ling  our  alliance  even  more. 

The  outlook  for  our  partnership  is  optimistic  across  the 
oard.  Our  two  nations  are  cooperating  as  never  before  to 
isure  security  and  stability  in  East  Asia.  We  stand  firmly 
)gether  in  our  talks  with  North  Korea;  we  are  partners  in  the 
ght  against  terrorism;  and  we  work  hand-in-hand  in  interna- 
onal  organizations  like  the  United  Nations  and  APEC. 
Economically,  the  future  looks  bright  for  Japan.  Its  recov- 
■y  from  a  "lost  decade"  of  economic  stagnation  remains 
eady,  resulting  in  one  of  Japan's  longest  periods  of  sustained 
ronomic  expansion  since  World  War  II.  Prime  Minister  Abe 
as  said  that  he  intends  to  continue  the  economic  reforms  that 
sgan  under  his  predecessor,  and  we  look  forward  to  further- 
ig  that  spirit  and  momentum  of  reform.  Together,  the 
:onomies  of  the  U.S.  and  Japan  represent  40%  of  the  world's 
ross  domestic  product.  If  our  cooperation  continues  to 
icrease  and  our  economies  become  even  more  integrated,  we 
ill  find  even  more  areas  for  growth.  Although  our  two 
ations  already  play  leading  roles  on  the  world  economic 
ont,  the  stage  is  set  for  us  to  fulfill  an  even  greater  potential 
i  the  years  to  come. 

Today's  marketplace  has  become  increasingly  globalized 
irough  innovations  in  communications  and  technology.  The 
^velopment  of  intellect  rather  than  of  natural  resources  or  hard 
Dods  is  the  new  path  to  financial  prosperity.  As  the  two  most 
chnologically  advanced  economies  on  earth,  the  U.S.  and 
ipan  are  ideally  placed  to  benefit  from  this  revolution.  Togeth- 
\  we  register  nearly  half  the  patents  issued  around  the  world 
iery  year,  and  together,  American  and  Japanese  companies 
main  at  the  forefront  of  high-tech  innovation.  In  a  world  of 
:11  phones,  iPods  and  laptops,  the  U.S.  and  Japan  are  uniquely 
lited  to  make  the  most  of  a  rapidly  changing  economy. 
The  prospect  of  a  deeper  and  stronger  U.S. -Japan  alliance 
as  never  been  better.  The  prospect  of  deeper  and  stronger 
:onomic  cooperation  between  the  U.S.  and  Japan  has  never 
sen  better.  The  prospect  of  a  deeper  and  stronger  friendship 
as  never  been  better.  It  is  up  to  us  to  seize  this  moment, 
ogether,  we  can  build  the  economic  and  political  ties  that 
ill  ensure  security  and  prosperity  for  ourselves  and  for  gen- 
"ations  to  come. 


J.  THOMAS  SCHIEFFER 

U.S.  Ambassador  to  Japan 
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Environment  2.0: 

A  Down  to  Earth  Approach 


M  AS  AM  ITS  U  SAKURAI 

CEO,  Chairman  of  the  Board 
Ricoh  Co.,  Ltd. 

At  Ricoh,  we  take  responsibility  to  protect  the 
environment  as  a  global  citizen.  Our  environmen- 
tal activities  as  a  business  corporation  should 
not  be  the  same  as  those  of  nonprofit  volunteer 
activities  by  individuals,  in  the  sense  that  they 
should  raise  our  corporate  value,"  says  Ricoh  CEO  Masamitsu 
Sakurai.  In  his  ten  years  at  the  helm,  Sakurai  has  introduced 
a  win-win  philosophy  that  is  making  the  company's  profits 
compatible  with  its  environmental  policies. 

Not  satisfied  with  providing  new  value  to  the  customer, 
pleasing  shareholders  and  generating  profits,  Sakurai  has 
spurred  Ricoh  to  tackle  some  formidable  tasks  designed  to 
minimize  the  environmental  impact  of  its  activities.  "For  us, 
energy  conservation  and  waste  reduction  are  inseparable  from 
cost  reduction  and  improved  productivity,"  adds  Sakurai. 

Ricoh  is  looking  at  the  big  picture  and  thinking  long  term.  For 
instance,  while  many  companies  have  trouble  thinking  a  few  years 
into  the  future,  Ricoh  is  already  working  to  reduce  the  environ- 
mental impact  of  its  total  business  activities  to  one-eighth  by  2050. 

Under  Sakurai,  the  Ricoh  Group  has  evolved  the  concept  of 
Sustainable  Environmental  Management.  In  short,  Sakurai  is  a  firm 
believer  in  corporate  stewardship  of  the  environment.  However, 


he  also  believes  that  to  make  this  a  sustainable  proposition  at 
durable  movement,  it  must  contribute  positively  to  the  bottom  lin 

This  way  of  thinking  can  be  seen  in  action  each  time  a  ne 
copier  is  delivered,  for  example.  Recyclable  eco-packagin 
developed  through  extensive  research,  has  done  away  wii 
bulky  and  wasteful  packaging.  The  benefits  of  this  are  at  lea 
threefold:  the  customer  benefits  with  no  waste  to  clean  u 
the  environment  benefits  via  saved  resources;  and  the  bono 
line  gets  a  boost  because  there  is  no  packaging  to  buy  ( 
required  disposal.  In  another  potentially  far-reaching  enviro 
mental  move,  this  year  Ricoh  shipped  its  first  product  part 
made  from  plant-based  plastic  parts. 

With  Sakurai's  vision  and  a  healthy  culture  of  corporate  valu 
firmly  in  place,  there  is  every  reason  to  believe  that  Ricoh  w 
continue  to  exceed  expectations  —  both  environmentally  ar 
financially  —  while  reaping  the  rewards  of  its  commitments 
quality  and  environmental  responsibility  in  the  foreseeable  futui 

Over  a  decade  of  sales  growth  might  seem  a  recipe  for  becor 
ing  complacent.  Not  so  for  President  Sakurai.  If  anything, 
would  seem  that,  after  logging  its  twelfth  consecutive  year 
sales  growth  in  fiscal  year  2005,  Ricoh's  impressive  track  reco 
has  clearly  taken  its  focus  from  the  company's  core  value 
Sakurai  contends  that  it  is  precisely  these  values  —  namel 
servicing  the  customer  and  protecting  the  planet  —  that  ha 
paved  the  company's  path  to  success  and  will  continue  to  do  : 
in  the  future:  "Our  emphasis  on  the  customer  has  been  with 
essentially  since  our  founding.  We  are  always  asking  ourselv 
how  we  can  create  new  value  to  serve  the  customer." 

"For  us,  energy  conservation  and  waste 
reduction  are  inseparable  from  cost 
reduction  and  improved  productivity." 

From  easy-to-read  screens  to  easy-to-open  trays  and  voice-activati 
controls  on  its  multifunction  products,  the  litany  of  featur 
and  functions  the  company  has  devised  in  putting  customers  fit 
is  long,  including  universal  design  for  the  physically  challenge 

These  achievements  are  the  outgrowth  of  Ricoh's  corpora 
commitment  to  meet  customer  needs  and  to  serve  society,  n 
simply  to  turn  a  profit.  In  fact,  Sakurai  explains,  this  process 
so  crucial  to  Ricoh  that  there  exists  an  entire  section  dedicati 
to  evaluating  and  analyzing  how  to  make  products  easier  ; 
use.  This  section  strives  to  uncover  latent  customer  needs  ar 
devise  solutions  for  them  at  the  development  stage  —  ideal 
before  customers  are  even  aware  of  them. 


The  first  Ricoh  CEO  with  a  technology  background,  Masamitsu  Sakurai  graduated  from  Waseda  University  and  joined  Ricoh  in  1966. 

In  1996,  he  was  chosen  to  head  the  company  over  several  more  senior  candidates.  He  led  the  Ricoh  Group  to  its  twelfth  consecutive  year  ol 

sales  growth  in  fiscal  2005. 

www.ricoh.con 
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We're  creating  new  realitigg 
to  make  their  dreams  come 


At  The  Kansai  Electric  Power  Co.'^iV,  we  apply  the  full  complement  of 
our  Groupwide  resources  to  achieve  new  breakthroughs  in  energy  for 
.  a  better  tomorrow  -  the  tomorrow  todays  children  dream  about. 
Through  innovations  in  energy  formats,  environmentally  friendly 
generating  systems,  and  energy-efficient  equipment  for  homes  and 
businesses,  we're  forging  the  building  blocks  for  the  comfortable,  safe  and 
attractive  cities  of  the  future. 


THE 


O  KANSAI 

ELECTRIC  POWER  CO..INC. 


www.kepco.co.jp 
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A  Powerful  Financial  Partner  for 
Global  Corporations 


HIROSHI  SAITO 

President  and  CEO 

Mizuho  Corporate  Bank,  Ltd. 

Hiroshi  Saito,  president  and  CEO  of  Mizuho 
Corporate  Bank,  wants  to  create  a  truly  global, 
powerful  investment  bank.  Since  he  took  over 
as  CEO  of  Japan's  top-class  wholesale  bank  five 
years  ago,  he  has  been  redirecting  and  commit- 
ting the  bank's  entire  organizational  structure,  human  resources 
and  business  culture  precisely  toward  this  goal. 

According  to  Saito,  "This  is  a  high  time  for  the  Japanese 
financial  industry;  and  for  our  bank  in  particular,  there  is 
no  better  timing  to  make  a  fresh  start  in  the  investment 
banking  field. 

"Having  overcome  the  difficult  period  with  a  heavy 
burden  of  bad  loans,  we  are  ready  to  embark  on  a  new 
global  strategy  in  response  to  strong  moves  (and  needs)  of 
leading  Japanese  companies,  who  are  ready  to  embark  on  a 
global  strategy,"  Saito  declares.  He  is  urging  the  bank's  some 
8,000  staff,  including  3,500  "national  staff"  (meaning  locally 
hired  employees),  to  shed  their  old,  passive  attitude  of  com- 
mercial banking  and  assume  a  more  aggressive,  proactive 
and  strategic  approach  to  working  with  client  corporations. 
"That's  what  the  job  of  a  successful  investment  banker 
requires,"  he  says. 


To  that  end,  he  is  overhauling  personnel  policies,  including 
recruiting  and  training,  to  quickly  build  a  team  of  highly  skilled 
specialists  for  investment  banking  business  on  a  global  scale. 
Committed  to  diversity  and  the  promotion  of  excellence,  Saito 
intends  to  place  more  female  and  non-Japanese  talents  in  lead- 
ership positions  within  the  group's  worldwide  business. 

"To  the  banking  business,  human  resources  are  what  pro- 
duction equipment  is  to  manufacturers,  but  they  must  be  able 
to  respond  to  the  changing  world  very  quickly,"  Saito  says 
referring  to  the  rapidly  evolving  business  models  of  client  cor 
porations.  "As  Charles  Darwin  said,  only  species  that  possess 
the  ability  to  change  can  evolve  and  survive.  Unless  we  learn 
from  Darwin,  we  will  end  up  being  just  a  giant  local  mega 
bank  in  Japan." 

Saito  stresses  that  Mizuho  Corporate  Bank's  advantage  is 
that  it  is  part  of  the  Mizuho  Financial  Group,  which  embraces 
Mizuho  Bank,  a  retail  bank,  Mizuho  Securities,  and  Mizuho 
Trust  8c  Banking.  "Working  with  them  and  with  their 
backing,  we  can  provide  our  clients  with  seamless  financia 
services,"  Saito  says. 

The  bank's  long-standing,  solid  relationships  with  most  ol 
Japan's  major  corporations  represent  a  key  advantage  for  the 
institution.  When  Mizuho  Financial  Group  required  a  ¥1  tril- 
lion capital  raising  in  2003,  most  of  these  corporations  sub 
scribed  to  new  shares  and  upheld  the  bank.  "As  we  needed 
their  help,  they  also  recognized  our  importance,  and  thai 
drove  home  to  me  the  importance  of  a  relationship  of  trust 
with  client  firms,"  Saito  says,  recollecting  this  as  his  most 
important  lesson  as  a  banker. 

"We  are  aiming  for  a  truly  globalized  investment 
bank  which  takes  a  lesson  from  Darwin." 

Saito  wants  to  raise  the  ratio  of  profits  from  overseas  oper 
ations  from  the  present  22%  to  over  40%  in  the  next  coupli 
of  years.  "We  no  longer  draw  a  line  between  domestic  anc 
foreign  in  our  pursuit  of  business  because  everything 
focused  on  global  transactions,"  he  says. 

Mizuho  Financial  Group,  Inc.,  achieved  its  listing  on  th< 
New  York  Stock  Exchange  in  November  2006.  As  the  sue 
cessful  listing  is  expected  to  boost  the  bank's  public  recognitioi 
and  credibility,  the  pace  for  Mizuho's  global  development  wil 
undoubtedly  accelerate.  Business  opportunities  will  furthe 
broaden  when  Mizuho  recovers  its  AA  rating  and  receives  th 
FHC  (financial  holding  company)  status  in  the  U.S.  as  plannec 


Hiroshi  Saito  joined  the  Industrial  Bank  of  Japan  (IBJ)  in  1966  upon  graduation  from  the  University  of  Tokyo.  Faculty  of  Economics. 
^  After  establishing  a  banking  track  record  that  ranged  from  the  treasury  business  to  corporate  banking,  he  was  appointed  managing 
director  of  Mizuho  Holdings  Inc.  (presently  called  Mizuho  Financial  Group,  Inc.)  at  the  time  of  its  creation  as  a  result  of  the  merger  of 
.  Dai-lchi  Hangyo  Bank,  Fuji  Bank  and  IBJ  in  September  2000.  He  has  been  president  and  CEO  of  Mizuho  Corporate  Bank,  Ltd.,  since 
k  April 2002.  www.mizuhocbk.co.jp/english/ 
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In  the  future,  mobile  comi 
will  be  wrapped  around 


In  our  vision  of  the  future,  mobile  communications  will  make  your  life  richer. 
There'll  be  a  whole  new  flexibility  in  how  you  send  and  receive  information.  One  of 
many  ideas  is  a  paper-thin,  digital  material  that  can  display  a  newspaper,  the  Internet 
and  your  e-mails  or  even  become  a  screen  for  presentations  and  video  conferences. 

We  are  NTT  DoCoMo,  japan's  leading  mobiie  communications  provider. 
Researching  further  than  just  voice,  data  and  video,  we're  moving  to  previously 
unimaginable  levels.  One  day  soon,  you'll  be  communicating  in  a  much  freer  and 
more  convenient  fashion,  using  mobile  devices  that  you  will  feel  entirely 


comfortable  with.  Our  R&D  teams  are  working  with  our  partners  to  deliver  ide 
tailored  to  fit  the  needs  of  each  and  every  person  wherever  they  may  be. 

With  such  visionary  advances,  we're  pioneering  a  new  way  of  livin 
an  easier  access  to  the  world  and  _____ 
all  the  experiences  it  can  offer.  At        NTT  • 
NTT  DoCoMo,  we'll  keep  moving  IVI^) 
onwards  to  make  our  dreams  a  reality.  J 
Communication  beyond  words  « ^ 


www.nttdocomo.com 


©2006  NTT  DoCoMo,  Inc.  All  rights  reserv 
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Reaching  Out  as  Never  Before 


In  the  current  fiscal  year  ending  this  March,  Mitsubishi 
Heavy  Industries,  Ltd.  (MHI),  is  on  track  to  reach  a  mile- 
stone that  brings  a  smile  to  the  lips  of  Kazuo  Tsukuda. 
"This  year  our  export  ratio  will  top  50%,"  MHI  Presi- 
dent Kazuo  Tsukuda  relates  with  unabashed  glee.  "It's 
ieen  a  goal  of  ours  —  and  mine  personally  —  for  some  time." 

Boosting  its  export  ratio  is  but  one  element  of  MHI's  con- 
erted  drive  to  globalize  its  operations  to  meet  the  evolving 
lemands  of  the  21st  century.  Other  integral  initiatives 
iclude  expansion  of  the  company's  overseas  production  net- 
work, enhancement  of  the  sales  and  service  capabilities  of  its 
iverseas  bases,  and  forging  business  alliances  with  partners 
possessing  world-class  strength.  "The  parameters  for  doing 
>usiness  have  changed  drastically  in  recent  years,"  Tsukuda 
xplains.  "To  keep  competing,  we  have  to  change  too." 
The  central  pillar  of  MHI's  transformation  is  global  orien- 
ation.  Where  historically  the  company  thrived  primarily  on 
:s  solid  position  in  satisfying  the  needs  of  Japan's  domestic 
larket,  today  MHI  is  increasingly  focusing  on  the  markets 
'eyond  the  archipelago's  borders.  "We're  concentrating  in 
articular  on  four  regions:  the  U.S.,  Europe,  China  and  Asia," 
sukuda  elaborates.  "Plus,  we're  also  taking  the  steps  neces- 
ary  to  respond  to  brisk  inquiries  now  coming  in  from  the 
Middle  East  and  to  cater  to  emerging  markets  that  are  poised 
dt  dynamic  economic  growth  in  the  years  ahead:  Vietnam 
nd  India,  for  example." 

"When  we  speak  about  'globalization' 
at  MHI,  we  do  mean 'global.'" 

To  illustrate  just  how  serious  MHI  is  about  reinventing 
:self,  consider  the  company's  cornucopia  of  initiatives  under 
/ay  in  the  U.S.  In  the  area  of  power  systems,  besides  having 
reviously  launched  operations  in  gas  turbine  combined-cycle 
ower  plants,  MHI  is  vigorously  responding  to  the  U.S.'s 
lcreasing  interest  in  wind  turbines,  widely  recognized  for 
leir  environmental  advantages.  To  cope  with  rising  demand, 
le  company  is  presently  mulling  the  feasibility  of  local  pro- 
uction.  In  the  aerospace  field,  MHI  is  forging  steadily 
tronger  ties  with  Boeing;  recently  the  aircraft  maker  selected 
AHl  to  design  and  manufacture  wing  boxes,  core  compo- 
ents  for  its  next-generation  Dreamliner  787.  In  the  sphere 
f  nuclear  energy,  MHI  has  established  a  new  company  in  the 
J.S.  to  promote  sales  of  the  US-APWR,  advanced  pressurized 
/ater  reactors  incorporating  proprietary  technology 
lilored  to  the  U.S.  market.  The  company  has  also  entered 

local  partnership  in  flue-gas  desulfurization  systems; 


KAZUO  TSUKUDA 

President 

Mitsubishi  Heavy  Industries, 


Ltd. 


is  concentrating  on  the  development  and  supply  of  APM 
(automated  people  mover)  transportation  systems,  in  high 
demand  at  U.S.  airports;  is  constructing  LNG  tanks  in 
response  to  expanding  demand  for  liquid  natural  gas;  and 
much  more. 

Tsukuda  is  quick  to  point  out,  however,  that  MHI  is  by  no 
means  limiting  its  globalization  effort  to  the  U.S.  "When  we 
speak  about  'globalization'  at  MHI,  we  do  mean  'global,'"  he 
stresses.  "To  cite  a  few  examples,  in  October  we  signed  an  agree- 
ment with  AREVA  of  France,  the  world's  largest  business  group 
in  the  nuclear  energy  field;  and  we  are  extremely  active  in  a  host 
of  far-flung  projects  —  from  a  fully  automated  driverless  rail- 
way system  in  Dubai  in  the  United  Arab  Emirates  to  a  super- 
critical coal-fired  power  plant  in  Mexico,  to  name  just  two." 

To  ensure  the  success  of  his  company's  self-reinvention,  Tsukuda 
incorporated  three  basic  strategies  into  MHI's  new  medium- 
term  business  plan:  to  build  a  solid  earnings  structure;  to 
strengthen  the  production  technology  base;  and  to  secure,  ever 
more  securely,  the  trust  of  both  customers  and  society  at  large. 

Under  Tsukuda's  enlightened  leadership,  MHI's  globaliza- 
tion initiative  is  in  the  best  of  hands. 


Kazuo  Tsukuda  has  been  president  of  MHI  since  2003.  When  he  isn't  traveling  the  world  on  behalf  of  his  company,  he  enjoys  indulging 
in  his  hobby  of  scuba  diving. 

www.  mhi.  co.jp/indexe.  html 
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Canon  Aims  for  the  Overwhelming 
No.  1  Position  in  Core  Business  Areas 


TSUNEJI  UCHIDA 

President  and  COO 
Canon  inc. 

Canon  today  is  synonymous  with  Japanese  global 
corporate  success  and  post-bubble  industrial 
revival.  Following  the  completion  of  the  second 
phase  of  its  Excellent  Global  Corporation  Plan, 
the  company  has  moved  on  to  the  third  phase, 
which  targets  ¥5.5  trillion  in  net  sales  in  2010,  up  45%  from 
2005,  and  a  return  on  net  sales  of  at  least  10%.  It  also  aims 
to  elevate  Canon  to  the  ranks  of  the  world's  top  100  compa- 
nies in  net  sales,  profit,  stockholders'  equity  to  total  assets 
ratio  and  market  capitalization. 

"We  have  already  captured  the  overwhelming  No.  1  spot 
in  digital  cameras,  copying  machines  and  laser  beam  printers. 
Reaching  this  goal  in  all  of  our  other  core  business  fields,  such 
as  inkjet  printers  and  semiconductor-production  equipment, 
is  my  immediate  mission,"  declares  Tsuneji  Uchida,  who 
became  president  and  COO  in  May  2006. 

Uchida  attributes  Canon's  success  to  smoothly  adapting  to 
the  emerging  environment  of  a  digital  world,  including  prod- 
ucts such  as  digital  cameras.  "We  have  a  culture  where  all  of 
our  employees  and  our  divisions  are  aware  of  their  respective 
positions  in  the  whole  company  and  cooperate  with  each 


other,"  Uchida  says,  "and  that  enabled  us  to  make  the  shift 
from  analog  to  digital  products  without  a  hitch." 

Since  joining  Canon  in  1965,  Uchida  has  spent  his  career 
almost  entirely  in  the  camera  division,  the  company's  origi 
nal  business  when  it  was  established  in  1937.  "Our  resources 
and  culture  as  a  manufacturer  grew  out  of  camera-making, 
Uchida  says. 

"Canon's  image  is  that  of  consumer  products,  representee 
by  cameras,  with  their  brand  power  and  customers'  trust 
in  quality.  For  our  brand  image,  we  must  first  be  No.  1  in 
cameras,"  he  says.  That's  where  Canon  is  ranked  today  in  the 
digital  camera  segment,  with  models  for  both  amateurs  and 
professionals.  "It's  not  just  the  technology.  We  are  keener 
about  good  design  than  anybody  else  in  the  industry,"  Uchida 
adds.  This  focus  on  creating  the  industry's  best  products  was 
evident  at  the  Athens  2004  Olympic  Games,  where  Canon 
digital  cameras  were  chosen  by  a  vast  majority  of  the  profes 
sional  photographers  covering  the  event. 

"The  key  is  higher  profits  that  are  brought  about 
by  lower  production  costs  through  innovation." 

While  cameras  serve  to  build  the  Canon  brand,  office  imag 
ing  equipment  like  copiers  generate  earnings  for  the  compa 
ny,  and  optical  equipment,  such  as  steppers,  used  to  produce 
semiconductors,  boast  cutting-edge  technology. 

In  an  age  of  broadband  and  globalization,  Canon's  accu 
mulated  resources  in  imaging  and  color-management  technol 
ogy  are  expected  to  bring  about  new  combinations  of  the  use 
of  input  products,  such  as  digital  cameras  and  camcorders 
and  output  products,  like  printers  and  displays.  The  company 
sees  vast  potential  in  its  displays,  SED  (a  flat-panel  display 
technology)  in  particular. 

With  the  combination  of  imaging  and  sensor  technology,  th 
company  also  expects  to  expand  its  presence  in  the  field  o 
medical  equipment,  like  X-ray  systems  capable  of  displayinj 
moving  images,  according  to  Uchida.  Sensor  technology,  on 
of  Canon's  strengths,  will  be  utilized  to  develop  measuring 
equipment  with  greater  accuracy  so  that  the  company's  owl 
production  lines  can  progress  toward  complete  automation 
enabling  lower  production  costs  and  greater  competitiveness 

Reform  and  innovation  are  never-ending  pursuits  a 
Canon.  "Nothing  is  perfect,  you  see,"  says  Uchida.  "The  ke 
is  achieving  higher  profits  by  lowering  production  cost 
through  innovation." 


*   Tsuneji  Uchida,  who  spent  most  of  his  career  as  a  camera  engineer  and  later  as  the  executive  overseeing  the  cameras  division  at 
'  Canon,  was  newly  appointed  president  and  COO  in  May  2006.  He  joined  the  company  in  1965,  upon  graduation  from  the  School  of 
Engineering  of  Kyoto  University. 

www.canon.com 
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http://www.kikkoman.com 


Open  to  the  world 


At  Kikkoman,  everything  we  do  is 
grounded  in  a  history  of  more  than 
300  years  of  brewing  soy  sauce  to 
a  traditional  recipe,  using  only 
the  finest  ingredients.  As  we  grew  into 
a  global  brand,  we  developed  an  open 
stance  and  a  clear  awareness  of  our 
social  responsibilities,  a  philosophy  that 
has  helped  us  become  known  for 
establishing  standards  of  good  taste. 
Every  day  we  work  to  realize  this 
philosophy  around  the  world,  through 
contributions  to  local  communities, 
environmental  protection  and  cultural  exchanges.  These 
include  our  membership  in  the  UN  Global  Compact  to 


World  Business  Council  for  Sustainable 
Development.  Our  commitment  to 
provide  our  customers  with  quality 
products  is  enhanced  by  strict  adherence 
to  ethical  standards  and  a  strong  sense 
of  mission,  everywhere  we  do  business. 
The  success  of  this  philosophy  is  apparent 
in  our  global  growth.  Today  Kikkoman  is 
one  of  the  world's  oldest  and  most 
well-known  brands,  appreciated  around 
the  world  for  its  original  taste  and 
contribution  to  the  enjoyment  of  good 
food.  Production  facilities  in  Japan,  the 
U.S.A.,  Europe,  and  Asia  help  support  sales  in  more  than 
one  hundred  countries,  and  spread  our  message  to  every 


support  human  rights,  labor  and  the  environment  and  the         person  who  appreciates  the  special  qualities  of  our  products. 


Kikkoman  Corporation 

2-1-1,  Nishi-Shinbashi,  Minato-ku,  Tokyo  105-8428,  Japan 


KIKKOMAN 


Japan  Special  Advertising  Section  Jan.  2007 


Creating  a  New  Lifestyle  with 
Railways  and  Stations 


SATOSHI  SEINO 

President  and  CEO 

East  Japan  Railway  Company 

For  Satoshi  Seino,  who  took  over  as  president  and 
CEO  of  East  Japan  Railway  (JR  East)  in  the  spring 
of  2006,  every  day  starts  with  concern  about  safety 
on  70  lines  on  which  13,000  trains  run  daily, 
carrying  nearly  6  billion  passengers  a  year.  Delays 
can  affect  incredibly  large  numbers  of  commuters  in  the  com- 
pany's service  area. 

"As  I  said  in  my  first  message  to  JR  East  employees  after 
becoming  president,  JR  East  will  continue  giving  top  priority 
to  safety  as  well  as  to  ensuring  ansbin  (a  feeling  of  ease  and 
peace  of  mind)  for  customers  regarding  the  safety  of  our  serv- 
ices," says  Seino.  "The  ansbin  we  are  aiming  to  provide  is 
a  goal  that  takes  our  traditional  goal  of  safety  an  important 
step  further.  We  are  firmly  committed  to  attaining  this  goal, 
which  we  anticipate  will  become  a  key  corporate  strength.  It 
would  not  be  an  exaggeration  to  say  that  our  main  mission  — 
in  railway  transportation  operations  as  well  as  operations  in 
such  fields  as  hotels,  restaurants  and  shopping  centers  —  is  to 
provide  each  and  every  one  of  our  customers  with  ansbin.  This 
is  the  JR  East  Group's  fundamental  strategy,  and  we  want  to 


make  sure  each  and  every  employee  increases  his  or  her  con 
tribution  to  the  success  of  this  strategy. 

"Railways  will  stay  our  predominant  segment  of  business,' 
he  explains,  "but  we  aim  to  bring  about  a  new  lifestyle  draw 
ing  on  our  railway  resources."  Despite  the  prospect  of  Japan' 
declining  population,  he  is  not  pessimistic  about  the  railways 
future. 

"Suica"  is  JR  East's  rechargeable  IC  card,  which  enables  it 
holder  to  enter  the  ticket  gate  by  passing  it  over  a  card  reader 
It  is  proving  to  be  an  exceptionally  big  success,  gaining  ove 
18  million  holders  in  five  years.  In  addition,  when  about  10( 
other  railway  companies  and  bus  operators  in  the  metropo 
itan  area  join  an  interchangeable  system  with  Suica  thi 
coming  March,  Suica  will  realize  even  more  seamless  an< 
cashless  transportation  for  customers. 

There  is  a  lot  more  to  Suica.  Various  functions  are  bein 
added  to  this  e-money,  as  it  is  combined  with  credit  cards  an 
mobile  phones,  to  be  used  at  retail  shops  and  other  servic 
establishments.  "With  this  card,  you  can  live  and  mov 
around  for  days  without  cash,"  Seino  says.  "Suica  in  itse 
does  not  necessarily  generate  profits  on  transportation  bus 
ness,  but  we  can  expect  commissions  from  e-money  and  othe 
uses,  which  will  grow  to  a  source  of  income  in  the  future." 

"Don't  look  for  short-term  surprises  with  us. 
They  come  in  five  years'  or  ten  years'  time, 
as  our  record  shows." 

Strengthening  railway  business  is  not  forgotten  of  cours 
with  faster,  safer  and  more  environment-friendly  trains  an 
facilities  being  developed  —  among  them  FASTECH  36 
S&Z,  Shinkansen  high-speed  test  trains  developed  with  a 
operating  speed  of  360  km  per  hour  as  the  technological  goa 
and  New  Energy  train  (NE  train),  the  world's  first  fuel  ce 
hybrid  railcar  that  reduces  the  burden  on  the  global  environmer 

Seino  emphasizes  direct  communication  with  staff 
work.  When  he  goes  to  faraway  cities  on  business,  for  exan 
pie,  he  often  sits  next  to  the  motorman  on  the  train.  Bo 
as  a  son  of  the  stationmaster  of  a  small  railway  station 
the  countryside,  he  has  known  life  in  the  railway  busine 
since  his  childhood. 

"Foreign  analysts  and  investors  tend  to  complain  about  tl 
lack  of  surprise  at  JR  East,  but  I  beg  to  differ,"  Seino  say 
"Don't  look  for  short-term  surprises  with  us.  They  come 
five  years'  or  ten  years'  time,  as  our  record  shows." 


Born  in  1947,  Satoshi  Seino  joined  the  then  Japanese  National  Railways  (JNR).  Upon  privatization  and  regional  reorganization  ofJNR 
into  several  business  corporations  in  1987,  Seino  joined  the  current  East  Japan  Railway  Company.  AtJR  East,  he  was  mostly  oversee- 
ing corporate  affairs,  from  General  Affairs,  Finance,  Personnel  and  Corporate  Planning.  He  has  been  nonetheless  dedicating  his  time 
f  to  riding  trains  and  being  onsite  to  inspire  staff  as  much  as  he  can. 

www.  jt east,  co.jp/e 
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wind  turbines  are  turning  up  in  a 
growing  list  of  locations  these  days  —  and  with  good  reason.  As  more  and 
more  power  providers  come  to  recognize  that  Mitsubishi  Heavy  Industries 
possesses  technology  in  wind  turbines  at  the  leading  edge,  they  are  turning 
to  us  in  increasing  numbers  for  state-of-the-art  power  towers  to  turn  their 
wind  energy  into  an  environmentally  friendly  source  of  electricity. 

MITSUBISHI 

HEAVY  INDUSTRIES,  LTD.  www.mht.co.jp 
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Japan  -  the  Advanced  Technology  Powerhouse  of  Ash 

Companies  can  gain  competitive  advantage  by  tapping  into 
Japan's  high  technology  market. 

UN 


From  left:  John  Ellenby  (President  and  CEO,  GeoVector  Corporation),  Scott  Marquardt  (Senior  VP  and  Regional  Manager  SMO  Asia  Pacific,  NXP  Semiconductors),  Masar| 
Sakamoto  (VP  of  Corporate  Planning  &  Marketing,  NEC),  Brian  Burns  (VP  of  Asia  Pacific  Sales,  ViXS),  William  Chen  (VP  of  Sales,  Authenex),  Masafumi  Yasukagawa  (Senior  VP  j 
General  Manager,  Procurement  &  Export  Division,  Toshiba  America,  Inc.)  discuss  the  advantages  of  investing  in  Japan  at  the  Japan  Business  Strategy  Forum  2006. 


Foreign  companies  can  enhance  their  global 
competitive  advantage  by  developing  their 
business  in  Japan,  the  advanced  technology 
powerhouse  of  Asia.  They  can  increase  their  sales 
and  profitability  through  alliances  with  leading 
Japanese  companies  and  then  expand  globally. 

"Many  people  are  very  excited  about  China," 
says  Robert  Dickinson,  chief  executive  of 
California  Micro  Devices,  "but  if  you  look  at 
where  the  leading  technology  and  the 
strongest  brands  are  located,  the  first  name 
on  that  list  is  Japan.  The  demands  of  the 
Japanese  market  elevate  your  standards  and 
better  prepare  you  for  the  world  market."  He 
was  speaking  at  'The  Absolute  Growth 
Protocol  for  Your  Technology,'  the  second 
annual  Japan  Business  Strategy  Forum 
recently  organized  by  the  Japan  External 
Trade  Organization  (JETRO)  for  executives 
and  managers  of  ICT  (Information  and 
Communication  Technology)  companies. 

It  is  well  known  that 
Japan  is  the  second 
largest  economy  in  the 
world.  This  conference 
featured  many  ICT 
companies  that  have 
taken  advantage  of  the 
high  technology  ICT 
market  in  Japan.  "Japan  welcomes 
investment  from  foreign  countries,"  said  Kozo 
Yamamoto,  Senior  Vice  Minister  at  Japan's 
Ministry  of  Economy,  Trade  and  Industry.  "It 
makes  us  better  prepared  to  cope  with  the 
international  environment  of  globalization." 


Big  rewards 


1 

-  .A 

Kozo  Yamamoto 

Senior  Vice  Minister, 

METI 

Executives  of  North  American  companies  that 
already  have  a  presence  in  Japan  revealed 
key  points  that  are  driving  their  overseas  market 
strategies. 

It  is  obvious  that  a  company  will  look  at  an 
overseas  market  in  terms  of  profitability. 
Companies  at  this  conference  were  no  different. 
Mr.  Dickinson  highlighted  the  importance  of  the 
value  proposition  saying,  "You  have  to  be  able 
to  demonstrate  to  Japanese  companies  that 
what  you  are  offering  has  a  compelling  value 
proposition;  that  you  can  be  a  dependable 
partner  for  them;  and  really  add  some  value  to 
their  situation,"  says  Mr.  Dickinson.  "If  you  do 
that  successfully,  then  there  are  large  rewards 
down  the  road." 

William  Chen,  vice  president  of  Sales  at 
Authenex,  a  network  security  provider,  says 
that  it  takes  about  6  months  to  a  year  to  start 
growing  in  the  Japanese  market.  "But  once 
you  got  it,"  he  says,  "you  can  get  it  steady." 

"Japan's  excellent 
high  bandwidth 
infrastructure  gives 
companies  a  wide 
range  of  solutions  to 
market  to  customers 
and  support  distribution 
channels,"  says  Jerome 
Noll,  senior  director  of  business  development  in 
the  Japan  office  of  Symantec  Corporation. 
"Business  discussions  in  Japan  can  be  more 


Jerome  Noll 

Sew;  Director  Japan  Office  S  Business 
Development,  Symantec  Corporation 


transparent  than  in  other  markets  within  As 
With  strong  partner  relationships  and  h 
quality  products,  revenue  streams  beco 
very  rewarding." 

Masafumi  Yasukagawa,  senior  vice  preside 
and  general  manager  of  the  procurement  a 
export  division  at  Toshiba  America 
always  recommends  that  U.S.  companies  I 
patient  with  negotiations.  "It  is  actually  tl 
beginning  of  a  good  long-term  business, 
said. 


al 
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Growing  through  alliances 

How  have  these  companies  made  inroads 
the  Japanese  market?  Many  US  compan 
find  that  the  most  effective  way  to  enter  t 
Japanese  market  is  through  alliances  w 
local  partners.  Japanese  companies  prodi 
unique  and  innovative  products  and  servic 
providing  opportunities  for  long  te 
partnerships  with  foreign  companies.  The 
are  characterized  by  loyalty  and  commitme 
as  well  as  low  costs  and  high  quality. 

GeoVector,  a  provider  of  location-baj 
search  technologies,  partners  with  NEC 
most  incredible  thing  about  Japane 
companies  is  their  concentration  on  mak 
sure  that  all  of  the  details  are  right,"  says  J( 
Ellenby,  GeoVector's  chief  executive  offi 
"Once  the  details  are  well  understood,  t 
are  incredibly  courageous  in  making  decisi 
and  moving  things  forward.  NEC 
designated  its  best  people,  so  we  have  a  \ 
important  win-win  relationship." 
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For  more  information  on  how  your  business  can  enter  the  Japanese  market,  visit  WWW.jetro.org 


advertisement 


saru  Sakamoto,  vice  president  of  corporate 
ming  and  marketing  at  NEC,  explained  to 

audience  that  it  is  typical  for  a  Japanese 
ipany  to  work  in  a  consensus  to  minimize 
.  "Earlier  is  not  always  better,"  he  says, 
metimes  coming  in  second  avoids  some  of 

debugging  that  occurs,  especially  with 
l-tech  cutting-edge  technologies." 

5  of  Hitachi's  activities  is  to  promote 
tnerships  with  US  companies.  "We  are 
/  excited  and  open  to  working  with  young 
t-up  US  companies,"  said  Vinie  Zhang,  the 
lpany's  vice  president  of  corporate  venture 
ital.  "Collaboration  with  them  helps  us  to 
ntain  our  market  leadership  position,  both 
apan  and  worldwide." 


I  Keys  (US  Correspondent,  Nikkei  Electronics), 
bert  V.  Dickinson  (President  and  CEO,  California 
;ro  Devices),  Vinie  Zhang  (VP  of  Corporate 
iture  Capital  Group,  Hitachi),  and  Allen  Spiegler 
J  Worldwide  Channels,  Fox  Technologies)  speak 
how  to  seize  opportunities  in  Japan. 


iteway  to  Asia  and  beyond 

iy  consumer  products  that  gain  popularity 
apan  go  on  to  become  popular  throughout 
t  Asia. 

S,  a  semiconductor  design  company, 
ited  to  enter  the  Japanese  market  in  order 
|row.  "Japanese  companies  would  create 
jucts  that  could  be  sold  in  Japan 
cessfully,  then  beyond,"  said  Brian  Burns, 
company's  vice  president  of  Asia  Pacific 
3S.  "The  only  way  we're  going  to  be 
cessful  is  to  convince  Japanese 
ipanies  to  adopt  our  technology  and 
ate  products  that  could  be  sold  in  Japan 
cessfully  and  then  beyond  Japan.  So 
's  what  we  did.  With  our  successes  in 
an,  we  created  new  demand  in  the  U.S." 
ns  said  his  company,  which  specializes  in 
le  networking  technologies,  has  become  a 
or  supplier  to  famous  brand  names  such 
5ony,  Hitachi  and  Fujitsu. 

Keys,  US  correspondent  of  Nikkei 
:tronics,  the  leading  Japanese  electronics 
mology  magazine,  reinforced  that 
nerships  with  Japanese  companies  give 
ess  to  markets  beyond  Japan,  reminding 
nt  attendees  that  Japanese  manufacturers 


are  worldwide  manufacturers,  not  just  focused 
on  the  local  market. 

Scott  Marquardt,  senior  vice  president  and 
Asia  Pacific  manager  for  NXP 
Semiconductors,  formerly  known  as  Philips 
Semiconductors,  went  on  to  say,  "Japanese 
companies  are  pursuing  innovation  and  low 
cost  at  the  same  time,  so  there  is  a  lot  of 
movement  offshore.  They  manage  their  mix  of 
manufacturing  and  innovation  quite  well,  not 
only  between  their  home-base  in  Japan,  but 
also  through  the  deployment  of  development 
centers  in  other  countries." 

Tapping  into  Japan  -  Seeing 
past  myth  to  reality 

Japan  continues  to  cast  off  its  reputation  of 
protecting  its  markets  as  it  liberalizes  its 
business  laws  and  improves  its  corporate 
governance.  "Getting  our  software  and 
services  business  up  and  running  in  Japan 
has  been  far  simpler  than  in  other  markets," 
says  Allen  Spiegler,  vice  president  for 
worldwide  channels  at  Fox  Technologies.  "The 
entire  buying  ecosystem  for  business  start 
ups  is  very  well  organized  and  well 
established.  There  are  many  outside  services 
that  you  can  contact  very  quickly  for 
assistance  and  the  services  provided  by 
JETRO  are  very  helpful." 

"Our  product  quality  also  has  increased 
tremendously  since  entering  the  Japanese 
market,"  Spiegler  said.  "We  have  had  a  major 
Japanese  customer  visit  our  office  four  times 
in  the  past  year  to  give  us  feedback  and 
guidance  that  helped  us  refine  our  compliance 
and  risk  management  product  quality." 

Paul  Misener,  vice  president  for  global  public 
policy  at  Amazon.com,  said  that  Japan  is  the 
perfect  environment  for  web-based  and 
information  technology  foreign  investment:  there 
is  an  abundance  of  highly  qualified  researchers 
and  engineers;  its 
consumers  are  early 
adopters;  and  Japanese 
companies  listen 
carefully  to  consumer 
demand  when 
developing  new 
products. 

In  the  highly  competitive  ICT  industry, 
speakers  also  said,  investment  in  Japan 
makes  sense  because  of  its  political  stability, 
strong  legal  protection  of  intellectual  property 
rights  and  sophisticated  business 
infrastructure  that  is  second  to  none  in  the 
world. 


■ 

Paul  Misener 

VP  for  Global  Public  Policy, 
Amazon.com 

Help  is  at  hand 

Hiroshi  Tsukamoto,  president  of  JETRO, 
explained  that  his  organization  has  helped 
124  U.S.  companies  set  up  a  business  in 
Japan  in  the  past  three  years.  JETRO 
provides  various  services  to  foreign 
companies  exploring  the  Japanese  market, 
including  free  short  term  office  space  and 
introductions  to  key  local  businesses.  "Our 
overseas  offices  work  with  companies  looking 
for  growth  opportunities  in  the  Japanese 
market,"  he  said. 


■> 4 

I 

Hajime  Furuta 

Governor, 
Gifu  Prefecture 

Hiroshi  Tsukamoto 

President, 

JETRO 


Many  local  governments  in  Japan  are  also 
devoting  considerable  resources  to  attracting 
foreign  investment.  Hajime  Furuta,  governor 
of  the  Gifu  prefecture,  leads  the  Greater 
Nagoya  Initiative  mission  to  the  U.S.  It 
provides  'one-stop'  services  to  overseas 
corporations  interested  in  starting  or 
expanding  business  into  Greater  Nagoya. 
"Our  region  stands  at  the  head  of  Japan's 
world-ieading  industries,"  he  told  the 
audience,  "in  automobiles,  machine  tools, 
electronics  and  new  materials." 

Finding  creative  partners 

Ambassador  Michael  W.  Michalak,  of  the 
Bureau  of  East  Asian  and  Pacific  Affairs  at  the 
State  Department  is  the  U.S.  senior  official  to 
Asia-Pacific  Economic  Cooperation.  He 
pointed  out,  "even  if  government  provides 
certain  initiatives  to  investors,  the  real  work  of 
fostering  innovation  and  economic  growth  is 
done  by  private  sector,"  he  told  event 
attendees.  "By  finding  equally  creative 
partners  in  Japan,  we 
hope  that  you  can 
combine  cutting-edge 
technology  and  good 
financial  management 
to  keep  both  of  our 
economies  moving 
forward." 


Michael  W.  Michalak 

U.S.  Senior  Official  to  APEC. 

Bureau  of  East  Asian  and  Pacific  Affairs 


The  final  payoff  of  investing  in  Japan,  said  Mr. 
Dickinson,  is  that  its  high  technology  levels 
"tend  to  elevate  your  own  standards,  and 
better  prepare  you  for  the  world  market.  When 
the  bar  is  raised,  you  raise  your  performance  - 
like  the  line  from  the  popular  song:  'If  you  can 
make  it  here,  you  can  make  it  anywhere.' " 


f   M,n,s,c,  of  Economy.  JETRQ  INVEST  1APAN 

Tl     Trade  and  IndUStrV  'J°P,an  E*'«mal  Trad« [Organization)  rVfl  Joponew  government-related I  organisation  I 

'  that  promotii  trade  and  investment  between  Japan  and  the  reit  or  the  world  y 
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Long-Term  Vision  Adds  Essential  Flavor 
For  Cooking  Up  Long-Term  Growth 


YUZABURO  MOGI 

Chairman  and  CEO 
Kikkoman  Corporation 

Eisenhower  was  in  the  White  House;  the  Soviet 
Union  launched  Sputnik;  Ford  unveiled  the  Edsel; 
and  Elvis  starred  in  Jailbouse  Rock.  The  year  was 
1957.  That  year,  a  gutsy  Japanese  food  company 
ventured  across  the  Pacific  in  an  attempt  to  cap- 
ture American  taste  buds. 

"After  the  war,  many  Americans  —  businesspeople,  journal- 
ists, scholars,  military  staff  and  others  —  lived  in  Japan,"  explains 
Chairman  and  CEO  Yuzaburo  Mogi,  a  descendant  of  the  family 
that  founded  Kikkoman  Corporation,  a  diversified  food  manu- 
facturer and  the  world's  largest  producer  of  shoyu  (soy  sauce). 
"They  discovered  soy  sauce  and  used  it  on  their  own  food.  We 
saw  that  and  believed  there  was  a  market  for  us  in  America." 

So  in  1957,  Kikkoman  set  up  a  fledgling  sales  and  market- 
ing company  in  San  Francisco.  With  the  war  not  far  in  the  past, 
it  was  a  challenging  time  to  set  up  a  Japanese  business  in  the 
States.  But  with  over  300  years  of  experience  at  home,  Kikko- 
man was  ready  to  look  abroad,  determined  to  find  success. 

Soon  after  the  U.S.  office  opened,  Mogi  went  to  Columbia 
University  to  study  business,  and  in  1961  he  became  the  first 


Japanese  to  acquire  an  M.B.A.  from  the  institution.  During  h 
summer  breaks,  he  showcased  Kikkoman's  distinct  flavor  befor 
American  housewives  in  supermarkets.  He  remembers  those  da> 
fondly:  "They  liked  the  taste  of  soy  sauce,  and  they  liked  the  arom 
it  gives  when  you  cook  with  it.  I  knew  we  had  potential  to  grow 

Nevertheless,  the  company's  U.S.  operations  grew  slow 
for  more  than  a  decade,  this  overseas  venture  could  not  cor 
tribute  to  Kikkoman's  bottom  line.  Then  came  what  Moj 
recalls  as  his  "priceless  experience"  —  perhaps  his  truest  te 
in  the  American  school  of  hard  knocks. 

"American  housewives  liked  the  taste  of 
soy  sauce,  and  they  liked  the  aroma  when  you 
cook  with  it.  I  knew  we  had  potential  to  grow." 

In  1973,  Kikkoman  opened  its  first  U.S.  factory  and  starte 
shipping  products.  The  firm  chose  southern  Wisconsin,  boi 
for  its  central  location  and  for  its  proximity  to  raw  materia 
such  as  soybeans  and  wheat.  "Some  of  the  local  farmers  did 
understand  what  we  were  trying  to  do,"  Mogi  recalls,  "ar 
we  had  a  real  challenge  trying  to  convince  them.  Ultimate! 
they  realized  we  were  not  a  threat  and  we  planned  to  hi 
local  labor,  and  then  they  welcomed  us.  We  have  been  ve 
happy  with  our  decision  to  locate  in  Wisconsin,  and  ev< 
today  it  is  still  our  biggest  overseas  plant."  For  many  reasor 
business  improved  in  the  1970s,  and  after  the  opening  of  t 
Wisconsin  plant,  "things  began  to  take  off  and  the  investme 
finally  paid  off,"  Mogi  says. 

Today,  roughly  50%  of  Kikkoman  Group's  operating  profit 
realized  overseas,  and  of  that  figure,  the  U.S.  makes  up  abo 
80%.  Moreover,  "even  with  the  huge  volumes  we  are  selling 
the  U.S.  today,  we  foresee  sales  continuing  to  grow  at  5%  p 
annum  for  many  years  to  come,"  the  chairman  says  confident 

Following  the  same  strategy  that  succeeded  so  well  in  the  Stat 
Kikkoman  built  a  local  plant  in  the  Netherlands  ten  years  ago  a 
has  been  rewarded  with  double-digit  growth  in  Europe.  As  usu 
Mogi's  vision  is  farsighted:  "For  the  next  ten  years,  Europe  shot 
produce  our  highest  growth  rate.  Then,  in  the  following  decai 
say  2015  to  2025,  we  hope  to  see  the  Asian  markets  replicate  t 
kind  of  growth.  We  already  have  plants  in  Singapore,  Taiwan  a 
China,  and  we  see  great  potential  in  the  region." 

At  71,  Mogi,  like  his  company,  shows  no  signs  of  slowi 
down.  Smart,  sophisticated  and  articulate  in  two  languag 
he  is  a  model  of  the  kind  of  global  thinker  with  a  long-te 
perspective  who  can  lead  a  company  to  a  century  of  succe  Bti 


A  descendant  of  the  family  that  started  what  is  likely  Japan  s  oldest  continuously  operating  business,  Yuzaburo  Mogi  joined  Kikkoman  in 
1958.  Even  before  rising  to  the  presidency  in  1995,  he  worked  to  revitalize  and  further  internationalize  the  company.  In  2004,  he  was 
named  chairman  and  CEO.  A  global  thinker,  the  fully  bilingual  Mogi  holds  an  M.B.A.  from  Columbia  University. 

www.  kikkoman.  cot 
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Perfecting  Innovation 


Honoring  a  pledge  he  made  shortly  after  becom- 
ing president  in  June  2005  that  his  firm  would 
go  on  the  offensive,  Atsutoshi  Nishida,  president 
and  CEO  of  Toshiba  Corporation,  is  imple- 
menting a  stunning  succession  of  large-scale 
ivestment  projects  worth  a  combined  ¥3.3  trillion  ($28.6  billion) 
n  the  next  three  years.  They  include  the  acquisition  of 
vestinghouse  Electric  Co.,  the  global  leader  in  nuclear  power 
ystems,  consummated  last  October;  the  start  of  construction 
if  cutting-edge  production  facilities  for  NAND  flash  memory 
hips  —  a  key  semiconductor  device  for  digital  consumer  pred- 
icts —  in  Yokkaichi,  western  Japan;  and  a  ¥1.3  trillion  ($11.3 
lillion)  expenditure  for  research  and  development. 

The  gargantuan  investments  do  not  faze  the  confident 
Nishida,  62.  He  feels  sure  that  the  risks  of  these  proactive 
rieasures  have  been  thoroughly  scrutinized  and  asserts  that 
laring  investments  alone  cannot  secure  a  corporation's  sur- 
ival,  declaring:  "Any  business  leader  in  this  era  of  digitiza- 
ion,  globalization  and  Internet  connectivity  must  make 
peedy  and  timely  decisions  to  secure  sustainable  growth  and 
naximum  profits,  while  making  absolutely  sure  the  risks  he 
akes  are  by  no  means  reckless.  In  today's  fast-moving  world, 
aking  no  risks  is  actually  the  biggest  risk. 

"In  this  age  of  digitization,"  Nishida  continues,  "manufactur- 
ig  commodities  has  become  so  standardized  anyone  can  make 
hem  easily.  If  there  are  parts  he  cannot  make,  he  simply  buys 
hem  from  someone  else.  Unfortunately,  today's  de-commoditized 
iroducts  turn  quickly  into  commodities  tomorrow.  It's  a  tough 
eality  for  advanced  economies  like  the  U.S.  and  Japan  to  face." 

"In  today's  fast-moving  world, 
taking  no  risks  is  actually  the  biggest  risk." 

A  staunch  advocate  of  the  values  of  innovation,  Nishida 
itroduced  the  "i-Cube"  initiative  at  Toshiba  —  cross-functional 
>r  sometimes  cross-organizational  innovations  in  development, 
iroduction  and  marketing  to  achieve  multiplier  effects.  Specif- 
:ally,  he  is  implementing  two  types  of  innovations  throughout 
x>shiba's  network  of  companies  manned  by  over  180,000 
mployees:  "process  innovation"  to  strengthen  the  competitive- 
less  of  commodities,  and  "value  innovation"  to  differentiate 
nd  de-commoditize  products  for  maximum  profits. 

Nishida  last  fall  announced  the  new  corporate  tag  line  — 
TOSHIBA  Leading  Innovation"  —  along  with  a  new  brand 
tatement  summing  up  his  firm's  basic  policy  involving  tech- 
idogy,  communities  and  the  environment.  He  regards  inno- 
ation  as  indispensable  for  winning  global  competition  and 


ATSUTOSHI  NISHIDA 

President  and  CEO 
Toshiba  Corporation 

surviving  the  fierce  price  wars  waged  by  manufacturers  in 
China,  South  Korea,  Taiwan  and  other  areas. 

Leading  Japanese  manufacturers,  he  believes,  are  still  ahead 
of  their  aggressive  counterparts  in  Asia's  fast-growing 
economies  in  terms  of  cutting-edge  technologies.  He  stresses 
that  Toshiba  is  committed  to  developing  them  further  while 
accelerating  process  and  value  innovations  to  generate  max- 
imum profits  "for  our  own  survival  and  future  expansion. 
After  all,  a  leading  corporation  like  us  has  an  obligation  to 
help  expand  the  economy  by  constantly  creating  new 
demands  for  diversified  goods  and  services." 

Nishida  says  Toshiba,  proud  of  its  131-year  heritage  lined 
with  cutting-edge  technologies,  is  exploring  ways  to  system- 
atize innovation.  "Major  technological  breakthroughs  are  reg- 
ularly achieved  by  Toshiba  as  we  tackle  a  variety  of  projects 
in  varied  fields,"  Nishida  observes.  "And,  under  closer  scrutiny, 
we  sometimes  find  tremendous  similarities  in  the  processes  or 
methodologies  used  to  overcome  tough  challenges  faced  in 
seemingly  unrelated  operations  —  for  instance,  nuclear  energy 
and  color  television.  I  consider  it  vital  for  us  to  systematize 
innovations  thus  achieved,  to  share  the  knowledge  and 
expertise  as  well  as  valuable  insight  across  the  company  to 
encourage  further  innovations.  By  compiling  a  'textbook'  on 
the  practical  application  of  this  long-harnessed  expertise,  we 
want  to  establish  'The  Toshiba  way  of  innovation.'" 


^  I  With  a  bachelor's  degree  in  philosophy  from  Waseda  University  and  a  master's  degree  in  political  science  from  the  University  of  Tokyo, 
■»>  -  Atsutoshi  Nishida  envisaged  a  career  in  academia.  Even  more  unusual  for  a  CEO  of  a  Japanese  blue-chip  company  is  that  he  joined 
v  4  Toshiba  at  an  overseas  subsidiary.  No  stranger  to  the  international  scene,  he  spent  many  years  in  executive  positions  in  Europe  and 
America  before  returning  to  Japan,  where  he  was  named  president  and  CEO  of  Toshiba  in  June  2005. 

www.  toshiba.  co.jp/worldwide/ 
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Discover  the  summit  with  Mizuho 

-  One  of  the  largest  financial  institutions  in  the  world  - 

•  Partner  to  70%  of  Japan's  listed  corporations 

•  Partner  to  over  250  of  the  Fortune  1000®  companies  in  the  U.S. 

•  Number  one  in  the  Asian  syndicated  loan  market  2002-2005 

•  A  market  leader  in  the  European  LBO  and  CLO  markets 

•  A  global  top  ten  arranger  and  provider  of  project  finance 

•  A  leader  in  public  and  corporate  bond  related  banking  business  in  Japan 

•  Top  Japanese  arranger  of  global  Export  Credit  Agency  finance 

Solution-providing  capabilities  that  give  you  the  advantage  -  deal  after  deal. 


MIZIHO 

Mizuho  Corporate  Bank 


http://www.mizuhocbk.co.jp/english 


A  Member  of  the  Mizuho  Financial  Group 
Mizuho  Financial  Group,  Inc.  is  a  NYSE  listed  corporation 

i  Channel  to  Discove 

FORTUNE  1000  is  a  registered  trademark  of  FORTUNE  Magazine,  a  division  ot  Time 
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Undaunted  in  the  Face  of  Challenge 


Mild-mannered  and  soft-spoken,  Shosuke 
Mori  is  a  gentleman  in  the  true  Confucian 
mold.  And  not  surprisingly  so,  given  his 
fondness  for  reading  the  ancient  Chinese 
sage's  aphorisms  of  worldly  wisdom.  Yet 
here  are  occasions  when  Mori  reveals  an  altogether  different 
ide  of  his  character.  "When  I  get  caught  up  in  a  game  of 
bogi  (Japanese  chess),  I  get  very  aggressive,"  he  confides  with 
dollop  of  embarrassment  —  and  a  twinkle  in  his  eye. 
The  secret  behind  Mori's  superman-like  transformation  is 
is  skill  as  a  strategist.  Today,  as  president  and  director  of  The 
kansai  Electric  Power  Co.,  Inc.,  Mori  is  applying  his  peerless 
actical  powers  to  running  the  No.  1  power  provider  in 
kansai  —  the  dynamic  region  home  to  the  vibrant  conurba- 
ion  encompassing  Osaka,  Kobe  and  Kyoto  —  a  region 
kansai  EP  vigorously  promotes  to  both  domestic  and  foreign 
nterprises  as  an  opportunity-filled  place.  To  understand  the 
hallenges  Kansai  EP  and  Mori  face  in  serving  the  energy 
eeds  of  this  region's  customer  base,  consider  the  fact  that 
kansai  has  power  needs  equivalent  to  those  of  all  of  Sweden. 
Kansai  EP's  challenges  are  basically  threefold,  the  first  proving 
erhaps  the  most  challenging:  the  achievement  of  energy  securi- 
i.  Japan,  for  lack  of  its  own  energy  assets,  is  compelled  to  import 
o  less  than  96%  of  the  energy  resources  it  requires.  Tradition- 
lly,  reliance  on  imports  focused  heavily  on  oil,  as  illustrated  by 
le  fact  that  around  the  time  of  the  oil  crises  of  the  1970s  the 
ation's  oil  dependency  was  near  80%.  Now  that  figure  has  been 
iduced  to  about  50%,  thanks  to  initiatives  at  Kansai  EP  and 
ther  power  providers  to  optimize  energy  options.  "At  Kansai 
P,"  Mori  explains,  "we  strategically  aim  for  the  optimum  energy 
lix,  with  nuclear  power  at  the  core,  complemented  by  fossil 
aels,  liquefied  natural  gas  (LNG),  hydropower  and,  importantly, 
ew  renewable  energies  such  as  wind  and  solar  power."  Notably, 
kansai  EP  is  a  pioneer  and  leader  in  the  development  and 
romotion  of  nuclear  power  facilities,  which  offer  salient  advan- 
iges  in  terms  of  environmental  friendliness  because  they  emit 
o  C02.  Today,  nuclear  plants  deliver  roughly  half  the  power  the 
ampany  supplies  to  its  customers. 

"At  Kansai  EP,  we  strategically  aim 
for  the  optimum  energy  mix." 

The  second  challenge  is  to  enhance  energy  efficiency  and  to 
lake  the  best  use  of  available  resources.  "One  way  we're  pur- 
ling higher  efficiency  in  the  generation  process,"  Mori  says,  "is 
irough  the  adoption  of  innovative  combined-cycle  generators, 
t  our  Sakaiko  power  station,  for  example,  we're  currently 


SHOSUKE  MORI 

President  and  Director 

The  Kansai  Electric  Power  Co.,  Inc. 

moving  toward  refurbishing  with  a  system  that  will  operate  on 
LNG,  a  configuration  expected  to  enable  a  40%  increase  in  the 
volume  of  electricity  generated  from  the  same  amount  of  fuel." 
LNG  is  also  being  promoted  along  with  the  company's  overall 
business  strategy.  Meanwhile,  in  its  pursuit  of  more  efficient 
energy  usage  by  its  customers,  Kansai  EP  vigorously  encourages 
the  widespread  adoption  of  equipment  such  as  "Eco  Cute,"  an 
electric  heat-pump  water  heater  that  reduces  energy  consump- 
tion by  two-thirds,  to  name  but  one  of  many  examples. 

Finally,  Kansai  EP's  third  challenge  is  to  address  global  envi- 
ronmental issues  by  pursuing  the  development  and  adoption 
of  new  types  of  energy,  including  wind  and  solar  power  and 
biomass  fuels.  As  an  example  of  the  latter  initiative,  Mori  cites 
a  project  under  way  at  his  company's  coal-fired  Maizuru 
power  station:  "We're  currently  working  toward  the  launch 
in  fiscal  2008  of  what  will  be  one  of  Japan's  largest  biomass- 
and-coal-fired  generating  plants." 

To  win  against  this  formidable  triad  of  challenges  just 
described,  Kansai  EP  is  applying  the  full  complement  of  its 
Group  resources.  With  the  strategic  skills  of  Shosuke  Mori 
topping  that  list,  the  company  is  clearly  on  track  to  triumph. 


Shosuke  Mori  joined  Kansai  EP  in  1963  after  graduating  from  Kyoto  University's  Faculty  of  Engineering  with  a  degree  in  electrical 
engineering.  He  rose  steadily  through  the  ranks  to  become  president  and  director  in  2005. 

www.  kepco.  co.jp/english/index.  html 
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Mobile  Phones  as  a  Lifestyle  Platform 


MASAO  NAKAMURA 

President  and  CEO 
NTT  DoCoMo,  Inc. 

Having  brought  the  mobile  phone  revolution  to 
Japan  in  1993  with  the  launch  of  digital  cellu- 
lar services,  NTT  DoCoMo,  Inc.,  again  revo- 
lutionized the  market  in  1999  with  the  intro- 
duction of  i-mode,  its  mobile  Internet 
platform.  Constantly  unveiling  a  dazzling  array  of  new  func- 
tions and  services,  it  has  driven  phenomenal  growth  in  the 
market  while  remaining  the  dominant  player  with  a  market 
share  consistently  greater  than  55%. 

Now  President  and  CEO  Masao  Nakamura  tells  us  there  is 
another  evolution  in  the  works.  "We  are  transforming  the  mobile 
phone  into  a  lifestyle  infrastructure  tool  that  people  will  use  to 
perform  many  of  the  essential  tasks  of  their  daily  lives,"  he  says. 

The  technology  that  hardwires  the  mobile  phone  to  our 
daily  lives  is  a  contactless  IC  chip  called  FeliCa.  In  Japan,  as 
of  the  end  of  October  2006,  FeliCa-enabled  mobile  phones 
were  already  used  by  16  million  people,  serving  as  e-wallets, 
transit  tickets  or  even  door  keys  for  condominiums  —  with 
many  other  functions  in  the  pipeline. 

"We  realize  higher  security  will  be  a  key  issue  in  the  devel- 
opment of  these  personal  information-based  services,"  Naka- 
mura assures  us.  "We  already  have  biometric  authentication 
such  as  face,  voice  and  fingerprint  recognition  on  the  market; 
lost  or  stolen  mobile  phones  can  be  locked  off  remotely  to 
prevent  unauthorized  access  by  calling  a  24-hour  service. 


We  also  are  exploring  storing  critical  information  on  a  secure 
network  rather  than  on  handsets,  and  have  started  a  network 
storage  service  for  personal  telephone  directories." 

Will  evolution  translate  into  growth?  Nakamura  is  con 
vinced  it  will,  but  states  that  he  is  pushing  for  growth  or 
many  fronts.  With  93  million  mobile  phone  subscribers  ii 
Japan,  the  personal  mobile  phone  market  may  have  matured 
but  the  corporate  market  still  has  room  for  growth.  Mam 
companies  preferred  to  stick  with  landlines  during  the  pro 
longed  economic  recession,  but  more  are  issuing  mobih 
phones  to  their  employees  now  that  business  is  looking  up. 

"We  are  transforming  the  mobile  phone  into  a  lifestyle 
infrastructure  tool  that  people  will  use  to  perform 
many  of  the  essential  tasks  of  their  daily  lives." 

Data  communications  represent  another  major  growth  are; 
because  most  users  limit  themselves  to  e-mail  and  don't  explorl 
other  services.  A  recently  introduced  push  delivery  service  callei 
i-channel  reveals  the  huge  potential  of  the  market.  "In  just  onj 
year,  the  service  has  acquired  6  million  subscribers  and  has  thj 
potential  to  annually  earn  something  around  ¥30  billion  ($26  [ 
million)  in  the  next  year,"  Nakamura  confides. 

The  spread  of  the  mobile  format  to  closely  related  marked 
such  as  e-payments  and  e-commerce,  Internet  businesses  an 
broadcasting,  also  represents  huge  potential  for  growth.  NT| 
DoCoMo's  recent  move  into  the  e-payment  and  credit  card  bus  I 
ness  is  a  good  example  of  how  the  company  is  taking  advantag| 
of  the  synergies  of  related  businesses  with  similar  busines 
models.  Notably,  Nakamura  sees  opportunity  to  grow  its  shall 
in  the  ¥57  trillion  ($494  billion)  small  payments  market  of  Japail 

In  overseas  markets,  Nakamura  has  three  main  objective 
To  promote  expansion,  he  wants  to  achieve  volume  procunl 
ment  of  i-mode-enabled  handsets  with  dual  WCDMA  anl 
GSM  capability.  To  that  end,  Nakamura  has  been  forminl 
alliances  with  overseas  operators,  first  in  Europe  and  moil 
recently  in  Asia.  Currently,  12  licensed  operators  in  15  couil 
tries  outside  Japan  provide  i-mode  services  to  over  6  millic| 
subscribers,  and  four  operators  are  preparing  to  launch  it 
nine  other  countries.  He  also  has  his  eye  on  internation  I 
roaming  services,  including  voice,  data  and  video.  Finalll 
peripheral  businesses,  such  as  fleet  management  and  Gl| 
locator  systems,  are  being  successfully  marketed  overseas. 

With  technological  advances  constantly  opening  up  nel 
opportunities  to  strengthen  core  businesses  and  enter  nel 
ones,  Nakamura  believes  NTT  DoCoMo  is  entering  a  ne| 
period  of  growth. 


After  graduating  from  the  University  of  Tokyo,  Masao  Nakamura  rose  through  several  executive  positions  with  NTT,  Japan's  leading  tele- 
phone company,  and  then  moved  to  its  cellular  offshoot,  NTT  DoCoMo.  After  heading  efforts  in  finance,  marketing  and  total  service  develop  \ 
ment,  he  assumed  the  post  of  president  and  CEO  in  June  2004.  In  his  limited  spare  time,  Nakamura  remains  an  avid  outdoorsman,  enjoy- 
ing fishing  and  golf. 

www.  nttdocomo.  con  \ 


In  a  sustainable  society,  everybody  benefits. 


This  photo  is  one  of  the  roughly  35.000  taken  by  Asahi  Shimbun  photographer  Tsuyoshi  Takeda  during  the  16-month  South  Pole  Project  from  November  2003  to  March  2005. 

Canon  supported  the  newspaper's  coverage  of  the  expedition  through  the  provision  of  digital  cameras  and  other  imaging  equipment 


All  around  the  world,  Canon  works  to  slash  CO2  emissions  at  every  stage  of  the  product  lifecycle. 


A/hat  does  it  take  for  a  company  to  double  its  resource  efficiency? 
3anon  knows.  Through  our  Maximization  of  Resource  Efficiency 
Dolicy,  we  are  aiming  to  accomplish  that  goal  by  2010, 
as  compared  to  2000.  We  measure  our  progress  numerically 
Dy  Factor  2,  an  indicator  that  calls  for  increasing  by  a  factor  of  2.0 
he  ratio  of  net  sales  to  CO2  emissions  from  the  entire 
product  lifecycle.  Canon  focuses  on  energy  efficiency,  resource 
conservation  and  the  elimination  of  hazardous  substances.  We  are 
vorking  without  compromise  for  a  sustainable  society  so  everyone, 
)n  all  seven  continents,  benefits.  |  www.canon.com/environment/ 
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For  a  prosperous  world 
and  sustainable  society 


Canon 


)  2006  Canon  Inc 


Japan  Special  Advertising  Section  Jan.  2007 


Becoming  Indispensable  to  Society 
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TERUO  KISE 

President 
TOTO  Ltd. 

Visitors  to  Japan  are  surprised  at  the  heated  toilet 
seats  with  warm-water  bidet  functions,  but  their 
manufacturer  —  which  turns  90  in  May  —  aims 
to  expand  its  sales  overseas,  especially  to  the 
United  States. 

TOTO  Ltd.,  founded  May  1917  in  Kita-Kyushu  City  in 
southern  Japan,  is  renowned  as  Japan's  largest  manufacturer  of 
plumbing-related  equipment,  including  toilets,  kitchen  and  bath- 
room basins,  and  "Washlet"  units.  It  has  sold  over  20  million 
Washlets  since  1980,  and  claims  that  60%  of  Japanese  homes 
are  now  equipped  with  them.  As  Japan's  quintessential  provider 
of  quality  residential  and  commercial  plumbing-related  environ- 
ments, TOTO  enjoyed  consolidated  total  net  sales  of  ¥494.8 
billion  ($4.3  billion)  for  the  last  fiscal  year,  but  only  about  10% 
of  that  represented  overseas  operations,  encompassing  14  nations. 

Teruo  Kise,  56,  president  since  2003,  divides  his  firm's  his- 
tory into  three  30-year  eras,  and  declares  TOTO's  fourth 
phase  of  operations  "calls  for  decisive  moves."  He  sees  TOTO 
expanding  overseas  while  refining  its  remodeling  operations 
—  the  mainstay  of  his  firm's  domestic  business  accounting  for 
over  50%  of  its  total  sales.  Kise  wants  to  see  overseas  sales 


increase  to  "20%  in  the  next  ten  years,"  heavily  in  the  U.S. 
market,  where  he  sees  plenty  of  room  for  growth. 

The  company  has  in  its  DNA  a  spirit  of  challenge  to  open 
up  new  markets.  Its  founder,  Kazuchika  Okura,  was  a  busi- 
nessman who  manufactured  Japan's  first  flush  toilets  in  what 
then  was  an  underdeveloped  island  nation  with  no  sewage 
systems.  "He  was  driven  by  a  burning  desire  to  improve  the 
quality  of  life  in  Japan,  a  country  which  had  just  beer 
exposed  to  the  modern  world,"  Kise  explains. 

"We  should  constantly  endeavor  to 
exceed  customers'  expectations." 

Kise  is  optimistic  that  the  Washlet  will  eventually  become  as 
popular  as  sushi,  which  also  took  years  to  establish  a  major  U.S 
market:  "An  innovative  new  product  like  this  is  necessarily 
affected  by  how  overseas  markets  perceive  Japanese  culture 

Popularizing  the  necessity-turned  products  was  a  time 
consuming  affair  in  Japan,  points  out  Kise,  as  Japanese 
customers  only  gradually  became  convinced  that  the  Washlet 
improved  their  lifestyle  significantly.  Kise  happily  notes  tha 
just  a  few  years  after  it  entered  the  China  market,  the  Washlet 
"now  constitutes  a  status  symbol  among  China's  new  ric 
people,  many  of  whom  have  visited  Japan  and  got  a  feel  fo 
the  Japanese  'Water  Closet'  culture." 

An  admirer  of  founder  Okura  for  "his  vision  to  contribute 
to  his  country's  development  by  helping  raise  its  lifestyle, 
Kise  commits  himself  to  living  up  to  his  legacy  to  maintair 
"continuity,"  adding:  "I  believe  an  innovative  zeal  to  heir 
improve  people's  lifestyle  is  the  DNA  that  runs  througl 
TOTO's  corporate  blood.  And  one  sure  way  to  maintain  it 
by  promoting  dialogue  with  customers  so  we  can  develof 
new  products  and  services  from  the  customers'  standpoint. 

To  this  end,  TOTO  has  developed  a  "Universal  Desig 
Center"  within  its  R&D  department,  plus  over  100  show 
rooms  across  Japan  with  well-trained  researchers  and  con 
sultants  assigned  to  monitor  and  advise  consumers.  "W 
should  constantly  endeavor  to  exceed  customers'  expectation 
and  touch  their  hearts,"  stresses  Kise.  "Only  that  way  can  w 
become  a  corporation  indispensable  to  society." 

TOTO  is  currently  eyeing  an  estimated  7  million  better-ol 
customers  —  baby  boomers  who  will  be  retiring  between  200 
and  2009  with  a  total  of  some  ¥30  trillion  ($260.3  billion 
retirement  funds.  "They  may  not  wish  to  build  new  homes,  bi 
will  likely  wish  to  live  in  greater  comfort  when  spending  mo; 
of  their  time  at  home.  We  are  encouraging  them  to  let  u 
improve  their  plumbing-related  environments  in  which  we  ca 
offer  expertise:  lavatory,  bathroom  and  kitchen." 


Teruo  Kise  was  bom  in  1947  and  joined  TOTO  in  1970  after  graduating  from  Kyoto  University.  At  TOTO,  he  was  much  exposed  to  his 
clients  for  most  of  his  career  through  the  sales  and  marketing  departments.  Having  joined  the  company's  board  in  1996,  he  became 
president  in  2003.  A  hyperactive  boy  in  his  childhood,  he  grew  to  love  golfing,  but  complains  there  is  not  much  time  for  play. 

www.  toto.  co.jp/en/index.  htm 
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THE  LOOK  AND  SOUND  OF  PERFEC 


Learn  more  about  Toshiba's  HD  DVD  players  al  :  www. tosh 

rID  DVD  with  high  definition  content  required  lor  HD  oulpui.  Viewing 
display  device.  Because  HD  DVD  is  a  new  formal  1  hat  makes  use  of  the 
experience  compatibility  problems,  please  contacl  Toshiba  customer  scr 
may  also  require  an  always-on  broadband  internet  connection.  Some  t'catu 


Leading  Innovation  »> 


The  four  corners  of  the  world. 

Working  in  sync.  Your  company  has  great  thinkers  all  over  the  globe.  But  how  do  you  tap  into  that 
knowledge  and  get  them  to  collaborate  more  effectively  behind  a  shared  vision?  A  customized  document 
management  solution  from  Ricoh  can  help.  Our  seamless  global  network  enables  us  to  assess,  design  and 
implement  equipment  and  systems,  as  well  as  provide  ongoing  management  and  support  to  optimize 
your  document  workflow.  So  your  entire  enterprise,  no  matter  how  far-reaching,  can  be  on  the  same  page. 

Create,  share  and  think  as  one. 


To  learn  more  about  Ricoh,  go  to  ricoh.com/thinkasone 


RICOH! 


Japan  Special  Advertising  Section  Jan.  2007 


<eeping  on  an  Even  Keel 


C  A  decade  or  so  ago,  many  people  predicted  the 
downfall  of  Japanese  Sogo-sbosba  (general  trad- 
ing  companies),  saying  they  had  become  too  big 
i  »  and  shallow  and  would  not  be  able  to  weather 
L.  JL.  the  storms  of  the  turbulent  economy.  At 
T)CHU,  however,  we  have  been  able  to  use  our  150  years 
:  top-class  information  gathering  and  usage  to  reinvigorate 
jrselves  and  remain  at  the  forefront  of  global  trading,"  says 
zo  Kobayashi,  president  and  CEO  of  ITOCHU  Corpora- 
i>n.  Continuing  his  nautical  metaphor,  Kobayashi  adds,  "We 
e  now  one  of  the  most  seaworthy  vessels  in  the  world  of 
ading  and  capable  of  both  fair-  and  foul-weather  sailing." 
The  key  to  ITOCHU's  recent  success,  as  reflected  in  the 
5.3%  increase  in  profits  in  the  first  half  of  the  year  over 
e  same  period  of  the  previous  year,  has  been  balance  and 
versity.  Kobayashi  believes  that  some  trading  companies 
main  heavily  dependent  on  energy  and  natural  resources, 
creasing  their  exposure  to  the  volatile  oil  market.  Says 
obayashi,  "At  ITOCHU,  energy  and  natural  resources 
xount  for  around  one-third  of  our  revenue,  which  is 
ell  balanced  with  another  third  from  consumer  goods  and 
tail  and  the  final  third  from  other  businesses  like  IT  and 
nancial  services." 

Indeed,  natural  resources  play  an  important  role  in 
OCHU's  activities.  In  fact,  the  Azerbaijan  oil  field,  in  which 
e  company  invested  with  Shell,  came  online  in  February 
)05  with  production  expected  to  reach  1  million  barrels  per 
ly  (bpd)  during  the  course  of  2009.  The  company  is  also  a 
irtner  in  the  Baku-Tbilisi-Ceyhan  (BTC)  pipeline,  which 
:gan  piping  oil  in  June  2006. 

"We  are  now  capable  of  both 
fair-  and  foul-weather  sailing." 

ITOCHU  also  has  benefited  from  Japan's  domestic  recovery, 
irticularly  in  branded  goods,  foodstuffs  and  housing  and  hous- 
g  materials.  Kobayashi  says,  "Although  salaries  in  service 
dustries  have  increased  by  very  little  over  the  past  decade, 
ose  in  manufacturing  have  grown  steadily,  fueling  a  mini- 
)om  in  housing  and  foodstuffs.  And  even  during  the  recession, 
:mand  for  imported  brand-name  goods  remained  strong  and 
now  growing  further.  This  can  be  put  down  to  the  Japanese 
ve  of  the  expensive  and  the  exotic,  and  as  the  manager  of  over 
50  brands,  we  are  well  placed  to  benefit  from  this  trend." 
Another  strong  factor  in  ITOCHU's  future  growth  strategy 
its  IT  solutions  business,  which  Kobayashi  helped  to  build 
)  into  one  of  Japan's  leading  IT  solutions  providers.  It  was 


EIZ0  KOBAYASHI 

President  &  CEO 
ITOCHU  Corporation 

successfully  listed  in  December  1999,  and  recently  merged  with 
another  high-tech-oriented  subsidiary  to  form  Itochu  Techno 
Solutions  (known  under  its  corporate  code  of  "CTC,"  which 
stands  for  "Challenging  Tomorrow's  Changes")  in  October 
2006.  The  company  particularly  shows  strength  in  providing 
IT  support  for  financial  services. 

"Horizontal  Integration  through  cross-company  activity"  is 
ITOCHU's  buzz  phrase  for  helping  different  industries  share  in 
developments  that  previously  would  have  been  limited  to  one 
sector.  Kobayashi  explains,  "We  have  set  up  a  team  of  30  to 
ensure  that  all  our  departments  are  aware  of  developments 
in  other  departments  that  could  be  beneficial  for  them.  For 
example,  we  became  aware  of  a  new  textile  that,  of  course,  our 
textile  department  wanted  to  use  for  clothing;  but  thanks  to 
Horizontal  Integration,  that  material  is  also  now  being  sourced 
for  use  in  airplanes  and  satellites.  This  benefits  everyone." 

Thus,  ITOCHU  seems  indeed  to  be  sailing  on  an  even  keel, 
and  although  its  total  turnover  figure  has  declined  from  a  peak 
of  ¥20  trillion  15  years  ago  to  around  ¥10  trillion  last  year, 
gross  trading  profitability  has  strengthened  from  2.5%  to  7.5% 
over  the  same  period.  Says  Kobayashi,  "That  is  healthy,  and 
what  is  better,  turnover  is  also  increasing  once  again."  ■ 


Eizo  Kobayashi  joined  ITOCHU  (the  C.  Itoh  &  Co.,  Ltd.)  in  1972,  where  he  gained  invaluable  experience  working  in  Tokyo,  Hong  Kong  and 
Los  Angeles.  With  his  international  outlook  and  expertise  in  information  technology,  he  became  president  and  CEO  in  June  2004  at  the 
age  of  55.  Known  for  his  respect  for  interpersonal  relationships,  Kobayashi's  devotion  to  his  work  is  apparent  in  his  passion. 

www.itochu.co.jp 
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FAST  FOOD 


Want  a  Cause 
With  That? 

Burgerville  doesn't  just  sell  burgers:  It 
sells  good  works  By  Miriam  Gottfried 


TV  SPOTS  FOR  BURGERVILLE  USA 
once  featured  founder  George 
Propstra  using  a  frozen  ham- 
burger patty  as  a  hockey  puck. 
Are  quirky  ads  enough  to  distin- 
guish a  Northwest  burger  chain  (headquar- 
tered in  Vancouver,  Wash.)  from  the  national 
competition?  Evidendy  not.  Under  different 
management  Burgerville  has  discovered 
corporate  goodness  as  a  selling  point.  The 
pitch  is  sort  of  like  BP  saying  it  loves  solar 
jnergy,  but  laid  on  a  little  thicker. 

The  chain  is  now  headed  by  Tom  W. 
Mears,  Propstra's  son-in-law,  who  took  over 
is  chief  executive  in  1982.  (Propstra  died  in 
2004.)  When  Burgerville  started  losing 
sales  to  national  chains  in  the  1990s,  Mears 
ame  up  with  the  new  strategy.  "We  decided 


we  weren't  going  to  play  the  cheap- 
hamburger  game,"  says  Mears.  He  sells  ham- 
burgers with  a  soul. 

In  many  respects  Burgerville  resem- 
bles McDonalds  and  Wendy's.  At  $7,  the 
average  check  at  Burgerville  is  a  bit  higher 
than  at  the  competition  (more  like  $5); 
per-unit  sales  are,  at  $1.5  million,  a  bit 
lower.  But  all  39  Burgerville  restaurants 
are  company-owned;  the  competition  is 
largely  franchised.  Menu  items  at  Bur- 
gerville include  a  $5.19  wild  Coho  salmon 
and  Oregon  hazelnut  salad.  The  com- 
pany's kiddie  meals  often  include  seeds 
and  gardening  tools.  In  2003  Gourmet 
magazine  named  Burgerville  home  to  the 
nation's  freshest  fast  food. 

The  big  differences  are  in  what  you 


don't  see.  Mears  makes  a  point  of  getting 
his  ingredients  from  not  far  away.  The 
onions  for  its  onion  rings  come  from 
Walla  Walla,  Wash.;  most  of  its  antibiotic  - 
and  hormone-free  beef,  which  is  never 
frozen,  is  raised  in  Oregon;  many  turkeys 
are  plucked  at  Diestel  Family  Turkey 
Ranch  in  Sonora,  Calif;  the  cheese  on  the 
cheeseburger  is  from  Tillamook,  Ore. 

Moreover,  Mears  explains,  meat  and 
produce  come  from  "sustainable  agricul- 
ture." What,  exactly,  does  that  mean? 
There  are  no  genetically  modified  seeds  or 
livestock.  Cows  are  not  allowed  to  over- 
graze. Streams  are  fenced  off  to  prevent 
pollution  of  waterways. 

Being  a  good  citizen  is  ex- 
pensive. Burgerville  now  picks 
up  95%  of  the  health  insurance 
costs  for  385  hourly  employ- 
ees. That  adds  $1.5  million  to 
its  annual  compensation  bill.  It 
shuns  trans  fats,  and  Mears  has 
the  restaurants'  used  oil  con- 
verted into  biodiesel.  He  pays 
$200,000  a  year  extra  for  elec- 
tricity, because  his  electron 
currents  come  from  nearby 
windmills.  When  Burgerville 
stopped  offering  huckleberry 
milk  shakes  because  Mears 
decided  it  was  harvesting  too 
many  berries,  customers  were 
disappointed,  but  the  move  be- 
came a  marketing  play.  "At  first 
people  didn't  care  about  what 
was  local  and  sustain- 
able, but  now  the  public 
is  changing,"  says  Mears. 
Mears  knows  his 
public.  Half  of  his  restaurants  are  in 
Portland,  Ore.,  a  city  that  has  an  Office  of 
Sustainable  Development  and  solar-pow- 
ered parking  meters. 

What  does  all  this  earnestness  do  to 
the  bottom  line?  Mears  isn't  saying,  but 
Technomic,  a  restaurant  consultant  in 
Chicago,  leaked  us  some  estimates.  It  says 
Burgerville's  margin  is  probably  10%,  ver- 
sus McDonald's  15%.  But  remember  that 
a  large  fraction  of  McDonald's  revenue  is 
licensing  revenue,  while  Burgerville 
makes  its  money  flipping  one  burger  at  a 
time.  It  seems  there  is  real  money  in  good- 
guy  marketing.  F 


Chew  on  this: 
Burgerville's 
Tom  W.  Mears 
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Whitacre's 


AT&T's  Ed  Whitacre 
built  the  runt  of  the 
Baby  Bells  into  the 
largest  telecom 
company  in  the  world. 
His  hunger  for 
takeovers  is  unsated. 
By  Dennis  Kneale 


ON  4,000  SUN-BAKED  ACRES  OF  MESQUITE,  BLACKBRUSH  AND  CACTUS  60 
miles  south  of  San  Antonio,  Tex.,  AT&T  Chairman  Edward  E.  Whitacre  Jr. 
keeps  a  Texas-size  ranch  house,  five  man-made  ponds  stocked  with  hungry 
bass,  and  a  beaten-up  bulldozer  built  in  1955.  He  pilots  the  Caterpillar,  ancient, 
ugly  and  creaky,  to  clear  acres  of  thorny  thicket  and  scrub  brush.  "It  still  gets 
the  job  done,"  he  says  protectively. 

Whitacre  takes  a  similar  skinflint's  approach  as  the  new  AT&T  embarks 
on  a  digital  video  revolution.  In  an  audacious  bid  for  new  business  AT&T 
aims  to  sell  a  panoply  of  video  programming  to  customers  of  its  phone 
services.  It  is  building  an  all-Internet  network,  encompassing  40,000  miles 
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of  newly  laid  fiber-optic  lines— on  the  cheap. 

AT&T's  U.S.  archrival,  Verizon,  is  spending  $18  billion  in 
six  years  to  cover  18  million  homes  by  2010,  digging  up  trees 
and  tulips  to  lay  fiber  to  each  and  every  house.  AT&T  will 
expend  just  $4.6  billion  to  reach  19  million  homes  by  year-end 
2008,  lacing  fiber  into  neighborhoods  and  using  copper  phone 
lines,  already  laid,  to  carry  video  the  last  few  thousand  feet  to 
homes.  This  means  the  AT&T  network  won't  be  quite  as  fast  or 
quite  as  fancy— but  it  will  do.  It  will  get  the  job  done. 

A  telco  gone  Hollywood,  AT&T  has  signed  distribution 
deals  with  more  than  300  cable  channels.  It  has  won  approval 
to  offer  video  in  six  states  plus  ten  other  markets.  It  rolled  out  its 
new  video  service  in  hometown  San  Antonio  in  June  and,  in 
some  neighborhoods,  snagged  a  surprising  30%  of  homes; 
it  just  lit  it  up  in  Houston.  It  hopes  to  be  available  to  1.9  million 
homes  in  15  markets  as  the  new  year  unfolds.  Video  revenue, 
now  a  trickle  at  AT&T,  could  in  a  few  years  hit  $4  billion, 
including  $2  billion  in  ad  sales.  "There's  not  much  growth  in 
our  business  without  a  new  product,"  Whitacre  says.  "Video 
probably  is  that  product." 

AT&T's  video  ambitions  will  intensify  if  Whitacre  can  close 
the  latest  in  a  string  of  big  takeovers:  the  $80  billion  buyout  of 
BellSouth,  the  last  Bell  standing.  He  needs  only  the  blessing  of 
one  last  holdout,  the  FCC,  which  could  rule  within  weeks.  "It's  a 
big,  big  milestone,"  he  says,  vowing  to  push  broadband  services 
and  digital  video  "much  deeper  into  the  American  public." 

Since  becoming  chief  executive  in  1990,  Whitacre  has 
pulled  off  13  deals  with  a  combined  price  tag  of  $285  billion, 
including  assumed  debt  (if  the  BellSouth  deal  goes  through).  He 
started  this  buying  spree  as  chief  executive  of  the  former  South- 


western Bell,  the  unaccountably  proud  runt  of  the  seven  Baby 
Bells  spun  off  from  the  old  AT&T  monopoly  that  the  govern- 
ment busted  up  in  1984.  He  has  built  the  regional  utility  into 
the  renewed  and  renamed  AT&T  Inc.,  the  largest  telecom  com- 
pany in  the  world,  28%  bigger  (in  revenue)  than  second-place 
Nippon  Telegraph  &  Telephone. 

Suddenly  Wall  Street — harshly  negative  on  telecom  stocks 
since  the  markets  crashed  in  2000 — is  impressed.  AT&T's  stock 
is  up  44%  in  the  past  year.  Whitacre  says  it  should  be  up  even 
more.  "Shoot,  even  now  it's  way  behind.  It  oughta  be  up  200%!" 
he  says.  "This  is  a  stock  that  sells  way  higher  at  some  point." 

That  surge  and  other  strong  metrics — its  sales  grew  46%  and 
per-share  earnings  61%  in  12  months;  its  shares  more  than  dou- 
bled the  return  of  Verizon's — combine  to  make  AT&T  our  Com- 
pany of  the  Year  for  2006.  It  is  a  bit  of  sweet  vindication  for  Whitacre, 
who  was  pilloried  in  the  press  for  raking  in  $135  million  in  a  six- 
year  period  in  which  the  company's  stock  price  fell  48%. 

"You  beat  up  on  me  a  lot.  Everyone  did,"  Whitacre  says.  FORBES 
gave  his  board  a  grade  of  "D"  in  2003,  and  in  mid-2005  we  put 
him  on  a  "hit  list":  "Why  well-paid,  underperforming  execs  should 
be  worried."  (Five  of  the  seven  chief  executives  on  that  list  no  longer 
hold  their  jobs.)  He  still  smarts  from  a  piece  in  the  New  York  Times 
Magazine  that  ran  five  years  ago.  The  writer  said  Whitacre  exem- 
plified a  stock-options  system  "shot  through  with  hypocrisy"  and 
"gradual  corruption."  "You  know  him?"  Whitacre  asks.  "You  tell 
him  he's  a  sorry  bastard."  He  grins. 

The  new  AT&T,  with  BellSouth  in  hand,  will  possess  a  sweep 
and  scale  that  few  imagined  when  Whitacre  began.  It  will  serve 
90  million  accounts.  It  will  have  68  million  phone  lines  in  22  states, 
12  million  high-speed  Internet  access  users  and  59  million  cus- 


By  Tim  Doyle 

Building  a  new  fiber-optic  net- 
work was  only  a  starting  point 
for  the  new  AT&T.  To  deliver  on 
Ed  Whitacre's  video  dreams,  the 
company  has  gone  to  Hollywood, 
Madison  Avenue  and,  in  a  folksy 
campaign,  house  to  house. 

But  if  s  hard  being  the  New  Titan 
in  Tinseltown;  studios  instantly 
raised  their  prices.  AT&T  has 
signed  deals  with  300  channels. 
"No  question  they  look  down  at 
us,  and  no  question  they  made 
us  pay  for  the  lack  of  subscribers 
we  have,"  says  AT&T  entertain- 
ment chief,  Scott  Helbing. 

Cable  operators  typically  pay 
30%  of  subscriber  revenue  to 
the  channels  that  feed  the 
shows,  satellite  broadcasters 
40%.  Helbing  admits  AT&T  has 
paid  even  more  and  vows  that 
will  change.  "They  see  the  scale 


Whitacre  has  pulled  together 
here.  It's  hard  not  to  take  us 
seriously,"  he  says. 

Much  of  this  video  push  is 
retaliatory.  Comcast  and  other 
cablers  are  adding  phone  service 
to  the  video  they  deliver  over 
cable  TV  lines.  "Comcast  hasnt 
cut  it  loose  yet,  and  when  they 
do  ifs  going  to  hurt  very 
quickly,"  says  Jeff  G.  Weber,  a 
strategy  vice  president  at  AT&T. 

To  preempt,  AT&T  is  trying  a 
one-two  punch:  HomeZone  and 
U-verse.  In  November  it  fully 
launched  HomeZone,  a  stopgap 
service  combining  Dish  satellite 
and  Net  access  from  AT&T  and 
partner  Yahoo,  starting  at  $45  a 
month  and  available  in  80%  of 
AT&Ts  13-state  region.  Using 
Akimbo,  a  video-on-demand  firm 
that  has  partnered  with  AT&T, 


86      FORBES      JANUARY  8,  2007 


tomers  nationwide  for  Cingular  (soon  to  be  renamed  AT&T).  It 
will  employ  300,000  people  and  have  1.8  million  shareholders. 
It  will  be  one  of  the  nations  largest  property  owners,  with  2,300 
stores  and  a  fleet  of  35,000  trucks,  each  one  a  moving  billboard. 
This  rebuilt  juggernaut  will  have  annual  revenue  in  2007  near  $  1 1 0 
billion  and  net  income  of  $10  billion. 

Wall  Street  worries  that  ever  more  copper- wire  customers 
will  quit  and  switch  to  cellular,  with  its  expensive  transmission 
towers  and  subsidized  handsets.  That  may  be  overblown.  This 
year  the  new  AT&T  will  generate  enough  cash  flow  from  oper- 
ations (net  income  plus  depreciation)  to  spend  $16  billion  on 
gear  and  capital  projects,  pay  $5  billion  in  dividends  and  buy 
back  $7  billion  of  its  own  stock.  Whitacre  vows  that  earnings 
per  share  will  grow  10%  or  better  for  three  years  straight. 

That  will  require  Whitacre  to  mine  new  growth  from  all  he 
has  assembled — even  as  he  mulls  pursuing  one  last  big  deal  (see 
box,  p.  88).  He  is  65  and  has  16  months  left  on  his  contract  be- 
fore driving  his  half-ton  pickup  truck  off  into  the  sunset  on  his 
arid,  scrubby  ranch  in  southern  Texas.  His  likely  heir,  Chief  Op- 
erating Officer  Randall  Stephenson,  46,  is  in  place  (see  box,  p.  89). 

AT&T,  Verizon  and  the  cable  giants  thus  finally  are  deliver- 
ing on  a  vision  first  conjured  up  in  the  early  1990s,  when  cable 
and  telecom  were  bent  on  breaking  into  each  others  markets 
and  consumers  were  wooed  with  promises  of  500  channels.  "It 
was  an  idea  before  its  time  then,"  says  Whitacre. 

Now  its  time  has  come,  aided  by  the  rise  of  the  Internet  and 
wireless  tech  and  the  plunging  costs  of  transmission  and  stor- 
age. "We're  in  transport,"  Whitacre  says  simply,  "and  if  you're 
good  enough  at  it,  and  ubiquitous  enough,  you  can  excel  at  it." 

Maybe,  but  his  path  is  rutted  with  a  passel  of  imposing  ob- 


A  Long  Comeback 

AT&T  (nee  SBC)  kept  buying  rivals  even  as  its  stock  stumbled 
after  the  tech  market  crashed  in  2000.  It  used  steady  dividend 
|  increases  to  ease  shareholders'  pain. 
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stacks.  In  six  years  AT&T's  access  lines  are  down  23%  to  47  mil- 
lion (though  revenues  grow  because  it  owns  the  largest  wireless 
carrier  and  the  largest  broadband-access  business).  Cable  rivals 
have  raided  8.5  million  homes  for  new  phone  service.  And  AT&T 
is  in  distribution,  a  commodity  business  under  unrelenting  cost 
pressure;  it  owns  scant  content,  a  higher-margin  product  that 
retains  value  even  amidst  digital  upheaval.  Moreover,  a  fight  over 
network  regulation — known  by  the  tag  "net  neutrality" — has  bro- 


customers  can  call  up  13,000 
shows.  U-verse,  via  AT&T's  new 
fiber-optic  network,  will  offer  up 
to  300  channels,  plus  Net  access, 
for  $60  to  $130  a  month. 

"We  won't  make  a  bunch  of 
money  on  HomeZone.  That's  de- 
fense," Weber  says.  "U-verse  is 
offense."  It  is  planned  to  be 
available  to  1.9  million  homes  in 
1 5  markets  early  this  year. 

AT&T  has  skipped  a  huge  media 
biitz  in  favor  of  a  soft  touch.  At  a 
Cingular  store  in  a  strip  mall  in 
north  San  Antonio,  one-third  of 
the  floor  space  has  been  turned 
into  a  living  room  with  black 
leather  chairs  and  a  30-inch-wide 
flat-screen  TV  showing  U-verse 
programming. 

"We  need  opportunities  for  peo- 
ple to  see  and  feel  it.  This  is  a 
family  decision,"  says  Brooks  Mc- 
Corcle,  an  AT&T  district  manager. 
AT&T  hosts  neighborhood  parties 
where  people  can  watch  U-verse. 


An  ice  cream  truck,  a  thin-panel 
TV  implanted  in  its  side,  traverses 
city  streets  and  serves  up  treats. 
"It's  put  a  face  on  an  interna- 
tional company,"  she  says. 

AT&T's  TV  service,  delivered  via 
its  new  private  network,  is 
based  on  an  Internet  design, 
yielding  features  cable  opera- 
tors can't  yet  match.  It  hopes  to 
let  customers  start  watching, 
say,  Saturday  Night  Live  on  a 
tiny  cell  phone  screen  on  the 
ride  home  and  finish  up  on 
their  TV  sets  or  laptops.  But 
some  in  Hollywood  want  AT&T 
to  pay  for  content  for  each  sub- 
scriber and  for  each  platform. 

Sanford  C.  Bernstein  analyst 
Jeffrey  Halpern  estimates  that  by 
year-end  2007  AT&T  will  sign  up 
76,000  U-verse  subscribers  versus 
259,000  that  Verizon  will  get  for 
its  comparable  service. 

Also,  the  studios  want  an  80% 
cut  of  the  ad  dollars  coming 


from  cell  phones  and  laptops, 
something  older  media  would 
never  grant.  Helbing  says  that 
won't  work;  his  shop  is  still  fig- 
uring out  ads  for  cell  phones. 
"It's  very,  very  dangerous,"  he 
says.  "You  don't  want  to  be  the 
first  one  to  cross  that  line." 
Ralph  de  la  Vega,  chief  operat- 
ing officer  at  Cingular,  predicts: 
"People  are  going  to  watch  [a 
show]  in  short  spurts." 

Still,  the  prospects  are  tantaliz- 
ing, for  viewers  and  marketers 
alike.  Later  this  year  AT&T  will 
offer  sponsors  detailed  data  on 
user  habits  to  let  them  target 
audiences  with  a  precision  that, 
Helbing  hopes,  might  fetch  ad 
rates  four  to  five  times  those  of 
prime-time  TV. 

Advertisers  could  track  shows 
U-verse  customers  watch,  the  Web 
sites  they  visit  and  their  cell  down- 
loads. A  male  viewer  watching  car 
ads  on  TV  and  searching  Google 


for  "Volvo  S80"  one  day  might 
welcome  an  S80  ad  on  his  mobile 
phone — if  he  can  shake  off  the 
creepy  feeling  that  Big  Brother  is 
watching  him  watch. 

"The  world  is  going  to  a  place 
like  this,"  says  Manning  Field,  a 
senior  vice  president  at  JPMorgan 
Chase,  whose  credit  card  unit 
sponsored  an  early  three-screen 
deal:  U-verse  customers  will  be 
able  to  watch  on-demand  clips 
on  TV  of  Swampstock,  a  charity 
event  hosted  in  October  by  coun- 
try crooner  Tim  McGraw.  They'll 
also  have  access  to  downloadable 
McGraw  ringtones  for  their  Cin- 
gular cells  and  see  Swampstock 
snippets  on  Blue  Room,  the  en- 
tertainment Web  site  created  18 
months  ago  by  AT&T. 

"This  project  is  about  experimen- 
tation," Chase's  Field  says.  "If  you 
wait  for  the  solution  to  be  ready, 
you'll  be  too  late.  We  need  to 
push  and  prod  the  model." 
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of  newly  laid  fiber-optic  lines— on  the  cheap. 

AT&T's  U.S.  archrival,  Verizon,  is  spending  $18  billion  in 
six  years  to  cover  18  million  homes  by  2010,  digging  up  trees 
and  tulips  to  lay  fiber  to  each  and  every  house.  AT&T  will 
expend  just  $4.6  billion  to  reach  19  million  homes  by  year-end 
2008,  lacing  fiber  into  neighborhoods  and  using  copper  phone 
lines,  already  laid,  to  carry  video  the  last  few  thousand  feet  to 
homes.  This  means  the  AT&T  network  won't  be  quite  as 'fast  or 
quite  as  fancy— but  it  will  do.  It  will  get  the  job  done. 

A  telco  gone  Hollywood,  AT&T  has  signed  distribution 
deals  with  more  than  300  cable  channels.  It  has  won  approval 
to  offer  video  in  six  states  plus  ten  other  markets.  It  rolled  out  its 
new  video  service  in  hometown  San  Antonio  in  June  and,  in 
some  neighborhoods,  snagged  a  surprising  30%  of  homes; 
it  just  lit  it  up  in  Houston.  It  hopes  to  be  available  to  1.9  million 
homes  in  15  markets  as  the  new  year  unfolds.  Video  revenue, 
now  a  trickle  at  AT&T,  could  in  a  few  years  hit  $4  billion, 
including  $2  billion  in  ad  sales.  "There's  not  much  growth  in 
our  business  without  a  new  product,"  Whitacre  says.  "Video 
probably  is  that  product." 

AT&T's  video  ambitions  will  intensify  if  Whitacre  can  close 
the  latest  in  a  string  of  big  takeovers:  the  $80  billion  buyout  of 
BellSouth,  the  last  Bell  standing.  He  needs  only  the  blessing  of 
one  last  holdout,  the  FCC,  which  could  rule  within  weeks.  "Its  a 
big,  big  milestone,"  he  says,  vowing  to  push  broadband  services 
and  digital  video  "much  deeper  into  the  American  public." 

Since  becoming  chief  executive  in  1990,  Whitacre  has 
pulled  off  13  deals  with  a  combined  price  tag  of  $285  billion, 
including  assumed  debt  (if  the  BellSouth  deal  goes  through).  He 
started  this  buying  spree  as  chief  executive  of  the  former  South- 


western Bell,  the  unaccountably  proud  runt  of  the  seven  Baby 
Bells  spun  off  from  the  old  AT&T  monopoly  that  the  govern- 
ment busted  up  in  1984.  He  has  built  the  regional  utility  into 
the  renewed  and  renamed  AT&T  Inc.,  the  largest  telecom  com- 
pany in  the  world,  28%  bigger  (in  revenue)  than  second-place 
Nippon  Telegraph  &  Telephone. 

Suddenly  Wall  Street — harshly  negative  on  telecom  stocks 
since  the  markets  crashed  in  2000 — is  impressed.  AT&T's  stock 
is  up  44%  in  the  past  year.  Whitacre  says  it  should  be  up  even 
more.  "Shoot,  even  now  it's  way  behind.  It  oughta  be  up  200%!" 
he  says.  "This  is  a  stock  that  sells  way  higher  at  some  point." 

That  surge  and  other  strong  metrics — its  sales  grew  46%  and 
per-share  earnings  61%  in  12  months;  its  shares  more  than  dou- 
bled the  return  of  Verizon's — combine  to  make  AT&T  our  Com- 
pany of  the  Year  for  2006.  It  is  a  bit  of  sweet  vindication  for  Whitacre, 
who  was  pilloried  in  the  press  for  raking  in  $135  million  in  a  six- 
year  period  in  which  the  company's  stock  price  fell  48%. 

"You  beat  up  on  me  a  lot.  Everyone  did,"  Whitacre  says.  FORBES 
gave  his  board  a  grade  of  "D"  in  2003,  and  in  mid-2005  we  put 
him  on  a  "hit  list":  "Why  well-paid,  underperforming  execs  should 
be  worried"  (Five  of  the  seven  chief  executives  on  that  list  no  longer 
hold  their  jobs.)  He  still  smarts  from  a  piece  in  the  New  York  Times 
Magazine  that  ran  five  years  ago.  The  writer  said  Whitacre  exem- 
plified a  stock-options  system  "shot  through  with  hypocrisy"  and 
"gradual  corruption."  "You  know  him?"  Whitacre  asks.  "You  tell 
him  he's  a  sorry  bastard."  He  grins. 

The  new  AT&T,  with  BellSouth  in  hand,  will  possess  a  sweep 
and  scale  that  few  imagined  when  Whitacre  began.  It  will  serve 
90  million  accounts.  It  will  have  68  million  phone  lines  in  22  states, 
12  million  high-speed  Internet  access  users  and  59  million  cus- 
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By  Tim  Doyle 

Building  a  new  fiber-optic  net- 
work was  only  a  starting  point 
for  the  new  AT&T.  To  deliver  on 
Ed  Whitacre's  video  dreams,  the 
company  has  gone  to  Hollywood, 
Madison  Avenue  and,  in  a  folksy 
campaign,  house  to  house. 

But  its  hard  being  the  New  Titan 
in  Tinseltown;  studios  instantly 
raised  their  prices.  AT&T  has 
signed  deals  with  300  channels. 
"No  question  they  look  down  at 
us,  and  no  question  they  made 
us  pay  for  the  lack  of  subscribers 
we  have,"  says  AT&T  entertain- 
ment chief,  Scott  Helbing. 

Cable  operators  typically  pay 
30%  of  subscriber  revenue  to 
the  channels  that  feed  the 
shows,  satellite  broadcasters 
40%.  Helbing  admits  AT&T  has 
paid  even  more  and  vows  that 
will  change.  "They  see  the  scale 


Whitacre  has  pulled  together 
here.  It's  hard  not  to  take  us 
seriously,"  he  says. 

Much  of  this  video  push  is 
retaliatory.  Comcast  and  other 
cablers  are  adding  phone  service 
to  the  video  they  deliver  over 
cable  TV  lines.  "Comcast  hasn't 
cut  "rt  loose  yet,  and  when  they 
do  it's  going  to  hurt  very 
quickly,"  says  Jeff  G.  Weber,  a 
strategy  vice  president  at  AT&T 

To  preempt,  AT&T  is  trying  a 
one-two  punch:  HomeZone  and 
U-verse.  In  November  it  fully 
launched  HomeZone,  a  stopgap 
service  combining  Dish  satellite 
and  Net  access  from  AT&T  and 
partner  Yahoo,  starting  at  $45  a 
month  and  available  in  80%  of 
AT&T's  13-state  region.  Using 
Akimbo,  a  video-on-demand  firm 
that  has  partnered  with  AT&T, 
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tomers  nationwide  for  Cingular  (soon  to  be  renamed  AT&T).  It 
will  employ  300,000  people  and  have  1.8  million  shareholders. 
It  will  be  one  of  the  nations  largest  property  owners,  with  2,300 
stores  and  a  fleet  of  35,000  trucks,  each  one  a  moving  billboard. 
This  rebuilt  juggernaut  will  have  annual  revenue  in  2007  near  $  1 10 
billion  and  net  income  of  $10  billion. 

Wall  Street  worries  that  ever  more  copper-wire  customers 
will  quit  and  switch  to  cellular,  with  its  expensive  transmission 
towers  and  subsidized  handsets.  That  may  be  overblown.  This 
year  the  new  AT&T  will  generate  enough  cash  flow  from  oper- 
ations (net  income  plus  depreciation)  to  spend  $16  billion  on 
gear  and  capital  projects,  pay  $5  billion  in  dividends  and  buy 
back  $7  billion  of  its  own  stock.  Whitacre  vows  that  earnings 
per  share  will  grow  10%  or  better  for  three  years  straight. 

That  will  require  Whitacre  to  mine  new  growth  from  all  he 
has  assembled — even  as  he  mulls  pursuing  one  last  big  deal  (see 
box,  p.  88).  He  is  65  and  has  16  months  left  on  his  contract  be- 
fore driving  his  half-ton  pickup  truck  off  into  the  sunset  on  his 
arid,  scrubby  ranch  in  southern  Texas.  His  likely  heir,  Chief  Op- 
erating Officer  Randall  Stephenson,  46,  is  in  place  (see  box,  p.  89). 

AT&T,  Verizon  and  the  cable  giants  thus  finally  are  deliver- 
ing on  a  vision  first  conjured  up  in  the  early  1990s,  when  cable 
and  telecom  were  bent  on  breaking  into  each  others  markets 
and  consumers  were  wooed  with  promises  of  500  channels.  "It 
was  an  idea  before  its  time  then,"  says  Whitacre. 

Now  its  time  has  come,  aided  by  the  rise  of  the  Internet  and 
wireless  tech  and  the  plunging  costs  of  transmission  and  stor- 
age. "We're  in  transport,"  Whitacre  says  simply,  "and  if  you're 
good  enough  at  it,  and  ubiquitous  enough,  you  can  excel  at  it." 

Maybe,  but  his  path  is  rutted  with  a  passel  of  imposing  ob- 


Comeba 


AT&T  (nee  SBC)  kept  buying  rivals  even  as  its  stock  stumbled 
after  the  tech  market  crashed  in  2000.  It  used  steady  dividend 
increases  to  ease  shareholders'  pain. 
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stacks.  In  six  years  AT&T's  access  lines  are  down  23%  to  47  mil- 
lion (though  revenues  grow  because  it  owns  the  largest  wireless 
carrier  and  the  largest  broadband- access  business).  Cable  rivals 
have  raided  8.5  million  homes  for  new  phone  service.  And  AT&T 
is  in  distribution,  a  commodity  business  under  unrelenting  cost 
pressure;  it  owns  scant  content,  a  higher-margin  product  that 
retains  value  even  amidst  digital  upheaval.  Moreover,  a  fight  over 
network  regulation — known  by  the  tag  "net  neutrality" — has  bro- 


customers  can  call  up  13,000 
shows.  U-verse,  via  AT&T's  new 
fiber-optic  network,  will  offer  up 
to  300  channels,  plus  Net  access, 
for  $60  to  $130  a  month. 

"We  won't  make  a  bunch  of 
money  on  HomeZone.  That's  de- 
fense," Weber  says.  "U-verse  is 
offense."  It  is  planned  to  be 
available  to  1.9  million  homes  in 
1 5  markets  early  this  year. 

AT&T  has  skipped  a  huge  media 
blitz  in  favor  of  a  soft  touch.  At  a 
Cingular  store  in  a  strip  mall  in 
north  San  Antonio,  one-third  of 
the  floor  space  has  been  turned 
into  a  living  room  with  black 
leather  chairs  and  a  30-inch-wide 
flat-screen  TV  showing  U-verse 
programming. 

"We  need  opportunities  for  peo- 
ple to  see  and  feel  it.  This  is  a 
family  decision,"  says  Brooks  Mc- 
Corcle,  an  AT&T  district  manager. 
AT&T  hosts  neighborhood  parties 
where  people  can  watch  U-verse. 


An  ice  cream  truck,  a  thin-panel 
TV  implanted  in  its  side,  traverses 
city  streets  and  serves  up  treats. 
"It's  put  a  face  on  an  interna- 
tional company,"  she  says. 

AT&T's  TV  service,  delivered  via 
its  new  private  network,  is 
based  on  an  Internet  design, 
yielding  features  cable  opera- 
tors can't  yet  match.  It  hopes  to 
let  customers  start  watching, 
say,  Saturday  Night  Live  on  a 
tiny  cell  phone  screen  on  the 
ride  home  and  finish  up  on 
their  TV  sets  or  laptops.  But 
some  in  Hollywood  want  AT&T 
to  pay  for  content  for  each  sub- 
scriber and  for  each  platform. 

Sanford  C.  Bernstein  analyst 
Jeffrey  Halpern  estimates  that  by 
year-end  2007  AT&T  will  sign  up 
76,000  U-verse  subscribers  versus 
259,000  that  Verizon  will  get  for 
its  comparable  service. 

Also,  the  studios  want  an  80% 
cut  of  the  ad  dollars  coming 


from  cell  phones  and  laptops, 
something  older  media  would 
never  grant.  Helbing  says  that 
won't  work;  his  shop  is  still  fig- 
uring out  ads  for  cell  phones. 
"It's  very,  very  dangerous,"  he 
says.  "You  don't  want  to  be  the 
first  one  to  cross  that  line." 
Ralph  de  la  Vega,  chief  operat- 
ing officer  at  Cingular,  predicts: 
"People  are  going  to  watch  [a 
show]  in  short  spurts." 

Stili,  the  prospects  are  tantaliz- 
ing, for  viewers  and  marketers 
alike.  Later  this  year  AT&T  will 
offer  sponsors  detailed  data  on 
user  habits  to  let  them  target 
audiences  with  a  precision  that, 
Helbing  hopes,  might  fetch  ad 
rates  four  to  five  times  those  of 
prime-time  TV. 

Advertisers  could  track  shows 
U-verse  customers  watch,  the  Web 
sites  they  visit  and  their  cell  down- 
loads. A  male  viewer  watching  car 
ads  on  TV  and  searching  Google 


for  "Volvo  S80"  one  day  might 
welcome  an  S80  ad  on  his  mobile 
phone — if  he  can  shake  off  the 
creepy  feeling  that  Big  Brother  is 
watching  him  watch. 

"The  world  is  going  to  a  place 
like  this,"  says  Manning  Field,  a 
senior  vice  president  at  JPMorgan 
Chase,  whose  credit  card  unit 
sponsored  an  early  three-screen 
deal:  U-verse  customers  will  be 
able  to  watch  on-demand  clips 
on  TV  of  Swampstock,  a  charity 
event  hosted  in  October  by  coun- 
try crooner  Tim  McGraw.  They'll 
also  have  access  to  downloadable 
McGraw  ringtones  for  their  Cin- 
gular cells  and  see  Swampstock 
snippets  on  Blue  Room,  the  en- 
tertainment Web  site  created  18 
months  ago  by  AT&T. 

"This  project  is  about  experimen- 
tation," Chase's  Field  says,  "rf  you 
wait  for  the  solution  to  be  ready, 
you'll  be  too  late.  We  need  to 
push  and  prod  the  model." 
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Who's  Next? 

Ed  Whitacre  loves  a  good  deal.  "He  has  a  unique  feel  for  going 
after  a  company  whose  fundamental  assets  are  strong  but 
[which]  is  having  a  bit  of  a  problem— and  not  always  due  to  its 
own  fault,"  says  James  S.  Kahan,  his  chief  dealmaker.  So 

who's  next? 

If  the  BellSouth  deal  closes,  Whitacre  will  have  done  13  deals  in 
his  16-year  reign,  spending  $285  billion  (including  assumed  debt). 
"Ain't  much  missin',  as  far  as  I  see  it,"  he  says  of  what  he  has 
assembled.  Then  he  waffles.  How  about  an  international  part- 
ner? "That  would  be  good."  Or  maybe  a  player  in  content?  "That 
wouldn't  be  bad,  either." 

To  get  a  deal  done,  he  relies  on  the  golden  rule  and  golden 
parachutes,  playing  on  the  personal  relationships  at  the  table. 


He  also  integrates  senior  assignments  and  cross-pollinates  to 
give  the  new  guys  plenty  to  do.  "We  go  real  hard  to  make  'em 
feel  like  they're  part  of  the  same  company,  not  like  they're 
some  stepchild,"  he  says.  "You  treat  people  the  way  you  want 
to  be  treated."  He  manages  to  say  this  without  sounding  corny. 

AT&T  has  built  an  efficient  takeover  machine  that  can  get  a  deal 
past  regulators  in  a  year  or  less.  The  $41  billion  AT&T  Wireless 
deal  was  wrapped  up  in  seven  months;  to  buy  AT&T  Corp.,  SBC 
had  450  lawyers  pore  over  80  million  pages  of  documents  and 
ship  1 5  million  pages  to  regulators,  getting  the  okay  in  less  than 
ten  months.  "We  can  integrate  that  stuff,"  Whitacre  says.  "We 
can  make  it  work,  and  that's  one  of  the  banes  of  these 
takeovers — making  it  work." 

That  skill  is  too  valuable  to  abandon.  Here  are  some  possibilities. 

— D.K. 


INTERNATIONAL  PARTNER 

DIRECT-BROADCAST  SATELLITE 

CONTENT  COMPANY 

TELECOM 

TELMEX 

TlmeWarner 

DEUTSCHE 
TELEKOM 

Owns  T-Mobile  in 
U.S.,  would  mesh 
well  with  AT&T's 
Cingular.  But 
Whitacre  might 
be  better  off  with 
a  partner  in  Asia. 

TELEFONOS 
DE  MEXICO 

AT&T  could  own 
most  calling 
traffic  between 
Mexico  and  U.S. 
But  Telmex  may 
be  overpriced. 

DIRECTV 

National  coverage 
for  video.  John 
Malone  may  end 
up  with  News 
Corp.'s  stake. 
Whitacre  says: 
"I'd  be  happy  to 
talk  to  him." 

ECHOSTAR 

Likely  cheaper 
than  DirecTV, 
EchoStar  partners 
with  AT&T  in  the 
new  HomeZone. 
"We  like  Charlie 
Ergen,"  Whitacre 
says  of  the 
EchoStar  chief. 

YAHOO 

Has  200  million 
registered  users  in 
20  countries.  But 
AT&T's  partner 
in  broadband 
access  and 
HomeZone 
is  way  too 
expensive. 

TIME  WARNER 

It  has  film,  TV 
shows  and  HBO 
and  has  13.5 
million  subscriber 
homes.  But 
antitrust  feds 
might  balk,  and  it 
has  too  much 
debt. 

QWEST 

Owns  fiber  assets 
and  a  Bell,  US 
West.  It  is  costly 
to  wire  rural 
areas,  but  WiMax 
could  help. 
Whitacre  tests  it 
at  his  ranch.  "It 
works  great." 
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ken  out.  Google  and  other  tech  darlings  want  federal  law  to  guar- 
antee them  a  free  ride  on  AT&T's  new  network.  With  the  come- 
back of  the  Democrats,  AT&T  could  face  new  rules  intruding 
on  how  it  prices  newfangled  services  and  who  gets  the  bill. 

Similar  hurdles  have  hampered  this  telco  in  the  past.  For  years 
Wall  Street  had  been  downright  hostile  to  the  acquisitive  ambi- 
tions of  Chairman  Whitacre.  Its  shareholders  endured  six  years  of 
disinterest  and  disdain  in  the  markets,  which  disliked  the  industry 
for  myriad  maladies — overcapacity,  crashing  prices,  onerous  regu- 
lation, takeover  turmoil,  imperiled  monopolies  and  a  decline  in 
local  phone  lines  for  the  first  time  since  phone  service  began  a 
century  ago. 

Says  he:  "I've  always  felt  my  back  is  against  the  wall." 

When  he  began  this  journey,  Whitacre  had  no  idea  he  would 
end  up  where  he  has.  Once  BellSouth  is  in  place — he  had 
coveted  it  for  years — he  will  have  reassembled  six  big  pieces  of 
what  the  feds  broke  up  23  years  ago:  four  of  the  seven  regional 
Bells,  and  the  old  AT&T's  long-distance  business  and  cellular  serv- 
ice. But  even  this  reanimation  came  more  by  happenstance.  "Never 
thought  about  it,"  the  laconic  cowboy  says. 

He  was  born  and  bred  in  Ennis,  Tex.,  40  miles  south  of  Dal- 
las. Whitacre  joined  the  old  AT&T's  Texas  subsidiary  in  1963, 
graduating  from  Texas  Tech  in  Lubbock  a  year  later.  Southwest- 
ern Bell  split  off  from  the  old  American  Telephone  &  Telegraph 
Co.  on  Jan.  1,  1984;  of  the  seven  Baby  Bells  it  had  the  fewest 
phone  lines  (10.3  million)  and  ranked  sixth  in  sales  ($7.75  bil- 


lion). The  Bell  relied  on  Texas  for  60%  of  business,  but  the  oil 
patch  had  gone  bust,  banks  were  going  under  and  real  estate 
values  were  crashing.  Six  years  later,  on  Jan.  1,  1990,  Whitacre, 
who  started  in  hard  labor  and  rose  through  20  jobs,  became 
chief  executive. 

The  digital  crowd  used  to  mock  telephone  company  execu- 
tives as  Bellheads.  But  this  Bellhead  grabbed  first-mover  advan- 
tage, plotted  strategy  by  gut  and  acted  when  the  data  confirmed 
his  hunch.  In  late  1990  Southwestern  Bell  became  the  first  Bell  to 
invest  outside  the  U.S.,  paying  $962  million  for  a  10%  stake  in 
Telmex,  the  biggest  telco  in  Mexico,  controlled  by  billionaire 
Carlos  Slim  Helii.  That  investment  has  grown  to  $10  billion,  in 
the  form  of  an  8.2%  stake  in  Telmex,  a  7.9%  stake  in  its  wireless 
spinoff  and  $2  billion  in  equity  sales — plus  15  years  of  dividends. 

In  1992  Whitacre  relocated  the  Bell  from  St.  Louis,  where  it 
had  been  for  most  of  a  century,  to  San  Antonio,  infusing  it  with 
cowboy  swagger  and  Texas-size  ambitions.  "The  company 
needed  shaking  up;  it  had  been  there  for  100  years,"  Whitacre 
says.  "You  wanna  say  it's  a  new  day,  but  if  you  don't  move,  there 
isn't  much  stimulus  to  change  your  ways." 

For  their  first  decade  the  seven  Bells  held  state-granted 
monopolies  on  local  phone  service  and  were  banned,  by  federal 
consent  decree,  from  offering  data  services  or  long-distance 
calls.  But  in  1994  Southwestern  Bell  joined  three  siblings  to 
begin  a  legal  effort  to  vacate  the  decree.  In  1995  the  cowboy  Bell 
rechristened  itself  SBC  Communications  to  underscore  its 
broader  ambitions. 
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It's  warfare.  It's  testosterone.  And  from  a  properly  configured  and  installed 
system,  it  reveals  the  fear  in  the  quarterback's  eyes  as  he  prepares  for  another 
helping  of  turf.  That  the  idea? 

Start  with  a  Magnolia"  store.  With  friendly  pros.  And  demo  rooms  that 
mimic  real  rooms.  And  pretty  soon  your  ideal  system  begins  to  appear. 
Find  a  store  at  magnoliaht.com. 


Experience  MAGNOLIA  inside 
select  Best  Buy  locations  or  visit 
a  Magnolia  Audio  Video  store. 


MAGNOLIA 


©  2006  Best  Buy 


LISA  B.  CROSBY,  DIRECTOR  OF  BENEFITS,  TRINET 


USING  IS  BELIEVING, 
web-based  consumer  tools 
ever  and  wherever 

all  your  authorized  Health  Net  B 

www.healthnet.com 


th  Net  is  the  Decision  PowerSM  rograr 
24/7  "on  call"  response  system  answei 

web  tools  are  smart,  easy-to-use 


companies.  TriNet 
er  service  and  provide 


great  service  when- 


1-800-447-8812 


Health  Net* 


A  Better  Decision 

Health  Net"  of  California.  Inc.,  is  a  subsidiary  of  Health  Net.  Inc.  Health  Net,  Inc.'s  HMO.  POS.  EOA,  insured  PPO  and  government  contracts  subsidiaries  provide  health  benefits  to  11  million  members 
nationwide  through  group,  individual.  Medicare.  Medicaid  and  TRICARE  programs  Health  Net.  Inc.  has  $12  billion  in  annual  revenues.  ©  2006  Health  Net  of  California.  Inc.  Health  Net"  is  a  registered 
trademark  of  Health  Net,  Inc.  Health  Net's  Decision  Power  is  a  service  mark  of  Health  Net,  Inc  All  rights  reserved. 
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Following  the  Telecommunications  Act  of  1996,  the  FCC 
began  to  force  open  the  Bells'  local  monopolies.  On  Mar.  1, 
1996  Whitacre  brought  together  nine  senior  execs  for  a  now 
fabled  gathering  in  Ojai,  Calif,  telling  them  the  telecom  world 
had  changed  forever.  Brace  for  consolidation,  he  advised,  for 
at  the  end  a  handful  of  giants  will  reign  over  hundreds  of 
small,  narrow  players.  Focus  on  service,  compliance  and  costs. 

To  some  his  intent  was  clear:  It  was  buy  or  get  bought, 
and  SBC  would  be  a  buyer.  "There's  no  doubt  in  my  mind  that, 
from  the  very  beginning,  Ed  wanted  to  create  the  strongest, 
deepest  entity  in  all  of  telecom,"  says  his  chief  dealmaker, 
James  S.  Kahan,  59,  who  was  at  the  Ojai  meeting  that  day  and 
has  worked  closely  with  Whitacre  for  16  years.  Whitacre  "is 
a  survivor,"  Kahan  says.  "It's  out  of  the  question  for  him  to 
lose,  to  sell,  to  fail." 

BellSouth,  for  one,  said  it  would  go  it  alone;  it  started  out 
with  32%  more  phone  lines  than  SBC  had.  "They  were  big;  we 
weren't,"  Whitacre  says  .  If  SBC  hadn't  started  a  buyout  binge,  he 
goes  on,  "we  would've  been  gone,  very  quickly."  He  set  out 
knowing  he  should  buy  more  access  lines,  invest  in  wireless 
and  prepare  for  video.  His  first  deal  came  a  few  months  after 
the  Ojai  pep  talk:  a  $  16.2  billion  bid  for  Pacific  Telesis  in  Cal- 
ifornia. Whitacre  also  flirted  with  the  old  AT&T,  a  dalliance 
that  died  instantly  when  then  FCC  Chairman  Reed  Hundt 
labeled  an  SBC- AT&T  merger  "unthinkable." 


Cloning  Ed  Whitacre 


Tall,  smart,  driven,  seasoned 
and  as  sturdy  as  a  telephone 
pole.  That  aptly  describes 
AT&T  Chief  Executive  Ed 
Whitacre — but  also  it  pegs  his 
likely  successor,  Randall 
Stephenson. 

Stephenson,  46  and  a  lifer  at 
what  is  now  AT&T,  has  been 
chief  operating  officer  since 
mid-2004  and  was  named  to  the 
board  in  June  2005.  He  hasn't 
been  publicly  named  to  succeed 
Whitacre,  who  retires  in  April 
2008,  but  the  job  is  his  to  lose. 

Wall  Street  can  expect  one  con- 
sistent theme:  AT&T  has  more 
takeovers  ahead. Stephenson 
points  to  the  $300  million  deal 
in  September  for  Web-hosting 
firm  USinternetworking.  But 
he  presumably  has  far  bigger 
targets  in  mind,  probably  in 
wireless  and  international 
assets.  "A  company  our  size, 
you're  always  going  to  have  to 
append  onto  your  capabili- 
ties," he  says.  "It's  better  to 
buy  than  to  build." 


Stephenson  graduated  from 
Central  State  University  in 
Edmond,  Okla.  and  got  his 
master's  in  accounting  at  the 
University  of  Oklahoma.  He 
started  at  the  old  AT&T  out  of 
school  in  1982,  just  before  the 
government  breakup  of  the 
company  was  announced. 
Whitacre  prizes  longevity  and 
loyalty:  His  eight  senior  execs 
have  been  with  him  an 
average  of  27  years. 

Stephenson  started  as  a  techie 
in  Oklahoma  City,  moved  into 
a  series  of  financial  jobs  and 
in  1992  became  a  finance 
director,  helping  oversee  SBC's 
$962  million  investment  in 
Carlos  Slim  Helu's  Telmex.  He 
moved  to  Texas  in  1996, 
serving  as  controller,  then 
consumer  marketing  chief, 
then  chief  financial  officer. 

In  2005,  soon  after  Stephenson 
rose  to  chief  operating  officer, 
Whitacre  silenced  succession 
talk  by  promoting  five  other 
contenders,  including  three 


Then  came  Southern  New  England  Telephone  in  1998; 
Ameritech,  the  midwestern  Bell,  in  1999,  for  $73  billion  in  stock; 
and  the  cellular  merger  with  BellSouth  in  2001  to  form  Cingular. 
SBC  was  the  bigger  company  back  then,  and  it  held  60%  of  the 
equity.  But  Whitacre — against  the  advice  of  his  cabinet — gave 
BellSouth  50-50  control.  One  unstated  motive:  He  saw,  even  then, 
that  one  day  he  might  want  to  buy  BellSouth;  SBC  veterans  are 
sure  of  this.  "If  I  did  know,  I  wouldn't  tell  ya,"  Whitacre  says. 

BellSouth's  chief  then  was  (and  still  is)  Duane  Ackerman, 
and  Whitacre  took  a  shine  to  his  Sunbelt  counterpart:  "He's  a 
good  friend  and  a  great  operator."  Their  relationship  would  be 
critical  to  pulling  off  not  one  but  two  later  deals  for  Whitacre's 
company. 

As  Cingular  formed,  SBC  was  snakebit.  Tech  stocks  lost  grace, 
and  telecom  imploded.  From  early  2000,  when  the  slump  began, 
to  year-end  2005,  SBC  stock  fell  48%  to  $25.  In  this  same  six-year 
period  Whitacre  earned  $44  million  in  salary  and  bonuses,  reaped 
$26  million  exercising  options  on  1 .6  million  shares  and  landed 
$65  million  on  other  items.  Thus  the  towering  Texan  stuck  out 
as  an  easy  target  for  critics  of  lavish  executive  pay. 

The  carping  and  his  moribund  stock  gnawed  at  the  white- 
maned  Whitacre,  thick-skinned  though  he  is.  "I  suffered  every 
day.  You  bet  I  took  it  personally,"  he  says.  "And  I  blamed  the  reg- 
ulators; I  blamed  the  magazines;  I  blamed  Selim  [Bingol,  his  press 
spokesman];  I  blamed  my  wife.  I  kicked  every  dog  in  town."  He 


AT&T's  numb 
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from  just-acquired  AT&T  Corp. 
That  trio  soon  quit;  the  other 
two — Chief  Financial  Officer 
Richard  Lindner  and  Forrest 
Miller,  who  runs  the  corporate 
accounts  unit — seem  to  have 
yielded  to  Stephenson's  lead. 


AT&T  execs  now  speak  of  the 
strategy  set  by  "Randall  and 
the  Chairman"  (as  Whitacre  is 
known)  and  take  matters  to 
both  of  them.  A  year  or  so  ago 
they  invoked  only  Whitacre's 
name.  — T.D. 
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didn't  scream  at  his  staff  but  then,  as  one  adviser  says,  "you're  in 
more  trouble  when  he  kind  of  lowers  his  voice." 

The  tech  slump  seemed  unending,  and  onerous  regulation 
made  it  worse.  The  Telecom  Act  and  the  FCC  forced  the  Bells  to 
lease  out  phone  lines  to  rivals  at  prices  far  below  cost.  At  one 
point  SBC  was  losing  15,000  lines  a  day  to  resellers.  In  Chicago 
it  was  forced  to  sell  a  line  for  $5  a  month  when  the  real  cost  (so 
it  figures)  was  $30;  in  Michigan  it  had  to  hand  over  lines  at  $14 
a  month,  half  the  real  cost. 

In  2002  Whitacre  directed  his  chief  financial  officer, 
Stephenson,  to  chop  the  company's  $11  billion  in  capital  spend- 
ing set  for  the  coming  year.  Cut  it  to  $5  billion,  he  instructed, 
and  use  the  savings  to  shore  up  the  balance  sheet  because  cheap 
assets  will  come  up  for  sale.  Then  they  went  on  a  PowerPoint 
road  show,  warning  state  regulators  about  what  the  FCC  had 
wrought — and  how  that  would  hurt  jobs  and  capital  spending 
in  their  states. 

SBC  lawyers  had  filed  a  lawsuit  challenging  some  portions  of 
the  Telecom  Act  soon  after  it  became  law,  and  the  FCC  pricing  rules 
were  found  to  be  illegal  or  flawed  four  times  in  three  federal  courts. 
The  FCC  backed  down  in  2005.  By  then  SBC  had  lost  7  million  phone 
lines  to  resellers,  but  Whitacre's  takeover  spree  had  started  up  again. 
"He  had  a  conviction  that  we  will  work  through  this,"  says  James 
Ellis,  63,  general  counsel  and  a  Whitacre  ally  for  20  years. 

In  February  2004  SBC  and  Cingular  partner  BellSouth 
agreed  to  pay  $41  billion  for  AT&T  Wireless,  in  the  largest  all- 
cash  deal  in  history.  SBC  had  socked  away  so  much  cash  from 
budget  cuts  that  it  borrowed  only  $8.75  billion  of  its  share.  The 
AT&T  net,  recently  rebuilt,  would  mesh  smoothly  with  Cingu- 
lar's.  Whitacre  consulted  frequently  with  BellSouth's  Duane 
Ackerman,  bonding  them  for  the  deal  to  come.  "I  trusted  him; 
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stock  for  AT&T  Corp.  What  an  FCC  chairman  had  once  dis- 
missed as  "unthinkable"  now  looked  more  like  a  rescue:  The 
old  AT&T  had  just  abandoned  the  consumer  market,  and  its 
revenue  was  declining  10%  or  more  a  year.  Had  Whitacre  suc- 
ceeded in  buying  it  back  in  1996,  the  price  would  have  been 
far  higher. 

But  AT&T  Corp.  had  $24  billion  a  year  in  sales,  a  strong- 
hold in  corporate  accounts  and  outposts  in  127  countries.  It  will 
let  the  old  SBC  avoid  more  than  $400  million  a  year  in  fees  it 
now  pays  rivals  for  long-distance  calls  it  can't  complete  on  its 
own.  And  then  there  was  the  AT&T  brand  name.  "It  was  a  little 
battered,  but  it's  a  powerful  worldwide  brand.  It  still  had  status 
overseas,"  Whitacre  says. 

SBC,  by  contrast,  had  been  marketing  its  brand  for  a  decade, 
but  many  people  didn't  know  the  name,  and  some  thought  it 
was  short  for  Southern  Baptist  Conference  or  Seattle's  Best  Cof- 
fee. And  so  on  Nov.  18,  2005  SBC  closed  the  buyout  of  AT&T 
Corp.,  getting  it  approved  in  less  than  ten  months,  and  changed 
its  name  to  AT&T  Inc.  On  Dec.  1  it  revived  the  renowned  "T" 
stock  ticker  symbol,  20  months  after  it  had  been  dropped  from 
the  Dow  Jones  industrial  average. 

A  month  later  Ed  Whitacre  began  wooing  Duane  Acker- 
man  and  BellSouth.  Through  an  intermediary  he  offered  15% 
over  BellSouth's  recent  price;  Ackerman  said  that  wouldn't  be 
enough.  A  day  later  Whitacre  and  Ackerman  met  directly,  and 
Whitacre  suggested  a  premium  of  15%  to  20%.  It  would  have  to 
be  at  least  20%,  Ackerman  told  him.  By  March  they  had  a  deal 
at  the  20%  premium.  The  BellSouth  chief  has  sought  no  role  at 
the  combined  company  and  instead  will  leave  with  $9.2  million 
in  cash  and  $37  million  in  stock. 

The  BellSouth  deal  has  been  cleared  by  regulators  in  18  states 
and  by  the  U.S.  Department  of  Justice.  As 
Whitacre  awaits  the  final  milestone,  ap- 
WG  ilcLVG  faittl  111  thiS  Proval  from  the  FCC,  he  already  is  eye- 

ing one  last  big  takeover,  some  of  his  as- 
sociates believe.  Blunt  and  plainspoken 
to  a  fault,  he  equivocates  uncharacteris- 
tically when  asked  about  it.  "For  me,  I 
think  I've  assembled  what  we  need  going 
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he  trusted  me,"  Whitacre  says. 

He  knew  he  also  wanted  to  buy  AT&T  Corp.  (the  old  long- 
distance business,  which  had  spun  off  wireless  in  mid-2001)  and 
BellSouth.  "There  was  never  a  question"  of  whether  to  do  the  deals; 
"It  was  in  what  order,"  says  Stephenson.  Do  it  in  the  wrong  se- 
quence, and  regulators,  politicians  and  consumer  activists  might 
shout  down  AT&T's  empire  building. 

Some  of  Whitacre's  advisers  wanted  to  take  on  the  biggest 
deal  first— the  buyout  of  BellSouth.  Whitacre  demurred, 
deciding  to  begin  with  AT&T  and  AT&T  Wireless;  their 
smaller  scale  wouldn't  set  off  as  many  alarms.  SBC  and  Bell- 
South closed  the  AT&T  Wireless  purchase  in  October  2004, 
getting  it  done  in  just  eight  months,  and  Cingular  set  plans  to 
absorb  it  and  kill  the  AT&T  brand.  In  late  2004  and  early  2005 
bankers  for  SBC  and  BellSouth  discussed  merging,  but  they  got 
nowhere.  On  Jan.  30,  2005  SBC  agreed  to  pay  $16  billion  in 


forward,"  he  says.  Yet  instandy  he  invokes  the  "never  say  never" 
cant.  "Things  happen." 

On  Wall  Street  18  brokerage  firms  now  have  a  "buy"  on 
AT&T — New!  Improved! — and  that  is  up  from  10  a  year  ago. 
AT&T's  stock  price  is  up  39%  in  two  years  (Verizon's  is  down 
6.5%),  and  that  makes  up  for  some,  but  not  all,  of  the  ground 
that  Whitacre  lost  earlier  in  his  tenure  {see  chart,  p.  87). 
Whitacre  insists,  quite  volubly,  that  his  share  price  is  far  short  of 
what  it  ought  to  be.  AT&T  is  the  only  Bell  to  raise  its  dividend  every 
year  since  1984;  since  2000  it  has  paid  out  $23  billion.  In  a  lethal 
market  it  is  surviving  and  then  some. 

"By  God,  we  have  faith  in  this  company,  and  we  ought  to  let 
shareholders  know?'  Whitacre  says.  "We're  in  this  for  the  long  haul; 
we're  in  the  right,  but  it's  hard."  This  comeback  is  not  yet  complete, 
not  for  himself  or  for  his  shareholders,  Whitacre  allows.  "No,  but  it's 
damn  good.  It's  a  lot  better."  F 
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PRESIDENT  BUSH  WAS  MOMENTS  AWAY  FROM  DELIVERING 
a  speech  on  energy  policy  last  February  at  the  downtown 
Milwaukee  offices  of  Johnson  Controls.  Amid  the  chaos  of 
Secret  Service  agents  and  sharpshooters,  a  White  House  aide 
checking  the  sound  system  complained:  "We're  picking  up 
wind  noise  in  the  microphone.  Can  you  turn  off  the  air-con- 
ditioning?" 

Ward  Komorowski,  the  company's  director  of  building 
services,  knew  that  wasn't  an  option.  The  President  would  be 
perspiring  within  minutes — a  huge  embarrassment  for  a 
121 -year-old  company  that  was  a  pioneer  with  the  electric 
room  thermostat.  Instead  he  used  his  cell  phone  to  call  a  col- 
league at  another  office  building  eight  miles  away.  With  a  few 
mouse  clicks,  the  co-worker  sent  a  signal  over  the  Internet  that 
remotely  shut  off  the  power  to  a  single  fan  inside  a  10-foot  sec- 
tion of  ductwork  directly  above  the  microphone.  The  wind 
noise  was  gone. 

Checking  his  earphones  again,  the  Bush  staffer  was  amazed. 
"Where's  the  guy  with  the  ladder?"  he  asked. 

Johnson  Controls  is  putting  that  guy  out  of  business.  Its 
wireless  networks  of  chips,  sensors  and  cameras  turn  ordinary 
structures  into  smart  buildings  that  use  less  energy  and  are  eas- 
ier to  maintain.  They  can  be  programmed  to  automatically  dim 
the  lights  on  sunny  days  or  switch  on  the  a.c.  for  an  employee's 
cubicle  when  he  swipes  his  ID  badge  at  the  front  door.  The 


High  energy  prices, 
fear  of  global 
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result:  substantially  lower  energy  bills.  And  building  managers 
like  Komorowski  needn't  be  tethered  to  a  bunch  of  screens  in  a 
basement  control  room.  Johnson  Controls'  software  can  moni- 
tor buildings  worldwide  over  the  Internet,  sending  an  e-mail  to 
managers  if  there's  a  problem. 

Through  smart  strategic  moves — and  a  bit  of  luck — John- 
son Controls  is  in  a  sweet  spot  these  days.  Corporate  America's 
newfound  preoccupation  with  energy  costs  has  made  efficiency 
a  hot  business.  Last  year  Johnson  Controls  spent  $3.2  billion  to 
acquire  York  International,  a  maker  of  heating  and  air-condi- 
tioning equipment.  The  deal  doubled  the  company's  building 
efficiency  revenues  overnight,  to  $10  billion,  and  Chief  Execu- 
tive John  M.  Barth  is  already  contemplating  ways  to  double  that 
figure  again. 

And  that's  making  only  buildings  more  energy  efficient. 
What  about  doing  the  same  for  cars  and  trucks?  Johnson 
Controls  is  positioning  itself  to  be  a  technology  leader  in  hybrid 
car  batteries  as  the  industry  shifts  to  lithium  ion  batteries  from 
nickel  metal  hydride  batteries  used  in  today's  hybrids.  Selling 
efficiency  provides  a  welcome  relief  to  Barth's  largest  line  of 
business,  which  is  making  car  seats  and  interiors. 

Johnson  Controls'  growth  and  profitability  qualify  it 
squarely  for  our  list  of  the  best-managed  big  companies  in  the 
U.S.  This  achievement  is  noteworthy  for  a  company  that  gets 
more  than  half  its  revenue  from  the  sickly  automobile  indus- 
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try.  Its  performance  record  is  impressive:  60  consecutive  years 
of  revenue  growth,  16  of  profit  growth  and  31  of  dividend 
growth.  "I  don't  want  to  be  the  one  to  mess  that  up,"  says  Barth, 
a  37-year  company  veteran.  In  the  fiscal  year  ended  Sept.  30, 
net  income  rose  14%  to  $1  billion  on  revenue  of  $32  billion,  up 
17%.  Over  the  next  five  years  or  so  he's  targeting  annual  sales 
growth  of  at  least  10%,  earnings  growth  of  10%  to  15%  and 
return  on  invested  capital  of  15%  to  16%.  The  most  explosive 
growth  is  coming  from  the  building  efficiency  group,  where 
revenues  are  expected  to  jump  25%  in  2007. 

The  company  started  in  the  temperature-controls  business 
in  1885,  two  years  after  its  founder,  Warren  S.  Johnson,  a  profes- 
sor at  the  State  Normal  School  in  Whitewater,  Wis.,  received  a 
patent  for  the  electric  room  thermostat.  Over  the  next  three 
decades  he  dabbled  in  a  variety  of  new  technologies — electric 
storage  batteries,  steam-  and  gas-powered  automobiles  and  a 
wireless  telegraph— but  after  his  death  in  1911  the  company 
focused  again  on  temperature  controls. 

In  1978  Johnson  Controls  began  to  branch  out,  acquiring 
Globe-Union,  a  Wisconsin  producer  of  automotive  batteries. 
Then,  in  1985,  it  bought  Hoover  Universal,  a  Michigan  manu- 
facturer of  parts  used  in  automotive  seats. 

The  1990s  were  boom  years  for  Johnson  Controls'  automo- 
tive business,  as  carmakers  handed  off  more  engineering  and 
assembly  to  suppliers.  Spurred  on  by  the  automakers,  Johnson 
Controls  acquired  several  companies,  including  Prince  Auto- 
motive, creator  of  the  first  lighted  vanity  mirror,  as  it  expanded 
beyond  seating  to  provide  complete  interiors  and  electronics. 


Today  it  sells  $18  billion  worth  of  those  interiors  and  parts. 

But  Barth,  who  started  as  an  industrial  engineer  at  Hoover 
and  later  rose  through  the  ranks  at  Johnson  Controls,  wanted 
to  balance  out  the  three  legs  of  the  company— interiors,  batter- 
ies and  building  controls.  "We  looked  more  like  an  automotive 
guy  and  less  like  the  multi- industry  company  that  we  wanted 
to  be,"  said  Barth. 

In  building  controls  Johnson  Controls  played  at  the  top  end 
of  the  $200  billion  market,  serving  complex  buildings  like  hospi- 
tals, airport  terminals  and  convention  centers,  where  it  competed 
with  Honeywell  and  Siemens.  York  had  something  Johnson  Con- 
trols didn't  have:  a  decent  business  in  the  residential  market. 

The  York  deal,  completed  in  December  2005,  played  into 
the  nation's  worries  about  volatile  energy  prices,  says  C.  David 
Myers,  who  was  York's  chief  executive  and  is  now  president  of 
the  building  efficiency  group  at  Johnson  Controls.  The  average 
building  uses  6  to  7  watts  of  electricity  per  square  foot,  accord- 
ing to  Komorowski.  But  the  six-year-old  building  where  Presi- 
dent Bush  spoke  uses  only  2.5  watts.  In  new  construction, 
which  makes  up  25%  of  Johnson  Controls'  building  revenues, 
energy-saving  devices  can  cut  energy  bills  by  10%  to  80%, 
depending  on  how  many  gadgets  a  client  buys,  Myers  says. 

In  1997  Florida  State  University,  for  instance,  spent  $14 
million  on  a  ten-year  contract  with  Johnson  Controls  to 
upgrade  58  buildings.  Since  then  it  has  already  saved  $12.5  mil- 
lion through  a  variety  of  measures,  including  carbon  dioxide 
sensors,  which  control  the  amount  of  outside  air  intake,  reduc- 
ing the  amount  of  energy  needed  to  heat  or  cool  a  room. 

The  green  movement  has  also  created  opportunities  for 
Johnson  Controls  in  the  battery  business.  It  has  two-thirds  of 
the  North  American  lead-acid  battery  market,  with  the  bulk  of 
its  $3.7  billion  in  revenues  coming  from  sales  of  replacement 
batteries.  In  July  2005  it  bought  Delphi's  battery  business,  gain- 
ing a  big  foothold  in  Asia. 

Now  it  is  moving  into  batteries  for  hybrid  vehicles  and 
future  plug- in  hybrids  and  all-electric  cars.  Toyota  and  its  bat- 
tery suppliers  have  a  head  start  on  the  nickel  metal  hydride 
batteries  used  in  today's  hybrids.  But  the  industry  is  shifting  to 
lithium  ion  batteries  because  they  pack  more  horsepower-hours 
into  a  pound.  A  year  ago  Johnson  Controls  formed  a  joint  ven- 
ture with  French  battery  maker  Saft  to  develop  lithium  ion  bat- 
teries. The  company  says  it  has  licked  the  overheating  problem 
(recall  exploding  laptops),  and  its  first  lithium  battery  will  hit 
the  market  in  late  2008. 

Barth's  three-legged  stool  is  beginning  to  look  more  bal- 
anced. In  2007  building  revenues  will  account  for  38%  of  sales 
(up  from  21%  in  2005)  and  power  systems  will  remain  at  1 1%. 

As  for  auto  interiors,  it's  not  all  bad  news.  Although  this  line 
of  work  is  losing  money  for  Johnson  Controls  in  North  Amer- 
ica, it's  making  money  abroad.  Sales  of  interiors  are  poised  to 
grow  in  China,  where  the  company  has  six  joint  ventures  and  is 
helping  up-and-comers  like  Chery  Automobile  prepare  for  the 
eventual  day  when  Chinese  cars  hit  U.S.  soil. 

For  now,  though,  the  smart  money  is  on  energy  savings — 
meaning  smart  buildings  and  hybrids.  F 
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THIS  ELITE  GROUP  IS  A 
subset  of  the  Best  Big 
Companies  in  America 
(see  p.  99).  From  26  industry 
sectors,  our  writers  and  editors 
selected  these  best-managed 
companies,  not  only  for  their 
outstanding  financial  perform- 
ance, but  also  for  leadership, 
innovation  and  execution. 
Genentech,  for  example,  deliv- 
ered 40%  sales  growth  and  62% 
earnings  growth  over  the  last 
12  months.  It  also  successfully 
launched  a  treatment  for  macu- 
lar degeneration  and  two  new 
anticancer  drugs  over  the  past 
two  years. 

In  technology  hardware  and 
equipment,  Garmin,  with  55% 
earning  growth  over  the  last  12 
months,  is  one  of  the  leaders  in 
applying  global  positioning 
satellite  data  to  a  wide  range 
of  consumer  and  commercial 
navigation  devices. 


Conglomerates 

United  Technologies 

Putting  its  own  veterans  in  charge  of  new 
acquisitions  and  immediately  cutting  costs 
helped  $46  billion  (sales)  United  Technologies 
score  three  straight  quarters  of  almost  20% 
earnings  growth  last  year.  After  acquiring  the 
refrigeration  division  of  Germany's  Linde  AG 
for  $305  million  two  years  ago,  United  Tech- 
nologies assigned  30  of  its  managers  to  turn 
the  company  into  a  clone  of  its  Carrier  unit 
within  a  year.  Result:  From  zero,  operating 
profit  margins  are  now  up  to  7%,  with  man- 
agement forecasting  double  digits  by  next  year. 

United  Technologies'  sales  growth  has 
averaged  10%  each  year  for  the  past  five  years, 
and  the  company's  total  return  in  that  time 
has  averaged  19%— strong  numbers  that  a 
majority  of  its  peers  could  not  achieve.  The 
company  routinely  spends  between  3%  and 
3.5%  of  annual  sales  on  research  and  develop- 
ment across  all  six  of  its  businesses,  including 
NASA  space  suit  manufacturer  Hamilton  Sund- 
strand,  and  United  Technologies  ranks  third 
among  its  dozen  peers  in  total  dollars  spent. 
The  company  smartly  moved  into  China 
early;  Otis  has  captured  one-third  of  the  eleva- 
tor market  there.  Since  1994  its  margins  have 
improved  to  19%  from  7%.  — Alex  Davidson 


Business  Services  &  Supplies 

Corrections  Corp. 
Of  America 

Crime  pays.  At  least  for  John  Ferguson,  chief  of  $1.3  billion 
(sales)  Corrections  Corporation  of  America,  the  nation's  largest 
privatized  prison  operator.  If  there's  one  thing  Ferguson  can  rely 
on,  it's  that  criminals  are  never  in  short  supply  and  there  aren't 
enough  bars  to  put  them  behind.  Ferguson's  23-year-old  firm, 
in  Nashville,  Tenn.,  is  the  oldest  company  of  its  kind.  And  it 
has  cells  to  spare.  "We  have  seen  this  percolating  demand  for 
many  years  that  we  didn't  sense  other  people  saw,"  he  says. 
"This  company  has  prepared  itself"  Earnings  per  share  are  up 
130%  over  the  last  12  months. 

Ferguson  insists  on  staying  ahead  of  demand,  even  if  that 
means  the  occasional  empty  cell  block.  A  strong  balance  sheet 
and  steady  cash  flow  buttressed  $120  million  in  2006  spending 
to  expand  existing  slammers  and  build  new  ones.  One  1,600- 
occupant  prison  opened  this  year  in  Arizona;  as  many  as  10,000 
beds  are  planned  for  the  next  year  and  a  half.  "[Its]  business 
development  pipeline  continues  to  amaze  us,"  says  Jefferies  & 
Co.  analyst  Anton  Hie.  Bring  on  the  bad  guys:  These  big  houses 
have  plenty  of  room.  — Amanda  Schupak 
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TO  COMPILE  THIS  LIST  WE  SCREENED 
over  1,000  corporations  with  $1  bil- 
lion or  more  in  revenues,  using 
metrics  such  as  latest- 12-month  and  five- 
year  stock  market  returns,  sales  and  earn- 
ings-per-share  growth  and  debt-to-capital 
ratios.  We  used  Thomson  IBES  consensus 
forecasts  for  long-term  earnings  growth; 
accounting  and  governance  scores  came 
from  Audit  Integrity  of  New  York  and  Los 
Angeles  to  help  us  weed  out  companies  with 
potential  problems.  For  more  on  our  full 
methodology  for  selecting  the  best  corpo- 
rations in  each  of  26  industries,  additional 
data  on  each  company  and  further  analy- 
sis, see  www.forbes.com/platinum/. 
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We  serve  7  of  the  top  7  global  automobile  manufacturers. 


And  trusted  by  the  best. 

From  strategy  through  execution,  we  collaborate  with  our  clients 
to  deliver  sustainable  success.  We  apply  our  broad  expertise 
and  practical  problem  solving  to  help  them  succeed  again  and  again. 
We're  BearingPoint,  management  &  technology  consultants. 
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Health  Care 
Equipment 
&  Services 

Pharmaceutical 

Product 

Development 

Hungry  entrepreneurialism 
has  turned  ppd  into  one  of 
the  largest  and  leanest 
providers  of  clinical  trial  ser- 
vices to  the  drug  and  biotech 
industries  (Covance  and 
private  Quintiles  are  the 
biggest  overall).  Credit  much 
of  that  focus  to  Chief  Execu- 
tive Fredric  Eshelman,  who's 
run  the  $3.9  billion  (market 
capitalization)  company  dur- 
ing its  entire  21-year  history. 
Eshelman  is  a  stickler  for  low 
head  counts  and  multitask- 
ing: The  responsibilities  of 
ppd's  recently  departed  presi- 
dent will  be  redistributed 
among  existing  executives, 
for  example.  Such  efficiency 
raises  smiles  on  The  Street. 
Earnings  growth  has  aver- 
aged 27%  over  the  last  five 
years,  and  a  year  ago  ppd 
introduced  the  first,  and  to 
date  only,  dividend  in  the 
contract  research  industry. 

A  healthy  biotech  industry 
that's  been  churning  out  a 
record  number  of  experimen- 
tal compounds,  coupled  with 
the  FDA's  intensified  focus  on 
drug  safety,  has  raised 
demand  for  big  clinical  trials. 
PPD's  sales  climbed  23%  to 
$1.04  billion  in  2005  while 
project  backlog  recently 
climbed  to  a  high  of  $2.2  bil- 
lion. That  should  be  enough 
to  drive  more  growth,  which 
the  company  funds  through 
ample  cash  generation.  Last 
year  the  company  had  cash 
flow  (net  income  plus  depreci- 
ation) of  $241  million.  PPD's 
debt-to-capital  ratio  is  only 
6%.  But  Eshelman  remains 
vigilant.  In  this  business 
"You're  only  as  good  as  your 
last  contract,"  he  says. 

—Andy  Stone 


Drugs  &  Biotechnology 

Genentech 

In  the  past  three  years  $9  billion  (sales)  Genentech  has  launched  three 
new  drugs:  the  $2  billion  (sales)  cancer  treatment,  Avastin,  Lucentis  for 
macular  degeneration  ($400  million  sales)  and  a  pill,  Tarceva,  for  lung 
cancer,  with  sales  of  $400  million.  But  the  company's  biggest  success 
last  year  came  from  the  breast  cancer  medicine  Herceptin,  an  old  drug 
for  which  Chief  Executive  Arthur  Ixvinson  helped  lay  the  groundwork 
as  a  Genentech  research  scientist  26  years  ago. 

In  early-stage  breast  cancer,  Herceptin  doubles  a  woman's  chances 
of  living  cancer  free.  Those  stunning  results  have  nearly  tripled  the  drugs  annual  sales  to  $1.3  billion 
and  answer  a  challenge  Levinson  says  was  proffered  by  Andy  Grove:  Save  lives,  don't  just  extend 
them  for  a  few  months.  Over  the  past  five  years  Genentechs  sales  have  grown  at  an  annualized  33% 
and  earnings  at  95%.  Genentech  must  deal  with  controversy  over  high  drug  prices — even  with  a  new 
price  cap  Avastin  can  cost  $55,000  a  year.  Can  the  company  keep  up  its  winning  streak?  Levinson  is 
focusing  on  research  into  diseases  where  the  immune  system  goes  wrong,  like  rheumatoid  arthritis, 
multiple  sclerosis  and  allergies.  Which  explains  Genentechs  decision  last  November  to  buy  asthma 
drug  maker  Tanox  for  $919  million  in  cash.  — Matthew  Herper 
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insurance 
W.R.  Berkley 

From  its  founding  in  1967 
commercial  property  casualty 
insurer  W.R.  Berkley  has 
thrived  in  a  notoriously 
competitive  business  by  going 
after  underserved  niche 
markets.  "We  didn't  have  the 
resources  to  compete  head- 
on  with  the  big  players,"  says 
Chairman  William  R.  Berkley. 
"This  evolved  into  a  corpo- 
rate strategy." 

The  Greenwich,  Conn, 
company  is  now  the  ninth- 
largest  commercial  property 
casualty  insurer  in  the  U.S., 
operating  in  all  50  states. 
It  has  a  five-year  average 
annual  earnings-per-share 
growth  of  39%  and  a  24% 
return  on  equity  for  the  past 
12  months.  Of  the  company's 
31  operating  units,  25  were 
built  from  scratch  internally; 
6  were  made  through 
acquisitions. 

Last  year  Berkley  opened  five 
new  businesses,  including 
one  that  specializes  in  avia- 
tion liability  insurance  for 
small  regional  airlines.  That 
came  after  hiring  a  group  of 
experienced  aviation  insur- 
ance experts.  "Business 
opportunities  lie  in  finding 
good  people,"  says  Berkley. 

Each  operating  unit  runs 
autonomously  and  is  based 
as  close  as  possible  to  its 
customers.  A  Maine  subsidiary, 
for  example,  sells  liability  in- 
surance to  fishing  fleets  and 
lumber  companies.  An  Iowa 
unit  insures  grain  elevators 
and  farm  supply  stores. 

Berkley,  61,  says  he  has  no 
plans  to  retire,  but  is  groom- 
ing his  son,  W.  Robert  Berkley 
Jr.,  34,  to  take  over  eventu- 
ally. Meantime,  the  boss 
disdains  complacency:  "It's  a 
constant  process  of  being 
dissatisfied  with  the  status 
quo,"  he  says. 

— Carrie  Coolidge 


Hotels,  Restaurants  &  Leisure 

Penn  National  Gaming 

The  glitz  and  glamour  of  gambling  might  be  in  Las  Vegas  or  Monte 
Carlo,  but  the  real  scratch  is  made  on  the  slots — no  matter  where 
they  are.  Just  ask  the  bosses  at  Penn  National  Gaming,  which  oper- 
ates 21,000  slot  machines  at  16  casinos,  racetracks  and  off-site  betting 
centers  in  Pennsylvania,  Maine,  Colorado,  Louisiana  and  Mississippi 
Penn  Nationals  stock  was  up  12%  in  the  first  1 1  months  of  2006  and  up  a  staggering  984%  since  the 
middle  of  2000.  Sales  have  grown  four  times  what  they  were  in  2001,  from  $520  million  then  to  roughly 
$2.2  billion  in  2006. 

That  swelling  stack  of  chips  comes  from  tapping  regional  markets  and  local  gamblers,  and  adding  slot 
machines  to  existing  horse  racing  facilities.  "Our  bread-and-butter  customers  are  middle-income  Ameri- 
can gamblers  with  average  incomes  between  $40,000  and  $90,000  a  yean'  says  J.  William  Clifford,  Penn 
Nationals  chief  financial  officer.  "And  they  are  almost  always  within  a  90-minute  drive  of  our  casinos.  We 
haven't  focused  on  destination  gambling;  we  are  not  trying  to  get  people  to  travel  across  the  country' 

At  least  not  yet.  Look  for  the  company  to  enter  Las  Vegas  soon.  "Web1  like  to  buy  several  properties  at 
once,  probably  on  the  Strip,"  says  Clifford.  Hmm.  Clifford's  not  tipping  his  hand,  but  Harrah's  Entertain- 
ment, the  largest  gambling  company  in  the  world  by  sales  ($7.1  billion  in  2005),  owns  six  casinos  on  the 
Strip,  including  Bally's  and  Caesars  Palace.  — Matthew  Miller 


Materials 

Steel  Dynamics 

In  1993  Keith  Busse  was  passed  over  for  the  top 
post  at  Nucor,  the  country's  largest  steel  producer. 
Rather  than  stay  put  in  the  number  two  spot,  Busse 
and  two  of  his  colleagues  went  out  on  their  own, 
launching  Steel  Dynamics  with  bank  loans,  debt  and 
a  $90  million  equity  investment  from  companies 
like  GE  Capital  and  Bain  Capital. 

He  hasn't  looked  back,  and  for  good  reason.  Last 
year  the  Fort  Wayne,  Ind.  company  made  $222  mil- 
lion on  $2.2  billion  in  sales,  and  it's  on  target  to  have 
record  profits  in  2006. 

After  a  period  of  high  prices,  with  few  exceptions 
the  cost  of  scrap  has  been  on  the  decline  for  more 
than  a  year,  and  Steel  Dynamics  has  managed  to  in- 
crease the  spread  between  the  price  of  steel  scrap  and 
its  average  selling  price  per  ton. 

The  company  runs  minimills,  which  produce  steel 
from  scrap  rather  than  iron  ore  and  manufacture 
products  in  smaller  batches  than  traditional  plants. 
Its  products  are  used  in  the  automotive,  construction, 
commercial,  transportation  and  industrial-machinery 
markets. 

Busse  brought  some  of  Nucor's  most  profitable 
practices  along  with  him,  including  bonuses  tied  to 
productivity.  Steel  Dynamics  also  has  lean  staffing 
and  a  tight  organizational  chart — only  four  layers  of 
supervision  between  Busse  and  the  crews. 

Nucor,  with  $12.7  billion  in  2005  sales,  still 
dwarfs  Steel  Dynamics.  But  Busse  wants  to  close 
the  gap — fast  — Helen  Coster 
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Technology  Hardware  &  Equipment 
Garmin 

Listen  to  turn-by-tum  directions  from  the  inside  of  your  motorcycle  helmet,  check  your  trail  map 
from  the  handlebars  of  your  mountain  bike,  plot  your  chart  and  find  fish  on  your  next  boating  trip, 
or  steer  clear  of  lightning  strikes  when  flying  your  jet 

These  are  a  few  examples  of  how  $11  billion  (market  cap)  Garmin  can  help  people  find  their  way. 
Since  1989  Garmin  has  been  inventing  gadgets  that  harness  and  interpret  data  from  public  global  posi- 
tioning satellites — for  everything  from  avionics  to  personal  portable  navigation  devices.  Revenues  from 
the  automotive/mobile  segment  at  Garmin  grew  168%  in  2006.  Its  personal  gadgets  will  make  up  55% 
of  the  company's  expected  $1.7  billion  revenues  for  2006. 

Credit  $100  million  in  R&D  last  year  for  keeping 
Garmin  at  a  commanding  55%  share  of  the  U.S.  market 
Yes,  rival  TomTom,  with  a  20%  share,  is  coming  up  fast 
and  electronics  giants  such  as  Philips,  Sony  and  Har- 
man  are  coming  out  with  their  own  GPS  gizmos. 

But  Garmin  has  so  far  been  able  to  dominate  by  sell- 
ing both  the  low  ($99)  and  high  ($1,500)  ends  of  the 
market  Unusual  features  help,  too.  The  niivi  660,  a  suc- 
tion-mounted, flat-screen  car  navigator,  has  a  Bluetooth 
microphone,  an  MP3  player — and  a  currency  converter. 

— Erika  Brown 


Utilities 
Energen 

Hard  to  find  any  nail-biting  about  a 
cold  winter  propping  up  already 
higher-than-normal  gas  prices  at 
Energen  Corp.  Three-quarters  of  the 
Birmingham,  Ala  energy  and  utility 
company's  operating  income  (earn- 
ings before  interest  taxes  and 
depredation)  comes  from  pulling 
natural  gas  out  of  the  ground, 
specifically  the  1.7  trillion  cubic  feet 
worth  of  proved  deposits  it  has 
acquired  in  the  last  1 1  years.  The 
rest  of  it  comes  from  supplying  gas 
to  460,000  customers  through  its 
Alabama  Gas  Co.  subsidiary.  Tight 
supply  and  strong  demand  have 
boosted  companywide  sales  an 
average  of  19%  a  year  for  the  past 
three  years. 

Since  Ener gen's  growth  relies  more 
on  buying  proved  gas  deposits  than 
discovering  them.  Wall  Street 
analysts  take  comfort  in  knowing 
the  company's  low-leverage  (33% 
debt-to-capital  ratio)  should  enable 
it  to  make  $1  billion  acquisitions 
without  having  to  tap  the  equity 
markets.  Meantime,  Energen's 
hedging  strategy  has  locked  in 
prices  for  almost  69%  of  its  2007 
natural  gas  production  at  an  aver- 
age price  of  $8.93,  which  keeps 
profits  safe  should  energy  prices 
dip  a  bit  Good  thing,  since  natural 
gas  inventories  are  expected  to 
start  this  winter's  heating  season  at 
the  highest  levels  since  1990, 
according  to  the  federal  Energy 
Information  Administration. 

A  lack  of  customer  growth  and  a 
looming  renegotiation  of  rates  next 
year  dull  the  outlook  for  Energen's 
regulated  utility  business,  but  Chief 
Executive  William  M.  Warren  Jr.  still 
sees  "the  sizzle  of  an  opportunity" 
in  his  own  back  yard  (the  unregu- 
lated part,  that  is).  In  October  he 
sold  for  $75  million  a  50%  interest 
to  look  for  gas  in  his  200,000  acres 
of  Alabama  shale.  To  grasp  the 
potential,  understand  that  Energen 
invested  $20  million  to  $25  million 
for  the  whole  lot  The  drill  bits  still 
have  a  way  to  go,  but  so  far  the 
geologists  like  what  they  see. 

—Matthew  Swibel 
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HERE  WAS  A  TIME  A  GENERA  - 
tion  ago  when  cancer  patients 
had  to  trudge  into  dark  base- 
ment offices  of  city  hospitals  to 
get  the  most  advanced  radiation 
treatments.  Daniel  Dosoretz  had  a  better 
idea.  In  1981  the  young  Argentinean  doc- 
tor left  his  Harvard-affiliated  hospital  with 
another  colleague  to  set  up  shop  in  Fort 
Myers,  Fla.,  home  to  hordes  of  Medicare 
patients  with  no  access  to  the  latest  cancer- 
zapping  machines.  With  support  from  a 
radiologist  named  Howard  Sheridan,  he 
eventually  built  four  centers,  each  with  a 
$1  million  linear  accelerator  machine. 
Dozens  of  doctors  from  around  the  country 
came  to  tour  the  patient-friendly  clinics, 
which  were  complete  with  atriums  that  let 
sunlight  into  the  treatment  theaters. 

Dosoretz's  winning  concept  has  since  ex- 
panded into  24  markets.  His  publicly  traded 
company,  Radiation  Therapy  Services,  now 
treats  1 ,600  patients  a  day  at  76  clinics,  mak- 
ing it  the  largest  outpatient  radiation  firm 
in  the  US. 

Medicare  so  far  has  been  very,  very 
good  to  the  specialty  of  radiation  oncology. 
Steady  advances  in  tumor-zapping  technol- 
ogy has  allowed  the  company  to  introduce 
more  elaborate,  and  costlier,  treatments  as 
they  emerge.  Since  1998  the  company  has 
increased  its  average  annual  revenue  per 
center  from  $1.8  million  to  $3.8  million, 
despite  the  fact  that  each  centers  average 
daily  traffic  has  fallen  from  33  to  24 
patients.  Its  clinics  are  often  the  first  with 
new  technologies. 

Fees  and  profits  are  both  up  25%  a 
year  over  the  last  five  years,  an  admirable 
feat  in  a  business  that's  highly  vulnerable 
to  sudden  cuts  in  Medicare  reimburse- 


Beams  and  Schemes 


Daniel  Dosoretz's  chain  of  radiation  oncology  treatment  centers  has 
gotten  big  fast.  How  exactly  did  that  happen?    By  David  Whelan 
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ent.  Revenue  in  2006  was  probably  $285 
illion,  with  $30  million  in  earnings, 
osoretz's  and  Sheridan's  shares  in  the 
•m  are  worth  $110  million  and  $70  mil- 
>n,  respectively.  "We  took  the  best  out  of 
e  Harvard  system  and  made  it  a  com- 
unity  service,"  says  Dosoretz. 

It's  an  impressive  roll-up,  to  be  sure, 
t  a  closer  look  at  how  Dosoretz  has  kept 


this  empire  growing  reveals  some  business 
practices,  conflicts  of  interest  and  less  than 
vigorous  disclosures  that  should  be  of 
interest  to  shareholders  and  patients. 

In  2002  cancer  doctors  began  pre- 
scribing a  new  service  called  intensity- 
modulated  radiation  therapy.  IMRT  is  an 
impressive  innovation,  able  to  blast 
tumors  with  the  precision  of  a  Waterpik 


showerhead  versus  the  garden-hose 
approach  of  older  external  beam  therapy. 
Medicare  pays  $700  per  IMRT  session, 
compared  with  $100  for  external  beam. 
They  take  the  same  amount  of  effort  to 
administer.  Some  in  the  profession  grouse 
that  IMRT  is  overprescribed — and  some 
doctors  who  have  parted  ways  with 
Dosoretz  say  the  company  promotes 
higher  IMRT  use  by  offering  bonuses  for 
meeting  higher  revenue  targets.  The  gen- 
erous reimbursement  rates  explain  why 
Dosoretz's  company  can  run  its  expensive 
IMRT  machines  at  50%  capacity  yet 
remain  highly  profitable. 

"Many  communities  have  five  radia- 
tion centers  that  should  have  one  or  two," 
says  Kevin  Gross,  president  of  Universal 
Health  Services,  a  national  hospital  chain 
that  also  provides  radiation  therapy. 

In  many  markets  competition  has 
intensified  for  access  to  the  profession's 
lifeblood:  referrals.  Because  radiation 
oncologists  do  not  diagnose  cancer,  they 
rely  on  referring  physicians  such  as 
surgeons,  urologists  and  gynecologists.  A 
single  referral  can  lead  to  a  course  of  40 
treatments,  or  $25,000,  and  double  that 
with  facility  fees.  It's  illegal  under  federal 
law  to  pay  doctors  directly  for  referrals  or 
to  refer  to  a  clinic  in  which  a  doctor  has  a 
financial  stake,  so  Dosoretz  has  been 
busy  buying  practices  outright,  which  is 
fine  by  regulators  as  long  as  he  does  not 
overpay  But  absent  a  buyout,  there  are 
plenty  of  contorted  ways  to  get  referrals 
anyway. 

Some  of  these  deals  came  to  light  in  a 
lawsuit  filed  in  2004  in  Broward  County, 
Fla.  by  Edward  Kaplan,  a  doctor  cut  that 
year  from  Radiation  Therapy's  staff. 
Kaplan's  main  contention  is  that  Dosoretz 
and  his  firm  interfered  with  his  ability  to 
practice  elsewhere.  Radiation  Therapy  is 
countersuing  Kaplan  for  violating  his 
noncompete  clause.  Kaplan  claims  that 
Radiation  Therapy  Services  uses  kick- 
backs to  generate  a  steady  stream  of  refer- 
rals. Dosoretz  brands  Kaplan  a  greedy 
malcontent  and  counters  that,  in  any  case, 
his  firm's  financial  arrangements  are 
unrelated  to  referrals.  "He's  made  a  career 
out  of  extorting  us,"  Dosoretz  says. 

Dosoretz's  shareholders  wouldn't 
know  about  this  lawsuit,  as  the  company 
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deems  it  too  immaterial  to  disclose  in  its 
filings,  even  though  the  Florida  state 
attorney  generals  office  has  subpoenaed 
documents  related  to  the  kickback  and 
extortion  allegations.  (Dosoretz  says  he 
got  the  attorney  general  involved  to  clear 
his  company.) 

Only  this  year  did  Dosoretz  disclose  to 
shareholders  that  he  is  a  half-owner  of  a 
Florida  company  called  Oncology  Consult- 
ing Services  that  directs  lower-paying  HMO 
patients  from  Humana  to  radiation  clinics 
owned  by  Radiation  Therapy  Services.  OCS 
helps  HMO  patients  get  services  and  allows 
their  primary  care  doctors  to  stay  within  the 
HMOs  budget.  Why  would  Dosoretz  want 
these  patients,  whose  insurance  pays  less  than 
half  the  Medicare  rate?  Kaplans  suit  asserts 
that  the  same  doctors  also  refer  patients 
who  are  either  on  Medicare  or  on  higher- 
paying  private  insurance  plans.  Dosoretz 
confirmed  that  assertion  in  a  deposition. 
Swapping  traffic  like  this  could  violate  fed- 
eral anti-kickback  laws,  says  Pittsburgh 
health  care  lawyer  William  Maruca. 

OCS'  ties  to  Radiation  Therapy  Services 
(OCS  paid  $384,000  to  the  company  last  year) 
were  disclosed  only  after  the  lawsuit  was 
filed.  Dosoretz  says  he  had  forgotten  about 
his  ownership  stake  and  it  was  a  mistake  to 
disclose  the  tie-ins  belatedly — but  maintains 
that  OCS  is  just  a  way  to  help  treat  HMO 
patients,  nothing  more. 

In  2004  Radiation  Therapy  pledged 
$500,000  to  support  a  research  chair  for  a 
colon  surgeon  at  the  Cleveland  Clinic 
Foundation.  Dosoretz's  company  has  a 
contract  with  the  Cleveland  Clinic's 
Weston,  Fla.  campus  to  provide  radiation 
therapy  to  its  patients.  Kaplan  says  this 
was  another  scheme  to  hang  on  to  refer- 
rals, but  both  Dosoretz  and  the  hospital 
say  there  was  no  quid  pro  quo. 

Radiation  Therapy  investors  may  not 
be  impressed  by  the  fact  that  its  chairman, 
Howard  Sheridan,  spent  35  years  at  a  Fort 
Myers,  Fla.  medical  practice  that  was  sued 
by  U.S.  attorneys  for  billing  Medicare  for 
unordered  imaging  procedures.  The  alle- 
gations were  settled  in  2004  for  $2.5  mil- 
lion without  admissions  of  wrongdoing. 
Radiation  Therapy  has  never  disclosed 
this  bit  of  Sheridan's  past,  even  though 
Medicare  billings  make  up  half  of  its 
annual  revenue.  Sheridan  says  there  was 


no  need  to  disclose  the  settlement,  since 
he  was  not  personally  implicated. 

Radiation  Therapy  does  disclose  to 
shareholders  that  Dosoretz  and  his  doctor 
partners  own  a  Cayman  Islands  reinsur- 
ance company  that  covers  the  company 
for  malpractice.  It  charged  Radiation 
Therapy  Services  $4  million  in  premiums 
in  2005.  The  insurer  also  covers  an  untold 
number  of  other  doctors.  Dosoretz  says  he 
is  not  sure  which  of  these  doctors  refer 
patients  to  his  centers  but  says  if  they  do, 
their  premiums  are  at  a  fair  market  rate 
and  thus  not  an  illegal  inducement. 

The  insurance  company  covered  a 
practice  of  eight  urologists  in  Fort  Myers 


By  the  Numbers 


The  Tumor  Mill 

Technology  has  vastly  improved  radia- 
tion therapy  and  made  it  big  business. 


million  new  cancer 
diagnoses  in  2006. 


of  cancer  patients 
will  receive  radiation  therapy. 


billion  spent  each  year 
on  radiation  treatments. 


Cost  for 
one  course  of  radiation. 

Sources:  American  Cancer  Society;  American 
Society  for  Therapeutic  Radiology  and 
Oncology;  Radiation  Therapy  Services. 

that  was  having  trouble  getting  coverage. 
In  December  2005  Radiation  Therapy 
bought  the  practice  outright.  This  move 
avoided  any  chance  that  the  urologists 
might  have  bought  their  own  radiation 
equipment — a  trend  sweeping  the  field. 
Dosoretz  says  the  merger  helps  improve 
treatments.  "We  educate  them.  They  edu- 
cate us,"  he  says.  Over  the  years  Radiation 
Therapy  has  bought  out  30  gynecological 
oncologists,  surgeons  and  urologists.  In 
several  of  these  deals  Radiation  Therapy's 
share  of  referrals  jumped  to  100%  if  it 
wasn't  there  already. 

Ironically,  the  company  was  once  a 
vocal  supporter  of  the  laws  now  on  the 


books  outlawing  back-scratching  between 
doctors  and  radiation  clinics,  for  fear  that 
another  clinic  operator  would  cut  them 
out  of  referral  streams.  The  company's 
hired  Tallahassee  lobbyist,  James  Eaton, 
takes  credit  for  getting  Florida's  regula- 
tions banning  self-referrals  passed  in 
1992,  six  months  before  the  federal  gov- 
ernment approved  a  similar  bill. 

Radiation  Therapy  Services  has  been  a 
publicly  traded  company  for  only  2  of  its 
25  years  in  business,  but  it  still  acts  like  it 
operates  for  the  benefit  of  its  founding 
doctors.  When  it  went  public  the  com- 
pany used  $40  million  of  the  $48  million  it 
raised  to  pay  Dosoretz,  Sheridan  and  a 
handful  of  other  owners  a  cash  dividend. 
The  rest  went  to  pay  off  loans.  Insiders 
also  sold  another  $18  million  in  stock  as 
part  of  the  offering.  No  money  was  left  to 
pay  for  expansion  or  new  equipment. 

Thirteen  of  its  60  freestanding  radia- 
tion centers  sit  on  property  owned  by  land 
partnerships  controlled  by  company 
founders  and  officers.  These  partnerships 
receive  $4  million  a  year  in  rent,  and  the 
company  is  currendy  building  centers  in 
Scottsdale,  Ariz.,  Marco  Island,  Fla.  and 
Palm  Springs,  Calif,  on  more  insider- 
owned  land.  Dosoretz  says  the  deals  are  all 
at  market  rates  and  give  the  company  a 
friendly  landlord  and  investing  doctors  a 
retention  incentive.  Shareholders  will  have 
to  take  the  company's  word  for  it  that 
insiders  aren't  profiting  excessively. 

Shares  of  Radiation  Therapy  Services 
cooled  off  in  2006  with  Medicare  vowing  to 
cut  reimbursements  for  IMRT  procedures 
by  27%  over  four  years.  But  Dosoretz  now 
has  a  Medicare  expert  on  call.  Last  year  he 
bought  a  radiation  center  in  Santa  Monica, 
Calif,  run  by  Michael  Steinberg,  a  member 
of  an  influential  trade  group  that  advises 
Medicare  on  how  to  set  rates  for  the  latest 
technologies. 

Dosoretz  has  already  bought  1 1  new  $4 
million  machines  that  can  do  image-guided 
therapy,  in  which  computerized  tomography 
and  X  rays  are  used  to  guide  beams  more  pre- 
cisely. The  company  has  also  experimented 
with  positron  emission  tomography,  or  PET, 
machines,  yet  another  billable  service.  If  a 
Medicare  cut  does  come,  Dosoretz  says  he'll  U 
just  buy  distressed  rivals.  "If  I'm  the  best,  I'll  [* 
make  a  ton,"  he  says.  F  , 
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By  Lynn  Morrissey 


WORKING  WITH  THE  EPA,  FORWARD-THINKING  COMPANIES  TAKE  THE 
LEAD  IN  REDUCING  GREENHOUSE  GAS  EMISSIONS. 

This  year  marks  a  watershed  for  action  on  slowing  climate  change.  Clean  energy  is 
poised  to  become  the  hottest  new  market  for  venture  capital  investment  since  the 
dot-com  boom,  and  for  the  first  time,  companies  lowering  their  greenhouse  gas  emissions 
are  being  rewarded  by  mainstream  investors  and  insurers  for  improved  risk  management. 
Public  awareness  has  also  been  brought  to  the  forefront,  fueled  by  insightful  books  and 
documentaries  that  focus  attention  on  the  future  as  well  as  the  changes  that  need  to  be 
made  now  to  avoid  a  dramatic  increase  in  global  temperature. 


:limate>i 

-EADERS 

S.  Environmental  Protection^Aw^TTcy 


ADVERTISEMENT..!   :  

•  n  this  environment,  how  should  business  leaders  respond?  One 
J'  way  is  to  work  to  voluntarily  reduce  emissions  and  to  increase 
efficiency  in  using  scarce  resources.  "Many  of  the  efforts  used  to 
reduce  carbon  dioxide  emissions  and  to  increase  the  efficiency  of 
companies  also  reduce  costs,"  says  Bill  Wehrum,  acting  assistant 
administrator  of  the  U.S.  Environmental  Protection  Agency's  Office 
of  Air  and  Radiation.  "It's  a  clear  example  of  how  what's  good  for  the 
environment  can  also  be  good  for  business." 

One  step  companies  have  taken  to  get  help  identifying  and  reducing 
their  greenhouse  gas  emissions  is  to  join  an  EPA  program  known  as 
Climate  Leaders.  Launched  in  2002,  the  program  is  an  industry- 
government  partnership  that  works  with  companies  to  help  them 
develop  long-term  greenhouse  gas  reduction  strategies.  More  than 
100  companies  are  currently  participating  in  the  program,  which 
involves  taking  inventory  of  the  sources  of  greenhouse  gases  within 
their  operations  and  taking  steps  to  reduce  or  eliminate  them.  Taken 
together,  their  emissions  reduction  goals  will  prevent  a  total  of  over 
10  million  metric  tons  of  carbon  equivalents  per  year  from  entering 
the  atmosphere,  which  is  an  amount  equal  to  the  annual  emissions  of 
nearly  7  million  cars.  Climate  Leaders  partners  represent  virtually 
every  sector  of  the  economy,  from  heavy  manufacturing  to  banking, 
computer  giants  to  major  retailers.  Three  companies  in  particular  — 
Exelon,  Sun  Microsystems  and  Shaklee  —  provide  useful  case  studies 
of  the  many  ways  in  which  Climate  Leaders  are  working  to  meet  the 
challenge  of  the  century. 

t EXELON: 
Using  Energy  Wisely 

As  one  of  the  nation's  largest  electric  and  gas  energy  companies, 
Exelon  Corp.  takes  global  warming  seriously.  "We  believe  the  scientific 
evidence  that  climate  change  is  real,"  says  Helen  Howes,  the  company's 
vice  president  of  Environment,  Health  and  Safety.  "As  a  result,  we 
believe  that  urgency  is  required  in  taking  action  to  reduce  greenhouse 
gases."  To  that  end,  the  company  has  been  an  advocate  at  the  federal 
level  for  economy-wide  federal  legislation  to  reduce  carbon  dioxide 
emissions.  The  company  has  also  joined  the  EPA's  Climate  Leaders 
program,  and  established  a  voluntary  commitment  to  reduce  its  carbon 
emissions  by  8%  by  the  end  of  2008,  compared  to  the  baseline  year  of 
2001.  "The  happy  circumstances  are  that  in  some  cases  we  have  been 
saving  money  as  we  have  been  achieving  greenhouse  gas  reductions," 
says  Howes.  "We  have  been  reducing  the  carbon  intensity  of  our  own 
operations,  and  we  think  that  puts  us  in  a  very  good  place  because  we 
expect  that  there  will  be  federal  legislation  in  time." 

The  company  generates  electricity  from  the  largest  nuclear  fleet  in 
the  nation,  emitting  virtually  no  greenhouse  gases  in  the  production 
process.  Exelon  has  also  taken  a  stand  to  promote  energy  efficiency 
and  renewable  energy,  beginning  right  at  its  corporate  headquarters 
in  Chicago's  Chase  Tower.  There,  the  company  is  in  the  process  of 
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renovating  ten  floors  and  adhering 
to  "green"  building  code  standards, 
which  encourage  companies  to  use  renewable  energy  and  be  more 
efficient  in  the  use  of  electricity  and  water,  in  addition  to  integrating 
recycling  in  a  meaningful  way.  Using  criteria  established  by  the  U.S. 
Green  Building  Council's  Leadership  in  Energy  and  Environmental 
Design  (LEED)  program,  Exelon  is  seeking  the  highest  level  of  certi- 
fication available  to  Commercial  Interior  renovations:  LEED-Cll 
(Commercial  Interiors)  Platinum  certification.  Upon  completion  of 
the  project,  and  the  U.S.  Green  Building  Council  certification  process, 
Exelon's  new  headquarters  is  projected  to  be  the  largest  LEED  reno- 
vated office  space  in  the  country.  "We  have  committed  to  100% 
renewable  energy  use  for  the  floors  that  we  will  be  occupying,"  says 
Howes,  who  says  that  the  focus  on  energy  efficiency  will  also  lead  t< 
a  reduction  in  energy  consumption  by  20%  to  35%  compared  to  i 
conventional  office.  "We  expect  to  pay  a  10%  premium  for  renovating 
the  office  space,  but  we  expect  to  gain  those  dollars  back  in  reducec 
operating  costs  for  water  and  electricity,"  says  Howes. 

The  company  has  committed  to  a  number  of  other  initiatives,  witr 
environmental  enhancement  as  its  goal.  One  is  the  Fairless  Hill 
Generating  Station  in  Pennsylvania  that  burns  landfill  gas.  Exelon 
invested  more  than  $11  million  to  expand  its  generating  capacity 
making  it  the  second-largest  landfill  gas  generating  station  in  the  US 
"Methane  is  a  very  potent  greenhouse  gas,  which  is  spontaneousl' 
released  into  the  environment  from  landfills,"  says  Howes.  "This  60 
megawatt  project  captures  it  as  a  usable  fuel  resource."  The  compan 
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We're  leading  the  way  in  making  the  world  a  better  place.  Want  to  help? 

We're  Shaklee  Corporation.  And  as  EPA  Climate  Leaders,  we've  committed  to 
nothing.  That's  right.  Zilch.  We've  pledged  to  completely  offset  our  greenhouse 
gas  emissions  and  run  our  business  leaving  no  carbon  footprint  behind. 

But  not  just  for  this  year.  For  next  year.  And  the  year  after  that. 

In  fact,  we  were  the  first  company  in  the  world  to  be  certified  for  having  a  net 
zero  impact  on  the  earth* 

Because,  as  pioneers  in  the  natural  nutrition  industry,  making  people  and  the 
planet  healthier  not  only  comes  naturally  to  us.  It's  our  mission.  Back  in  1960,  we 
created  one  of  the  first  biodegradable  cleaners  ever.  Since  then,  we've  continued 
to  break  ground  with  products  that  clean  house  without  dirtying  earth.  Products 
that  purify  our  air  and  water.  Products  that  improve  health. 

Along  the  way,  we're  showing  how  businesses  can  help  solve  some  of  the  world's 
most  pressing  problems.  Come  see  how  at  Shaklee.com.  Because  we  hope  you'll 
commit  to  doing  nothing  but  good,  too. 

Shakiee.com 

'Certified  Climate  Neutral  "  in  2000 


^Shaklee 


Creating  Healthier  Lives* 
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has  also  made  a  commitment  to  using  biodiesel  fuel,  which  is  a 
renewable  resource.  By  the  end  of  2006,  Exelon's  two  distribution 
companies,  PECO  in  Philadelphia  and  ComEd  in  Chicago,  will  use 
100%  renewable  diesel  fuel  for  the  vehicles  they  operate,  which 
amounts  to  a  significant  reduction  in  greenhouse  gases  and  other 
emissions.  "We're  also  increasing  our  fleet  of  hybrid  vehicles  to 
reduce  the  greenhouse  gases  associated  with  our  vehicle  fleet,  and 
have  purchased  50  Ford  Escape  Hybrids  to  that  end,"  she  says'. 

SfSUN  MICROSYSTEMS: 
Reducing  Energy  Demands 

In  searching  for  ways  to  reduce  greenhouse  gas  emissions,  Sun 
Microsystems  had  to  take  a  close  look  at  its  day-to-day  operations  to 
see  what  could  be  changed.  "We  don't  have  metal  refineries,  we  don't 
have  big  fleets  of  trucks  and  we  don't  fly  planes,"  says  David  Douglas, 
the  company's  vice  president  of  Eco  Responsibility.  Yet,  what  could  a 
company  composed  largely  of  office  workers  do  to  achieve  a  significant 
reduction  in  emissions? 

The  answer  for  Sun  lay  in  reinventing  the  rules  for  the  corporate 
work  schedule  through  a  program  it  calls  Open  Work.  Going  far 
beyond  the  "flex-time"  found  in  most  companies,  the  Open  Work 
program  literally  institutionalizes  employee  flexibility  and  work-at- 
home  capabilities,  and  extends  them  to  nearly  every  worker  in  the 
company.  The  program  builds  options  for  Sun  employees  by  allowing 
them  to  take  advantage  of  satellite  offices  closer  to  their  homes,  which 
provides  them  with  alternatives  to  lengthy  commutes.  People  who 
sign  up  for  the  program  also  voluntarily  give  up  permanent  office 
space,  and  in  return  receive  shared  office  space  as  well  as  equipment 
they  need  to  work  at  home.  Since  2001,  the  project  has  been  a  major 
success  with  Sun  workers.  "Over  46%  of  our  employees  have  joined 
the  program,  and  as  a  result  we've  reduced  our  overall  office  facility 
space  by  approximately  one-sixth,"  says  Douglas.  The  benefits  for  the 
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company  have  been  twofold.  The 
reduction  in  emissions  resulting 
from  shorter  commutes  will  amount  to  30,000  tons  of  carbon  dioxide 
in  2006  alone,  says  Douglas.  Meanwhile,  Sun  benefits  as  well:  "Last 
year  we  saved  over  $60  million  through  reductions  in  the  cost  of 
running  and  operating  office  space." 

The  company  also  looks  beyond  greenhouse  gas  reductions  toward 
waste  reduction.  Through  its  product  take  back  program,  the  company 
invites  customers  to  return  antiquated  products,  which  it  then 
remanufactures  and  recycles.  "As  everyone  knows,  computers  such  a' 
PCs  are  getting  increasingly  harder  to  get  rid  of,"  says  Douglas.  B) 
guaranteeing  to  take  back  anything  it  sells,  the  company  has  beer 
able  to  create  an  efficient  reclamation  and  disposal  operation  tha' 
can  serve  as  a  model  for  others.  "Between  reuse  and  recycling,  we  can 
find  good  things  to  do  with  over  95%  of  what  we  get  back.  That  mean; 
that  less  than  5%  goes  into  the  waste  stream,"  he  says.  "We  believi 
these  are  leading  numbers  in  the  industry  right  now.' 

31  SHAKLEE: 

Putting  the  Earth  First 

Shaklee,  the  premier  provider  of  natural  nutritional  supplement 
has  a  50-year  track  record  of  being  an  environmental  pioneer.  Th 
company's  earth-friendly  focus  began  when  Dr.  Shaklee  started  th 
company  based  on  the  philosophy  of  Living  in  Harmony  wit 
Nature™.  "We  were  founded  on  a  simple  premise,"  says  Roger  Barnet 
the  company's  chairman  and  chief  executive  officer.  "Since  we  extrac 
from  nature  to  create  what  we  believe  are  the  best  natural  health  proc 
ucts  in  the  marketplace,  we  should  give  back  to  nature  in  equal  part 

In  1960,  Shaklee  introduced  one  of  the  first  biodegradable  non-tox 
cleaners  in  the  U.S.,  which  was  also  super-concentrated  and  use 
significantly  less  packaging.  In  subsequent  decades,  Shaklee  mair 
tained  its  commitment  to  environmental  stewardship 


We  are  not  waiting. 

We  are  reducing  greenhouse  gas  emissions  today. 


As  one  of  the  nation's  leading  electric  and  gas  energy  companies,  Exelon  supports  federal  legislation 
that  will  impose  an  economy-wide  program  to  reduce  greenhouse  gas  emissions.  In  the  meantime, 
we  are  not  waiting  for  consensus  on  federal  standards  and  mandates. 

As  a  member  of  the  EPAs  Climate  Leaders  program,  we  have  voluntarily  set  a  goal  to  cut  our  greenhouse 
gas  emissions  by  8  percent  from  2001  levels  by  the  end  of  2008. 

We  also  continue  our  dialogue  with  policymakers,  environmental  community  leaders,  and  other 
interested  parties  to  develop  workable  public  policy  to  address  looming  climate  change  challenges. 

Exelon  owns  the  nation's  largest  fleet  of  nuclear  generating  stations,  producing  130  million 
megawatt  hours  of  power  annually  with  virtually  no  greenhouse  gas  emissions.  To  learn  more 
about  our  commitment  to  the  environment,  visit  www.exeloncorp.com/aboutus/environment 
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-  In  the  1970s  it  supported  Jacques  Cousteau's  expeditions. 

•  In  the  1980s  Shaklee  sponsored  the  first  expedition  to  the  North 
Pole  to  measure  global  warming. 

•  In  the  late  '80s  and  '90s,  Shaklee  planted  1  million  trees  in  the 
Himalayas  through  Sir  Edmund  Hillary's  foundation,  and  Basic 
H8,  its  biodegradable,  non-toxic  cleaner,  was  named  an  official 
Earth  Day  product. 

•  In  2000,  Shaklee  U.S.  became  the  first  company  in  the  world 
to  be  Climate  Neutral  certified  and  have  a  net  zero  impact  on 
the  environment. 

•  In  2006,  Dr.  Wangari  Maathai,  the  2004  Nobel  Peace  Prize 
Laureate,  was  named  Global  Ambassador  of  Shaklee's  new  envi- 
ronmental campaign,  "A  Million  Trees.  A  Million  Dreams," 
designed  to  plant  1  million  trees  in  North  America  and  an  addi- 
tional 1  million  trees  in  Kenya. 

Through  Climate  Leaders,  the  company  continues  to  lead  on  this 
issue  by  pledging  to  maintain  net-zero  carbon  emissions  from 
2006-2009.  "We  are  committed  to  lead,  even  though  we're  not  the 
biggest  company  in  the  world.  We  want  to  prove  that  financial  suc- 
cess can  be  enhanced  by  doing  the  right  thing,"  says  Barnett.  If  the 
top  500  companies  in  the  world  followed  Shaklee's  lead  and  became 
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carbon  neutral,  Barnett  says,  that 
would  be  the  equivalent  of  elimi- 
nating half  a  billion  cars  from  the  road,  and  would  have  a  dramatic 

impact  on  greenhouse  gas  emissions 

Shaklee  continues  to  innovate,  trying  to  make  sure  that  all  its 
actions  have  multiple  benefits.  In  August,  Shaklee  held  its  50th 
anniversary  celebration  in  its  hometown  of  San  Francisco  and  held 
the  city's  first  carbon-neutral  convention  by  planting  trees  to  help 
fulfill  the  city's  green  program.  Shaklee  intends  to  further  offset  its 
future  carbon  emissions  by  installing  solar  energy  panels  to  electrify 
some  of  the  United  Nations'  Millennium  Development  villages  in 
Africa,  so  that  these  villages  can  be  brought  into  the  world's  economy, 
but  in  a  way  that  is  fully  sustainable  and  carbon  neutral. 

For  Shaklee,  focusing  on  the  climate  represents  good  business  sense, 
as  well  as  good  environmental  sense.  "There  is  a  growing  consumer 
awareness  and  demand  for  products  that  are  good  for  the  customers 
and  good  for  the  planet,  and  we  think  that  is  a  market  trend  that  is  only 
going  to  grow  in  the  future,"  says  Barnett.  "This  is  more  than  just  a  social 
program  that  makes  us  feel  good  —  this  is  the  core  of  our  business,  a 
key  driver  of  our  revenues  and  a  major  attraction  for  distributors  and 
employees  to  our  company."  As  a  result,  Shaklee  sales  have  recently 
grown  by  over  20%,  fueled  by  a  surge  of  new  people  joining  its  750,000 
members  and  distributors  in  sharing  natural  health  and  wellness 
products  that  help  make  the  planet  healthier  as  well. 
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BECOMING  A  CLIMATE  LEADER 

The  EPA's  Climate  Leaders  program  is  good  for  the  global  environ- 
ment, and  it  is  also  good  for  business.  By  becoming  a  Climate  Leader 
a  company  can: 

•  Be  identified  as  an  environmental  leader 

»  Increase  energy  efficiency  and  reduce  energy  costs 

•  Create  a  credible  record  of  accomplishments 

•  Receive  technical  assistance  to  complete  a  greenhouse 
gas  inventory 

<  Improve  management  of  greenhouse  gas  emissions 

•  Become  a  well-informed  player  in  the  climate  change 
policy  discussion 

To  learn  how  your  company  can  become  a  Climate  Leader,  visit  the 
program  Web  site  at  www.epa.gov/climateleaders. 
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With  violence  raging,  some  American  investors  are  drilling  for 

oil  in  the  Kurdish-controlled  north.  Are  they  nuts?  By  Christopher  Helm; 


VERY  QUIETLY  IN  SEPTEMBER, 
under  the  watchful  eye  of  the 
Kurdish  Oil  Protection  Force, 
a  crew  funded  by  Prime  Nat- 
ural Resources  of  Houston 
started  drilling  for  crude  in  northern  Iraq. 
The  idea  was  to  reach  a  target  depth  of 
9,500  feet  in  a  Bina  Bawi  field  around  New 
Year's  and  uncork  what  seismic  studies 
indicate  could  be  500  million  barrels  of 
oil.  Success  would  make  Prime  and  its 
partners  the  first  Americans  to  find  new 
oil  in  post-Saddam  Iraq. 


Long  before  ExxonMobil,  BP  and  Chevron 
pile  on,  Prime  is  making  an  audacious  move 
at  a  very  delicate  time.  The  dispute  over  hy- 
drocarbons is  very  much  at  the  heart  of  the 
civil  war  raging  in  Iraq:  Sunnis,  who  ruled 
under  Saddam,  want  their  share  of  oil  riches, 
which  mostly  lie  in  the  Kurdish-controlled 
north  and  the  Shiite  south  (see  map,  p.  120). 
The  factions  seem  close  to  a  federal  law  over 
how  to  distribute  petro  revenues — which 
might  tamp  down  the  violence — but  are  hung 
up  on  who  would  have  final  say,  the  feds  or 
the  regional  government  Until  that's  settled 


Uncle  Sam  doesn't  want  any  oil  company, 
American  or  otherwise,  cutting  deals  with  any 
group.  The  State  Department  said  as  much 
to  Prentis  B.  Tomlinson,  chief  executive  of  Cal- 
ibre Energy,  one  of  Prime's  partners,  when  it 
summoned  him  for  a  scolding  in  the  fall  "My 
response  was,  'I  wish  you  had  called  me  be- 
fore we  had  made  the  investment,'"  winks 
Tomlinson,  64.  "Still,  there's  no  law  that  pre- 
cludes us  from  being  there." 

But  there  is  the  lure  of  relatively  quick  and 
hefty  profits.  Early  investors  in  Calibre,  an 
o-t-c  bulletin  board  stock  with  minimal 


118      FORBES      JANUARY  8,  2007 


perations  (it  lost  $  J  .9  million  on  revenue  of 
21,000  in  2005),  stand  to  pocket  $100 
lillion  or  so  if  a  new  stock  offering  becomes 
ffective  early  this  year.  And  there  are  other 
western  investors  in  Iraqi  Kurdistan.  Adja- 
ent  to  the  ridge  formation  that  marks  Bina 
iawi  is  a  field  called  Taq  Taq,  where  a  Swiss- 
Canadian  outfit,  Addax  Petroleum,  says  it 
imnd  2  billion  barrels  in  September, 
ast  April  Norwegian  explorer  DNO  hit 
ay  dirt — 330  million  barrels  in  the  Tawke 
eld  Other  prospectors  include  Canada's 
leritage  Oil  and  Western  Oil  Sands. 


The  fires  this  time:  protecting  oil  assets  in 
Kurdish-controlled  Kirkuk,  northern  Iraq. 


Where  is  Big  Oil?  "The  supermajors 
wont  go  in  yet;  they  can't  afford  the  head- 
lines. What  workers  would  they  send  there, 
and  who  would  be  willing  to  break  the  news 
to  their  family  when  they  got  killed?"  asks 
Peter  Newman,  head  of  the  oil  and  gas  prac- 
tice of  Deloitte  &  Touche.  "Plus,  these  proj- 
ects are  too  small  for  the  big  guys." 

Since  2003  there  have  been  375-plus  at- 
tacks on  Iraq  oil  assets:  pipelines  blown  up, 
engineers  shot,  fuel  trucks  set  on  fire.  Iraq's 
oil  output  is  down  from  a  prewar  2.5  million 
barrels  per  day  to  1 .9  million  Considering  that 


Iraq's  estimated  reserves  of  1 50  billion  barrels 
are  second  only  to  Saudi  Arabias,  oil  econo- 
mists think  Iraq  could  easily  produce  5  mil- 
lion barrels  a  day  for  many  years.  While  the 
Kurdish  areas  are  safer  than  the  rest  of  Iraq, 
roughly  half  the  nation's  postwar  oil  produc- 
tion deficit  is  traced  to  the  very  area  where 
the  wildcats  are  drilling.  Seventy-five  miles 
from  Bina  Bawi  runs  Iraq's  biggest  export 
route,  the  Kirkuk-to-Ceyhan  pipeline.  Before 
the  war  it  carried  900,000  barrels  a  day  from 
northern  Iraq  to  Turkey's  Mediterranean 
coast  Today  it's  lucky  to  do  500,000. 

Oil  was  first  discovered  in  Kirkuk  in  1927 
by  the  Turkish  Petroleum  Co.  Its  estimated 
10-billion-barrel  reserve  caught  the  attention 
of  Saddam,  who  in  the  mid-1970s  began 
"cleansing"  the  area  of  Kurds,  replacing 
them  with  Sunni  Arabs.  Since  the  U.S.  inva- 
sion the  Kurds  have  been  moving  back,  and 
reclaiming  petroleum  assets,  partly  by  letting 
foreign  oil  companies  drill  near  Kirkuk. 

Not  that  this  settles  the  matter  of  who 
owns  what  oilfield  Oil  Minister  Hussein 
al-Shahristani,  a  Shia,  insists  that  Baghdad  will 
not  recognize  any  contract  between  foreign 
oil  companies  and  the  Kurdistan  Regional 
Government  (KRG).  Nechirvan  Barzani, 
prime  minister  of  the  KRG,  counters  that  the 
Kurds,  who  compose  17%  of  Iraq's  popula- 
tion, will  secede  if  their  authority  over  re- 
gional oilfields  is  eroded  "We  don't  believe 
a  centralized  oil  policy  has  been  successful 
since  Iraq's  inception,"  says  Qubad  Talabani, 
the  KRG's  ambassador  to  the  U.S.  and  son  of 
Iraq's  president 

How  did  Westerners  get  in?  In  2002  Jalal 
Talabani,  then  president  of  the  the  Patriotic 
Union  of  Kurdistan  (now  president  of  Iraq), 
signed  up  Turkey's  Petoil  and  Genel  Enerji 
to  the  first  production-sharing  agreements, 
under  which  the  Kurds  were  promised 
roughly  half  of  any  oil  produced.  Petoil  is  a 
small  oil  explorer  that  owns  refineries  and 
transports  oil  across  Turkey,  making  it  a  nat- 
ural recipient  of  Kurdish  crude.  But  Petoil 
needed  a  partner  to  shoulder  some  of  the  risk 
and  put  up  the  cash  to  drill  Bina  Bawi 

A  Texas  mining  consultant  who  had 
worked  with  Petoil  years  ago  suggested  that 
it  meet  with  Richard  Anderson,  Prime's  chief 
executive,  to  discuss  a  possible  deal.  Ander- 
son, now  53,  flew  to  Ankara  to  chat  with 
Petoil  Chairman  Guntekin  Koksal  and  Gen- 
eral Manager  Ali  Ak  After  several  months 
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Risky  Business 


of  negotiations  Prime  in  2004  decided  to  con- 
tribute several  million  dollars  for  50%  of 
Petoil's  stake  in  Bina  Bawi  and  several  Iraqi 
oil  prospects.  They  called  the  new  joint  ven- 
ture Pet-Prime.  "We  thought  a  U.S.  company 
would  be  an  ideal  partner  in  that  region,  for 
political,  technical  and  economical  reasons," 
says  Ak  in  an  e-mail  exchange.  "Prime  Nat- 
ural Resources  was  the  first  company  to  show 
an  interest."  Prime  later  sold  20%  of  its  stake 
to  Calibre  for  $5.5  million  and  another  20% 
to  Hillwood  Energy— a  unit  of  of  Hillwood 
Development  Co.,  headed  by  H.  Ross  Perot 
Jr. — for  what's  thought  to  be  an  equal  amount 

Prime  Natural  Resources  is  a  closely  held, 
secretive  company.  Acquired  a  decade  ago  by 
die  New  York  City  hedge  fund  Elliott  Asso- 
ciates, Prime  has  an  old  oil  hand  at  the  helm. 
Anderson  has  been  with  the  company  since 
1998;  before  that,  as  the  managing  partner 
of  Hein  &  Associates,  he  presided  over  the 
audit  committees  of  oil  services  companies 
like  Boots  &  Coots  and  Grant  Geophysical. 
Taking  advantage  of  high  oil  prices,  Ander- 
son has  sold  most  of  Primes  oil  and  gas  fields 
in  east  Texas  and  the  Gulf  of  Mexico;  it  re- 
tains a  big  stake  in  an  oilfield  in  Colombia. 

If  successful,  Bina  Bawi  will  be  Primes 
biggest  investment.  It  has  spent  tens  of  mil- 
lions of  dollars  evaluating  seismic  data  and 
funding  drilling  crews,  mostly  Turks,  Kurds 
and  Romanians.  Larger  oudays  will  come 
once  they  find  oil — typically  for  such  proj- 
ects, $300  million  or  more  in  pipelines  and 
processing  plants  over  the  next  decade. 

Addax  (latest- 12- month  sales:  $2  bil- 
lion) has  already  spent  $124  million.  A 
source  close  to  the  Taq  Taq  project  says 
the  company  will  have  to  shell  out  $3  bil- 
lion over  the  next  ten  years  to  build  out 
the  infrastructure  in  order  to  get  at  its 
45%  interest  in  an  estimated  2.7  billion 
barrels.  (It  recently  expanded  its  agree- 
ment with  the  Kurds  to  include  explo- 
ration in  the  Kewa  Chirmila  prospect, 
thought  to  hold  650  million  barrels  of 
oil.)  This  year  the  KRG  intends  to  export 
some  production  from  the  project  to  the 
regional  market.  Headquartered  in 
Geneva,  Switzerland  and  listed  on  the 
Toronto  exchange,  Addax  is  accustomed 
to  working  in  tough  places;  it's  in  Nige- 
ria alongside  Shell  and  Chevron.  Its  part- 
ner in  northern  Iraq,  Genel  Enerji,  is  a 
division  of  Turkey  s  powerful  Cukurova 


Ready 
Aim,  Drill 


JORDAN 


Sunni  Kurd 

Sunni  Arab/Sunni  Kurd 
Sunni  Arab 
ShiaArab 

Giant  oilfield 
(^  (5  billion  barrels  of  reserves) 

Smaller  oilfield 

Oil  pipeline 


While  war  rages,  a 
handful  of  Western 
outfits  are  risking 
capital — and  life — to 
explore  and  produce 
plentiful  oil.  Uncle 
Sam  and  Iraqi  feds 
hate  side  deals  with 
the  Kurds. 

Group  conglomer- 
ate, controlled  by 
Chairman  Mehmet 
Emin  Karamehmet. 

DNO  has  anted  up 
approximately  $100 
million  for  three  ex- 
ploration deals  in 
northern  Iraq.  That's  bought  a  55%  share  of 
any  production,  though  it  has  to  foot  all  the 
bills.  With  annual  revenue  of  $300  million  or 
so,  DNO  has  interests  in  Yemen,  Equatorial 
Guinea,  Mozambique  and  Norway's  conti- 
nental shelf. 

Few  stand  to  make  more  money  than 
early  investors  at  Calibre  Energy  of  Washing- 
ton, D.C.  Before  wildcarting  in  Iraq,  Calibre 
was  a  tiny  energy  company  controlled  by  vet- 
eran oilman  Prentis  Tornlinson,  with  a 
handful  of  oil  and  gas  prospects  in  Texas. 
Over  the  last  30  years  Tornlinson  has  oper- 
ated a  dozen  companies,  some  of  which 
flamed  out  In  the  late  1990s  Benz  Energy,  a 
Vancouver-exchange-listed  exploration  com- 
pany, stumbled  while  developing  the  Oak- 
vale  gas  field  in  Mississippi  but  stayed  alive 
by  selling  assets  to  Prime  Natural  Resources. 
A  few  properties  were  held  by  Calibre, 
formed  in  2005  and  taken  public  in  January 
2006  in  a  reverse  merger  with  a  listed  shell 


company  called  Hardwood  Doors  &  Milling 
Specialties.  After  raising  $18  million  or  so  in 
several  private  placements,  Calibre  bought  its 
stake  in  the  Bina  Bawi  project  in  September. 

With  little  more  than  a  handful  of  wells 
in  Texas,  Calibre  is  still  a  very  useful  vehicle 
to  its  backers.  In  October  it  filed  a  prospec- 
tus with  the  Securities  &  Exchange  Com- 
mission to  sell  71  million  shares  bought  by 
160  early  investors  but  never  traded  on  the 
market.  (Only  4  million  Calibre  shares 
change  hands  today.)  The  offering  is  timed 
to  coincide  with  the  end  of  drilling  at  Bina 
Bawi.  Tornlinson,  whose  20  million  shares 
are  worth  a  recent  $52  million,  says  neither 
he  nor  any  directors  intend  to  sell  in  the 
offering.  But  what  could  the  early  investors 
reap?  They  paid  $19.5  million  for  a  total  of 
41.5  million  shares  and  warrants.  Average 
cost  per  share:  47  cents.  Says  Tornlinson, 
"It's  a  unique  opportunity,  with  a  very  nar- 
row window''  F 
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Produce 


IN  FUZHOU'S  GIANT  PRODUCE  MARKET,  HUANG  CHENG- 
Lung  sells  Chinese  broccoli  and  cabbage  by  the  crate  to 
restaurants  and  supermarket  chains.  For  years  he  relied  on 
a  makeshift  network  of  small  traders  to  supply  him  with 
produce  from  family  farms  scattered  throughout  the  hinter- 
land of  this  coastal  city  in  southeast  China.  Now  that's  changing. 
On  this  day  Huang's  vegetables  arrive  on  a  truck  sent  by  Chaoda 
Modern,  the  biggest  of  China's  new  industrial  agricultural  com- 
panies. "If  not  for  Chaoda,  Id  have  to  buy  from  a  large  number  of 
farmers,"  he  says.  "My  clients  like  the  sweetness  of  its  corn  and 
the  crunchiness  of  its  cucumbers."  For  the  convenience  as  well  as 
for  the  quality,  Huang  pays  30%  extra. 

Started  in  1994  by  Kwok  Ho,  a  chain-smoking  son  of  Beijing's 


ket,  but  they've  been  growing  at  25%  a  year  as  Chaoda  adds 
farmland.  In  2000  Kwok  listed  the  company  in  Hong  Kong 
in  a  $78  million  initial  public  offering;  since  then  the  shares 
have  more  than  tripled  to  around  60  cents. 

Perhaps  Deng  Xiaoping  had  something  like  Chaoda  in 
mind  when  he  began  moving  China  toward  a  market  sys- 
tem in  1979  and  made  agriculture  one  of  the  first  benefici- 
aries. But  China's  growing  prosperity  since  then  has  been  slow 
to  find  its  way  to  farming  regions,  where  per  capita  economic 
output  is  just  $397,  less  than  a  quarter  of  the  average  in  the 
booming  coastal  cities.  The  Communist  leadership  of  the 
nearest  village  still  assigns  family  plots.  Chinas  240  million 
family  farms  often  divide  their  plots  among  subsistence  crops 


I 


Minding  the  store:  Kwok  Ho  of  Chaoda  keeps  a  sharp  eye  on  the  produce  market.  "We  are  setting  up  a  model  in  China,"  he  says. 


military  elite,  Chaoda  aims  to  revolutionize  agriculture  in  a 
country  that  grows  half  the  world's  vegetables.  The  Fuzhou-head- 
quartered  company  and  a  host  of  rivals  are  seizing  on  recent 
reforms  that  promise  to  take  an  industry  largely  organized  along 
medieval  lines  and  move  it  toward  the  sort  of  farming  that  the 
U.S.  has  had  for  a  century. 

In  this  belated  green  revolution,  Chaoda  combines  tiny  fam- 
ily plots  into  larger  and  more  efficient  farms,  keeps  a  sharp  eye  on 
the  market  so  it's  growing  only  the  crops  in  demand  and  trucks 
the  produce  to  its  customers,  eliminating  the  small  traders  who 
serve  as  middlemen.  It  operates  farms  in  29  areas,  extending 
from  the  northern  border  with  North  Korea  to  the  subtropical 
south.  It  largely  shuns  the  chemical  pesticides  that  have  caused 
food  scares  in  China  and  a  consumer  backlash  in  markets  such  as 
Japan  and  South  Korea. 

This  has  been  a  formula  for  huge  profits.  For  the  year  ended  June 
30,  Chaoda  netted  $168  million  on  revenue  of  $347  million.  Those 
sales  are  tiny  compared  with  Chinas  $49  billion  retail  produce  mar- 


such  as  wheat  and  cash  crops  such  as  vegetables  and  fruit,  selling 
a  share  of  what's  harvested  to  the  roving  traders  at  a  modest  profit. 

It  wasn't  until  2003  that  Beijing  removed  the  last  restrictions 
that  required  farmers  to  sell  part  of  their  produce  to  the  govern- 
ment at  below-market  prices.  Now  Chaoda  and  its  rivals  negoti- 
ate with  village  heads  and  farmers  and  inexorably  consolidate 
plot  after  plot.  The  average  size  of  one  of  Chaoda's  farms  is  now 
375  acres,  versus  the  acre  and  a  half  usually  doled  out  by  a  village 
chief.  Farmers  can  continue  working  their  land  under  Chaoda  or 
simply  collect  rent  (which  averages  $344  a  year  per  acre)  and  seek 
work  off  the  farm.  Being  able  to  deal  with  village  governments 
rather  than  just  with  farmers  has  been  the  key  to  Chaoda's  busi- 
ness model.  Otherwise,  says  Kwok,  it  would  have  taken  years  to 
negotiate  with  thousands  of  individuals  for  the  land  he  now  rents. 

Groomed  from  age  12  to  be  an  officer  in  the  People's  Libera- 
tion Army,  Kwok,  51,  did  not  see  produce  trucks  in  his  future. 
His  father  was  part  of  the  Communist  contingent  that  secured 
the  southern  province  of  Fujian — its  capital  is  Fuzhou — in  1949 
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and  forced  the  defeated  Nationalist  party  to  flee  to  Taiwan.  At  14 
Kwok  went  to  work  in  a  PLA  defense  factory,  later  leaving  to  set 
up  a  business  importing  integrated  circuits  for  military  use.  That 
was  at  a  time  when  the  PLA  was  deeply  involved  in  profiteering 
and  ran  a  sprawling  nationwide  business  empire.  The  defense 
trade  made  Kwok  wealthy  before  Beijing  devalued  the  yuan  by  a 
third  in  January  1994,  squeezing  the  profit  margins  of  importers. 

Having  made  a  fortune  under  China's  old  system,  he  was 
soon  to  make  another  under  the  new  rules.  Looking  for  an 
investment  alternative,  the  adaptable  Kwok  spotted  the  potential 
of  agriculture.  Food  safety  had  become  a  national  issue,  and  Bei- 
jing had  called  for  private  investment  to  produce  safe  green 
vegetables  and  other  foodstuffs.  Kwok  plunked  down  $120,000 
to  fund  research  into  seeds  and  fertilizers. 

Receiving  an  offer  for  a  crop  of  his  experimental  cherry 
tomatoes,  Kwok  realized  he  was  involved  in  a  surprisingly  lucra- 
tive business.  Those  cherry  tomatoes,  harvested  from  land  the 
size  of  five  football  fields,  earned  him  nearly  $1 10,000  for  a  90% 
profit  margin.  Since  then  there  has  "not  been  a  single  year  that  I 


Chaoda's  advanced  Japan  introduced  more 

farms  stand  out  in  stringent  food-safety 

China,  where  traditional  ,    ,  , 

.         .  standards  that  caused 

agriculture  is  the  norm. 

Chinese  produce  imports 
to  fall  40%,  but  Chaoda  hasn't  been  affected.  Kwok 
exports  30%  of  his  production. 

As  wiih  so  many  industries,  modest  labor 
costs,  a  fifth  of  those  in  the  U.S.,  give  Chinese  agri- 
culture an  advantage  overseas.  That's  particularly 
true  with  vegetables,  which  must  be  picked  by 
hand.  Chaoda  pays  its  laborers  $2  to  $3  a  day.  On 
the  other  hand  the  country  has  sometimes  been  a 
net  importer  of  grains  since  the  agricultural 
reforms  kicked  in — other  nations,  with  bigger  spreads  of  land 
and  large-scale  reapers,  are  more  competitive. 

Chaoda's  profits  are  bound  to  attract  more  competitors. 
China  Green,  a  canned-food  exporter  also  based  in  Fujian,  has 
branched  out  into  farming.  Fresh  produce  such  as  broccoli  and 
onions  accounted  for  43%  of  its  $87  million  in  sales  for  the  year 
ended  Apr.  30.  But  it  has  yet  to  match  Chaoda  in  efficiency:  At 
54%  its  gross  margin  for  fresh  produce  lags  a  good  ten  points 
behind  Chaoda's,  according  to  Credit  Suisse. 

Despite  Chaoda's  success  on  the  farm  and  in  the  marketplace, 
its  image  with  investors  has  spoiled  lately.  In  June  Kwok  sold  100 
million  Chaoda  shares  on  the  open  market  after  a  run-up  in  the 
stock  price  and  then  had  the  company  issue  $168  million  in  con- 
vertible bonds.  Investors  weren't  happy,  but  a  selloff  didn't  come 
until  July,  when  the  company  purchased  300  million  shares  in 
Hong  Kong-listed  Innomaxx  Biotech.  Though  the  deal  cost  only 
$15  million,  Stanley  Ng,  an  analyst  with  Riedel  Research,  criti- 
cized it  as  an  "inappropriate  application  of  funds  to  an  area  that  is 
nonfarming- related  and  in  which  the  company  has  no  expertise." 


The  Industrialized  Peasant 

Agriculture  remains  a  backwater  in  booming  China.  Chaoda  Modern  is 
going  to  change  that  By  Andy  Stone  and  Shu-Ching  Jean  Chen 


have  had  trouble  selling  my  produce,"  he  says,  speaking  in  a  com- 
pany conference  room  whose  walls  are  lined  with  pictures  of 
green  and  red  bell  peppers,  broccoli  and  other  vegetables. 
Chaoda  now  has  14,400  farmers  and  employees. 

Chaoda  says  most  of  its  vegetables  earn  a  "green"  designation 
from  the  government — not  quite  organic  but  healthier  than  the 
often-tainted  produce  grown  by  farmers  who  rely  heavily  on 
chemicals  to  increase  yields.  Such  produce  drives  "city  people  to 
soak  their  veggies  in  chlorine  and  peel  their  fruit,"  says  Scott 
Rozelle  of  Beijing's  Center  for  Chinese  Agricultural  Policy. 

Chaoda's  vegetables  are  attractive  to  expanding  retailers  such 
as  Wal-Mart,  which  operates  three  stores  in  Fuzhou.  Clean  pro- 
duce also  helps  Chaoda  win  access  to  export  markets  willing  to 
pay  a  premium  for  crops  such  as  broccoli.  Indeed,  Chaoda 
reserves  much  of  its  best  produce  for  overseas  markets.  In  May 


With  the  pullback  (the  stock  peaked  last  spring  at  80  cents), 
Chaoda  is  going  for  only  eight  times  trailing  earnings. 

Growth  may  become  more  challenging.  Chaoda's  expansion 
in  the  colder  north,  where  yields  are  lower,  has  trimmed  margins. 
And,  despite  a  market  that's  officially  liberalized,  an  unofficial 
price  ceiling  on  produce  remains.  "Because  veggie  prices  are 
included  in  the  consumer  price  index,  the  government  does  not 
want  too  much  inflation,"  says  Ng. 

But  the  pioneering  Kwok  remains  bullish  on  large-scale 
agriculture.  He  recently  expanded  the  business  by  importing, 
from  Australia  and  other  countries,  cows  that  produce  unusually 
high  volumes  of  milk.  Chaoda  plans  to  breed  them  for  sale  to 
China's  small  farmers.  "We  are  setting  up  a  model  in  China," 
he  says.  Who  needs  a  federal  Department  of  Agriculture  when 
there's  a  free  market?  F 
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If  the  oft  predicted 
travel  slump  doesn't 
come,  Avis  can  raise 
rental  rates. 
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They  Try  Harder 


Travel  spending,  strong  in  2006,  should  taper  off  in  2007  when  that 
economic  downturn  we've  long  heard  about  kicks  in.  That  bearish 
prognosis  is  likely  why  stock  in  AVIS  BUDGET  GROUP  (22,  CAR),  the  num- 
ber two  publicly  traded  auto  rental  outfit,  hasn't  traveled  far. 

Avis  cut  loose  from  the  last  of  the  now  dismembered  Cendant  conglom- 
erate in  August.  Charges  related  to  the  breakup  have  plunged  Avis  into  the 
red.  (Other  Cendant  pieces  now  on  their  own:  Travelport  travel  bookers, 
Wyndham  Worldwide  hotels  and  Realogy  real  estate  brokers.) 

Morgan  Stanley  analyst  Christopher  Gutek  says  Avis  (estimated  2007 
price/earnings  multiple  of  17)  is  undervalued  compared  with  peers. 
Industry  leader  Hertz  Global  Holdings,  recently  taken  public  by  its  pri- 
vate equity  owners,  has  a  forward  P/E  of  40  and  a  higher  debt  load.  And 
assuming  that  the  economic  slump  doesn't  materialize  as  predicted,  Avis 
(slogan:  "We  Try  Harder")  will  have  the  flexibility  to  boost  rental  rates, 
which  should  fatten  its  slim  margins  and  render  a  decent  profit  for  a  change. 

Meanwhile,  let's  not  forget  the  buyout  rumors.  Rental  car  companies, 
after  all,  have  a  history  of  bouncing  back  and  forth  between  public  and  pri- 
vate ownership.  Management  noted  in  its  third-quarter  conference  call  that 
the  company's  board  would  have  to  consider  any  offer  for  Avis.  This  com- 
ment came  shortly  before  EuropeCar,  owned  by  French  private  equity  firm 
Eurazeo,  unveiled  plans  to  buy  Vanguard  Car  Rental  Group's  European 
branches  (National  Car  Rental,  Alamo  Rent  A  Car).  — Alex  Davidson 


Fresh  Blood 


Ever  more  Americans  are  getting  kidney 
dialysis,  as  the  population  ages  and  dia- 
betes— often  a  trigger  for  renal  failure — rises 
because  of  poor  diets  and  sedentary  lifestyles. 

That  grim  situation,  though,  is  a  growth 
opportunity  for  DAVITA  (56,  DVA),  the  nation's 
second-largest  provider 
of  the  treatment.  DaVita 
(meaning  in  Italian:  "to 
give  life")  cleans  the 
blood  of  100,000  patients. 

And  it  does  so  quite 
profitably.  For  2006's 
first  nine  months  earn- 
ings rose  31%  to  $216 
million  and  revenue  doubled  to  $3.6  bil- 
lion. That's  thanks  in  part  to  DaVita's 
recent  $3  billion  acquisition  of  rival  Gam- 
bro  Healthcare. 

So  why  has  the  stock  stayed  in  a  $10 
trading  range  for  the  past  year?  One  rea- 
son: concerns  over  the  company's  $3.8  bil- 


lion debt  left  over  from  the  acquisition.  A 
second:  Half  of  DaVita's  revenues  come 
from  Medicare  reimbursements,  and  the 
federal  government  may  lower  payments 
for  Epogen,  an  expensive  but  crucial  ane- 
mia drug  used  in  dialysis  treatment.  Then 
there's  a  2005  Justice  Department  sub- 
poena going  back  to  1996  that  seeks  infor- 
mation on  possible  reimbursement  fraud; 
the  company  is  cooperating. 

Still,  Moody's  analyst  Dean  Diaz 
thinks  DaVita  is  in  good  shape,  with  oper- 
ating cash  flow  running  sufficiently  ahead 
of  capital  expenditures  to  permit  rapid 
debt  reduction.  Trading  at  21  times  trail- 
ing earnings,  DaVita  is  cheaper  than  Ger- 
many's Fresenius,  the  largest  dialysis 
provider,  which  has  a  P/E  of  29. 

— David  Armstrong 

Gas  Pains 

Ever  volatile  natural  gas  prices  obscure  the 
fact  that  demand  for  the  clean-burning  fuel 
is  growing.  That's  why  EQUITABLE  RESOURCES 


(44,  EQT)  has  been  expanding  its  exploration- 
production  business  and  its  Pittsburgh-cen- 
tered utility.  It  just  bought  a  pipeline  for  $  1 50 
million  and  has  stepped  up  drilling  from  455 
wells  to  550  in  2006.  Wall  Street  has  cheered 
Since  August  2006  the  stock  has  had  a  21% 
run-up. 

Analyst  Philip  C.  Adams  of  researcher 
Gimme  Credit  thinks 
the  company  is  getting 
too  highly  leveraged 
(the  total  debt-to-capi- 
talization ratio  is  49%). 
Charges  from  acquisi- 
tions and  a  royalty  dis- 
pute over  West  Virginia 
production  sank  earn- 
ings 21%  to  $148  mil- 
lion through  Sept.  30. 
Despite  a  6%  revenue  uptick  to  $914  mil- 
lion, Adams  says  growth  won't  cover  costs. 
The  company's  24  P/E  exceeds  the  indus- 
try average  of  18.  We  say  short  the  stock 
— Tatiana  Serafin 
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The  Contrarian  i  David  Dreman 


SHORT  THE 
EXCHANGES 


There's  nothing  better  for  piling  up  the  cash 
to  pay  Wall  Street  bonuses  than  a  hot  stock  offering. 
And  since  the  market  recovery  began  in  late  2002,  some 
of  the  hottest  public  offerings  have  been  in  securities 
exchanges  themselves.  Exchanges  are  the  new  Internet. 
That  is,  they  are  presumed  to  be  capable  of  growing  higher  than 
the  blue  sky.  That  would  make  them  good  shorting  candidates,  if 
only  you  could  get  your  hands  on  some  borrowed  shares. 

The  first  exchange  to  go  public  was  Chicago  Mercantile 
Exchange  Holdings  (530,  CME).  Note  the  Internet- flavored  three- 
digit  stock  price.  The  Merc,  which  used  to  trade  farm  products 
such  as  butter  (and  churned  up  numerous  scandals  along  the 
way),  moved  into  more  exotic  fare  with  futures  on  currencies  in 
1972,  interest  rates  in  1976  and  the  S&P  500  in  1982. 

The  Merc  first  offered  its  shares  to  the  public  in  late  2002,  and 
since  then  the  stock  has  appreciated  1 5  times.  One  large  reason  is 
that  commodity  and  stock  index  prices  have  been  going  up 
nicely,  and  with  bull  markets  you  get  both  more  trading  volume 
(exuberant  people  like  to  trade)  and  more  dollar  value  per  trade. 
That  means  more  dollars  in  fees.  Adding  to  the  enthusiasm  for 
this  particular  exchange  is  the  proposed  merger  with  its  upscale 
rival,  the  Chicago  Board  of  Trade. 

The  Merc  now  goes  for  46  times  the  money  it  is  presumed  to 
have  earned  in  2006.  The  S&P  500  s  multiple  is  a  mere  18.  Sounds 
overvalued  to  me.  Once  volume  drops,  as  it  surely  will,  the  Merc's 
stock  price  will  collapse. 

Another  sizzling  trading  stock  is  the  Intercontinental 
Exchange  (104.  ICE),  the  leading  electronic  global  futures  trader 
with  a  broad  array  of  over-the-counter  energy  products.  Energy, 
of  course,  has  been  strong  of  late.  This  exchange,  which  went 
public  in  November  2005,  has  won  investors'  affections  with  a 
planned  buyout  of  the  New  York  Board  of  Trade,  a  deal  that  will 
broaden  its  reach  into  futures  and  options  on  goods 
ranging  from  cocoa  to  cotton,  as  well  as  currencies. 
Intercontinental,  headquartered  in  Atlanta,  goes  for 


43  times  2006  earnings.  That's  rich,  but  then  Intercontinental  is 
expected  to  see  a  25%  earnings  gain  in  2007. 

It  is  taken  for  granted  that  energy  trading  volumes  will  grow 
rapidly.  To  quote  CIBC  World  Markets  analyst  Niamh  Alexander 
in  his  Oct.  12  report,  "The  energy  investment  markets  are  in 
early  innings  of  a  growth  cycle."  But  isn't  this  a  rather  risky 
assumption?  Even  if  oil  and  gas  prices  hold  at  current  prices  or 
(as  I  expect)  increase,  energy  prices  will  probably  show  less 
volatility  than  they  do  now.  That  translates  into  reduced  opportu- 
nities for  traders  to  make  profits  and  reduced  trading  volumes. 
This  has  happened  innumerable  times  before  with  other  hot 
commodities. 

Among  Intercontinental's  customers  are  perhaps  500  hedge 
funds  that  make  big  bets  on  energy,  in  the  manner  of  dearly 
departed  Amaranth  Advisors.  How  many  of  these  hedge  funds 
will  be  around  in  five  years? 

NYSE  Group  (99,  NYX)  operates  the  storied  New  York  Stock 
Exchange,  as  well  as  its  all-electronic  exchange,  Area,  the  nation's 
largest — the  result  of  its  merger  with  Archipelago.  The  market  is 

excited  that  the  NYSE  is  about  to 
expand  its  reach  across  the 
Atlantic  with  the  pending  acqui- 
sition of  Euronext,  which  runs 
bourses  in  five  European  coun- 
tries. This  combination  has 
received  no  regulatory  opposi- 
tion to  date. 

This  is  a  good  company,  but 
how  can  it  be  worth  58  times 
consensus  2006  earnings?  Bear 
in  mind  that  the  NYSE  is  drifting 
away  from  floor  to  electronic 
trading  by  necessity  more  than 
by  design.  This  old  institution  is 
losing  market  share  to  Nasdaq,  which  has  more  experience  with 
electronic  trading.  While  the  NYSE's  new  electronic  platform 
should  raise  volume,  commissions  there  are  thinner. 

Too  bad  that  shorting  NYSE  Group's  stock  is  so  difficult.  For 
some  reason  the  shares  are  hard  to  borrow,  even  though  1 56  mil- 
lion of  them  are  lying  around.  Recently  my  firm  tried  to  short  the 
stock  through  six  of  the  largest  brokerage  firms,  and  was  told  no 
stock  was  available  to  borrow. 

My  suspicion  is  that  the  brokerages,  all  of  which  have  large 
positions  in  the  stock  through  their  ownership  of  Big  Board  seats, 
don't  want  to  see  the  price  go  down  and  thus  keep  their  shares 
out  of  reach. 

In  lieu  of  shorting  you  might  try  to  buy  put  options  on  shares 
of  the  exchange  companies;  such  options  are  available  for  the 
NYSE  Group.  Alas,  the  puts  are  pretty  expensive,  perhaps  because 
speculators  on  the  other  side  of  the  put  trades  themselves  find  it 
hard  to  hedge  by  shorting  the  relevant  shares.  F 


Stocks  in  the 
likes  of  the 
NYSE  and  the 
Chicago  Merc 
are  hot.  Too 
hot.  Profit  from 
their  inevitable 
corrections. 


Forbes 


David  Dreman  is  chairman  of  Dreman  Value  Management  of  Jersey 
City,  N.J.  His  latest  book  is  Contrarian  Investment  Strategies:  The  Next 
Generation.  Visit  his  home  page  at  www.forbes.com/dreman. 
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Capital  Markets  i  Marilyn  Cohen 


MUNI  OPPORTUNITY 


FOR  MUNICIPAL  BOND  INVESTORS,  THE  NOV.  3  HEAD- 
line  in  the  Chicago  Tribune  was  apocalyptic:  "Illinois 
Pension  Nightmare."  Seems  that  the  pension  fund  for 
state  workers  and  teachers  is  short  $45.8  billion.  Illinois 
is  hardly  alone.  Rhode  Island,  Connecticut  and  Okla- 
homa are  among  those  in  the  pension  stew.  Each  has  over- 
committed  and  underfunded  its  obligations,  a  reflection  of  how 
easy  it  is  for  politicians  to  appease  workers  now  while  leaving  the 
costs  to  be  picked  up  by  future  generations  of  taxpayers. 

Pensions  are  only  half  the  picture.  State  and  city  governments 
have  also  made  hundreds  of  billions  of  dollars  in  promises  to 
cover  retiree  health  benefits.  They  haven't  come  close  to  setting 
aside  the  money  needed  to  cover  benefits  already  earned. 

The  reason  taxpayers  have  only  an  inkling  of  this  health  care 
funding  hole  is  that  states  and  cities  were  never  required  to  report 
the  cost  calculations.  As  of  Dec.  1 5,  though,  that  changed.  New 
accounting  rules  require  cities  and  states  to  report  their  non- 
pension  retiree  obligations.  The  numbers  will  be  devastating. 

What  do  you,  the  investor,  do  about  such  a  dark  situation? 
Wait  a  bit  before  adding  to  your  muni  portfolio.  These  bonds 
soon  will  be  cheaper  and  will  deliver  higher  yields. 

But  if  you  are  a  buy-and-hold  investor,  which  is  the  best 
approach  to  bond  investing,  it's  a  pretty  good  bet  that  you  can 
ride  these  bonds  to  maturity  without  fear  of  default.  The  histori- 
cal default  rate  for  full-faith-and-credit  munis  is  infinitesimal. 
(We're  not  including  the  riskier  variety,  "revenue"  bonds  that 
fund  enterprises  like  parking  garages.)  Worst  case,  look  at  the 
biggest  muni  wipeouts  in  recent  times:  the  defaults  of  New  York 
City  in  the  1970s  and  Orange  County,  Calif,  in  the  1990s.  After 
all  the  shouting  subsided,  bondholders  got  back  their  principal. 
There  were  also  some  Whoops  bonds  from  Washington  State 
that  caused  investor  losses  in  the  1980s.  These  were  revenue 
bonds  tied  to  power  plants. 

But  todays  muni  issuers  with  underfunded  pension  liabilities 
are  in  sound  financial  shape.  The  state  of  Illinois  has  an  AA  credit 
rating.  So  the  response  of  Illinois  and  the  oth- 
ers to  the  pension  shortfall  will  be  to  issue 
more  bonds.  The  increase  in  supply  will 


lower  muni  prices  generally  and  boost  yields.  Even  if  your  town's 
pension  system  is  in  pristine  shape,  its  bonds  will  be  a  buying 
opportunity. 

After  investors  absorb  the  reality  of  underfunded  pensions, 
they  will  resume  their  buying  and  prices  will  recover.  Expect  an 
added  stimulus  over  the  next  several  years  as  investors  anticipate 
higher  tax  rates.  Taxes  on  (nonexempt)  interest,  dividends  and 
capital  gains  rates  will  eventually  go  up.  That  will  make  sources  of 
tax-exempt  interest  all  the  more  valuable.  You  want  to  get  into 
munis  long  before  that  happens. 

A  4.1%  yield  for  a  12-year  insured  AAA  municipal  bond 
translates  to  a  6.3%  taxable  equiv- 
alent yield  for  investors  in  the  high- 
est federal  tax  bracket  (now  35%). 
Aftertax,  munis  already  beat  the 
socks  off  taxable  alternatives: 
Treasurys,  corporates,  mortgage- 
backed  securities  and  government 
agency  paper. 

What  should  you  be  looking  at? 
An  exception  to  the  rule  that 
revenue  bonds  are  potentially  haz- 
ardous has  to  be  made  for  water 
and  sewer  munis.  Example:  Cape 
Coral  Water  &  Sewer  4.25%,  due 
2020.  This  Florida  community's 
$185  million  issue,  priced  a  hair 
above  par,  is  rated  AAA,  is  Ambac- 
insured  and  yields  4.1%.  As  we  said 
above,  for  someone  in  the  top 
bracket  this  is  equivalent  to  a  taxable  yield  of  6.3%. 

Another  extremely  safe  approach  is  to  buy  any  school  district 
municipal  bond  from  Texas  that  is  Permanent  School  Fund  guar- 
anteed. The  Texas  Permanent  School  Fund,  enriched  since  1854 
by  the  sale  and  lease  of  public  lands  and  mineral  rights,  lends  an 
AAA  quality  to  any  bond  it  backs.  Example:  the  Pflugerville 
Independent  School  District  4%,  due  2018,  a  $40  million  issue 
that  came  to  market  in  October.  Priced  at  99.95  cents  on  the  dol- 
lar, this  bond  yields  4%.  That's  a  6.15%  taxable  equivalent  yield 
for  the  35%  bracket. 

Don't  be  put  off  by  the  small  issue  size.  Most  PSF-guaranteed 
munis  are  smallish.  Still,  these  babies  are  as  safe  as  any  bond  car- 
rying insurance  from  the  likes  of  Ambac. 

Lastly,  purchase  general  obligation  bonds  issued  by  your 
state,  especially  if  it  has  its  own  high  taxes.  The  New  York 
General  Obligation  4%,  due  2019,  is  priced  at  99.5  to  yield  4.05% 
to  maturity.  A  New  York  City  dweller  faces  a  combined  tax  rate  of 
44%  (net  of  the  benefit  from  deducting  state  taxes  on  the  federal 
return).  He  would  have  to  earn  7.2%  on  a  corporate  bond  to  do 
as  well.  The  muni  carries  an  AA-  rating.  It's  a  good  buy  for  that 
investor  despite  the  city's  generous  pensions.  F 

Marilyn  Cohen  is  president  of  Envision  Capital  Management,  Inc.,  a  Los  Angeles 
fixed-income  money  manager.  Visit  her  home  page  at  www.forbes.com/cohen. 


States  will  be 
issuing  bonds 
to  cover 
unfunded 
retiree 
obligations. 
When  that 
happens,  buy. 
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PATRONAGE 


Bankroll 

An  Olympian 

Don't  just  watch  next  year's  Games  in 
Beijing.  Put  your  own  swimmer, 
cyclist  or  boxer  into  competition. 

By  Stephane  Fitch  M 


A 


HRIS  BLACKWELL  IS  A  GENIUS  AT 
spotting  talent.  The  London-born  businessman  founded  A 
Island  Records  in  1972  and  started  the  careers  of  Bob 
Marley,  U2,  Melissa  Etheridge  and  others.  But  seven  jk| 
years  ago  Blackwell  tried  something  offbeat:  He 
launched  the  career  of  an  Olympic  athlete. 

Her  name  is  Iona  Wynter.  Today  this  stat- 
uesque Jamaican  is  a  seasoned  cyclist  who  races  for 
a  professional  U.S.  road  cycling  team  and  is  busy 
preparing  for  the  2008  Olympics  in  Beijing.  But  in 
1999,  when  Blackwell  first  encountered  her,  she  was 
just  another  coltish  athlete,  struggling  to  be  noticed. 

Wynter  competed  as  a  triathlete  in  the  2000  Olympics 
in  Sydney,  Australia.  She  had  left  her  home  in  Kingston, 
Jamaica  to  train  and  study  at  Laval  University  in  Quebec.  But 
with  virtually  no  financial  aid  from  Jamaica's  cash-starved 
Olympic  movement,  she  had  to  work  part-time,  including  mod- 
eling swimwear  for  Canadian  sportswearmaker  Louis  Garneau. 

Wynter,  exhausted  by  the  demands  of  both  training  and 
work,  was  in  danger  of  failing  to  qualify.  Though  her  race  results 
made  her  the  best  triathlete  in  Jamaica,  she  had  to  place  among 
the  worlds  50  best  in  order  to  crack  Sydney 

Enter  Blackwell,  who  has  a  second  home  in  Jamaica  and  had 
heard  about  Wynter  through  a  business  associate  there.  "In 
Jamaica,  there's  lots  of  people  with  talent.  What's  not  in  big  sup- 
ply is  the  ability  to  raise  cash,"  he  explains.  "Iona  was  talented,  so 
I  thought:  'Why  not  help  her  get  a  better  shot?'" 
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Iona  Wynter, 
former  Olympic 
triathlete  (now 
cyclist),  might 
never  have  cracked 
the  Games,  had  it 
not  been  for  spon- 
sor Chris  Blackwell. 


Blackwell's  cash  let  her  focus  exclu- 
sively on  training.  Her  thirteenth-place 
finish  in  the  1999  Pan  American  Games 
in  Winnipeg,  Canada  qualified  her  for 
Sydney  in  2000. 

"Chris  got  me  there.  Without  his 
help,  I  wouldn't  have  been  at  the  open- 
ing ceremonies,"  says  Wynter.  Though 
mechanical  problems  with  her  bicycle 
plagued  her  in  Sydney,  she  finished  34th 
and  went  on  to  win  a  cycling  gold  medal  at  the  2002  Central 
American  &  Caribbean  Games.  Now  37,  she  has  dropped  swim- 
ming and  running  and  aims  to  compete  in  Beijing  in  2008  only 
as  a  cyclist.  Blackwell  doesn't  plan  to  sponsor  her,  but  the  two 
maintain  a  special  bond.  She  held  her  wedding  reception  at  his 
home  in  Jamaica  in  2005. 

Olympic  hopefuls  like  Wynter  may  be  the  sporting  world's 
most  compelling  value  play.  Obscurity  makes  them  affordable. 
Talent  makes  them  a  good  risk  You'll  never  be  able  to  sponsor 
an  NFL  team  into  the  Super  Bowl  for  $50,000.  Nor  could  you 
get  a  Thoroughbred  horse  into  the  Kentucky  Derby  But  for 
an  anonymous  amateur,  furiously  pole-vaulting  or  judo- 
flk    kicking  his  or  her  way  towards  Beijing  in  2008,  $50,000 
m/tk   buys  a  lot  of  coaching.  Should  your  protege  win  a  spot 
BL    behind  the  flag  bearer  at  the  opening  ceremonies, 
you'll  get  plenty  of  Olympic  frisson — for  example, 
a  tour  backstage  at  the  Olympic  village.  This  is 
not,  however,  like  paying  for  training  a  prize- 
fighter. You  don't  get  a  percentage  of  any- 
thing except  psychic  rewards. 

The  easiest,  safest  and  most  obvious 
way  to  seed  an  Olympian  is  to  cut  a 
check  to  the  U.S.  Olympic  Committee. 
But  it's  also  the  least  satisfying.  The 
USOC  doesn't  normally  earmark  funds 
for  a  particular  athlete.  Usually  your 
Br     ^  dough  gets  disbursed  among  45  national 

governing  bodies,  each  of  which  over- 
sees a  separate  sport.  "Our  process  to 
sponsor  an  individual  athlete  isn't  easy  to 
navigate,"  admits  a  USOC  spokeswoman. 
We're  looking  to  become  more  sophisticated."  A 
program  called  "Team  Captains"  does,  though,  allow 
big  donors  to  target  gifts  to  a  specific  sport. 
You  can  do  an  end  run  around  the  USOC  and  donate 
directly  to  the  national  governing  body  of  your  chosen  sport. 
Say  you're  a  fan  of  weightlifting.  USA  Weightlifting  in  Col- 
orado Springs,  Colo,  is  a  501(c)(3)  tax-exempt,  and  it  has 
been  inching,  $100  at  a  time,  toward  a  $200,000  fundrais- 
ing  goal  for  Beijing  in  2008.  Its  executive  director,  Wesley 


Sponsor  Blackwell  got  something  "quite  precious. 


Barnett,  a  two-time  Olympian,  has 
landed  a  series  of  much  larger  donations 
from  Charles  Tate,  a  former  partner  in 
buyout  firm  Hicks,  Muse,  Tate  &  Furst 
of  Dallas.  Barnett,  who  intends  to  put 
the  money  into  coaching  and  travel 
expenses,  knows  how  to  make  a  donor 
feel  appreciated:  He  has  arranged  to  have 
his  team — including  two-time  Olympic 
star  weightiifter  Cheryl  Haworth — dine 
more  than  once  with  Tate  and  his  family. 

If  you  want  to  focus  on  a  single  Olympic  hopeful,  Barnett 
can't  help  much,  since  USA  Weightlifting's  charter  precludes  his 
showing  favoritism.  He  can  tell  you  who's  at  the  top  of  the 
national  rankings  and  get  you  contact  information — but  that's  it. 
Still,  you  can  use  such  information  to  zero  in  on  candidates. 
Interview  a  few  to  find  out  which  face  the  most  serious  financial 
hurdles,  then  channel  payments  through  a  nonprofit  such  as  the 
one  created  by  snowboarding  gold  medalist  Ross  Powers,  whose 
charter  does  allow  him  to  pick  favorites. 

Powers  was  raised  by  a  middle-income  single  mom  and 
almost  missed  his  shot  at  the  Olympics  for  lack  of  money. 
Through  the  1990s  he  and  his  mother  funded  his  budding  career 
by  hustling  donations  from  her  friends  and  coworkers  at  a  ski 
lodge  in  Londonderry,  Vt.  In  2002  he  qualified  for  the  Olympic 
team  and  went  on  to  win  a  gold  medal  in  the  half-pipe  competition 
in  Salt  Lake  City.  Fame  and  corporate  sponsorship  followed.  He 
still  snowboards  competitively,  making  his  living  from  companies 
who  sponsor  him,  mosfiy  manufacturers  of  snowboarding  equip- 
ment and  clothing.  Powers  and  his  agent,  Peter  Carlisle  of  athlete 
management  firm  Octagon,  have  now  started  a  foundation  to  help 
young  athletes  make  the  Olympic  team.  (Neither  man  draws  a 
salary  from  it.) 

This  tiny  foundation  (2006  net  assets  of  $107,000)  gave  a 
grant  in  2006  to  bobsled  driver  Jill  Bakken,  who,  despite  winning 
Olympic  gold  in  2002,  had  been  struggling  to  find  funding  for 
another  Olympic  run.  "Ross  and  I  can  sit  down  with  [donors] , 
help  them  pick  an  athlete  and  set  up  how  their  money  gets  paid 
out,"  says  Carlisle.  He  recommends  that  patrons  request  and  save 
athletes'  receipts  for  travel,  groceries,  doctors  and  coaching.  Hav- 
ing them  submit  to  drug  tests  may  also  be  a  good  idea. 

Sponsor  Blackwell  reflects  fondly  on  the  benefits  he  got  from 
helping  launch  Iona  Wynter.  "Maybe  I'm  not  a  proper  business- 
man," he  says.  "I  operate  in  a  different  kind  of  way — I'm  always 
trying  to  connect  with  people  and  understand  their  drives  and 
motivations.  When  Iona  says  I  helped  get  her  to  the  Olympics,  its 
quite  precious."  F 


oqp 


Which  stars  and  moguls  have  underwritten  training  costs  for 
which  Olympic  athletes?  Find  out  at  www.forbes.com/forbes. 
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Business  Classified 


The  fastest  way 
to  learn  a  language. 
Guaranteed^ 


"Stupendous...  the  juxtaposition 
of  text,  sound  and  picture  was 
masterful.  The  quality  of  both  sound 
and  graphics  was  first  rate." 

The  Boston  Globe 


-  Rosctta 


Award-winning  software  successfully  used  by  U.S.  State  Department 
diplomats,  Fortune  500®  executives  and  millions  of  people  worldwide. 

Finally,  a  different  approach  that  has  millions  of  people  talking.  Using  the 
award-winning  Dynamic  Immersion  "  method,  our  interactive  software  teaches 
without  translation,  memorization  or  grammar  drills.  Combining  thousands 
of  real-life  images  and  the  voices  of  native  speakers  in  a  step-by-step  immersion 
process,  our  programs  successfully  replicate  the  experience  of  learning  your 
first  language.  Guaranteed  to  teach  faster  and  easier  than  any  other  language 
product  or  your  money  back.  No  questions  asked. 

Rosetta  Stone  is  available  for  learning: 

Arabic  •  Chinese  •  Danish  •  Dutch  •  English  •  Farsi  •  French  •  German  •  Greek  •  Hebrew  •  Hindi 
Indonesian  •  Italian  •  Japanese  •  Korean  •  Latin  •  Pashto  •  Polish  •  Portuguese  •  Russian 
Spanish  •  Swahili  •  Swedish  •  Tagalog  •  Thai  •  Turkish  ■  Vietnamese  •  Welsh 


Level  1  CD-ROM 
Level  2  CD-ROM 
BEST  VALUE! 
Level  1  &  2  Set 


SAVE 
10% 

Your  Price 
-$4*r  $175.50 
S2tsr  $202.50 


4*29-  $296.10 

Personal  Edition.  Solutions  for  organizations  also  available. 

Call  today  or  buy  online 
for  a  10%  discount. 

RosettaStone.com/fbs01 7 
1-800-399-6162 

Use  promotional  code  fbsOl  7  when  ordering. 


RosettaStone 


Language  Learning 


Success 


li  Prints 


ATTORNEYS  ACCOUNTANTS 
DEALMAKERS  Public  or  private 
funds  available  for  expansion  of 
projects  with  excellent  manage- 
ment and  growth  potential. 
ARBOC  INC.  772-546-7813 


Custom  Made  Shirts 

W      Made  to  fit  you. 

For  Men  &  Women. 
From  finest  imported  Cottons. 
Box  of  six  from  $89  each 
■h  SH/H.  Free  Monogramming 
,.-     Gift  Certificates  Available 
■^■■ai)        e-mail  info@britishtailors.com 
Call  Toll  Free:  1-866-857-8487 


Newsletter 


[THE  WORLD  IS  SHRINKlMl 


IManoteoinology  is  changing  our  world 
...  our  clothes,  the  military,  science, 
autos,  medical  technology ...  every- 
thing! It's  ttie  investment  opportunity 
of  a  lifetime  for  those  who  buy  tomor- 
row's superstars  today.  The  monthly 
Forbes/Wolfe  Nanotech  Report 
puts  you  on  the  nght  side  of  history, 
separates  the  true  leaders  from  the 
overhyped.  Subscribe  risk-free  at  just 
$195.  Save  67.5%  and  get  2  valuable 
Free  Reports.  Satisfaction  guaranteed 
by  Forbes.  Call  800-523-7967  or  go 
to  wvm.fc>rbeswolfie.corn/frb. 
Please  use  savings  code  JN5SAVE. 


Forbes 


The  Forbes  Stock  Market  Course 


The  Forbes  Stock  Market  Course 

is  an  easy-to-read  common  sense 
guide  to  building  wealth.  It  is  a 
perfect  gift  for  family  and  friends 
...for  anyone  who  is  interested  in 
investing  The  newest  edition  gives 
you  a  better  understanding  of  every- 
thing from  Financial  Statements  to 
Fundamental  and  Technical  Analysis  - 
Stocks  and  Bonds  to  Futures  and 
Options  -  Mutual  Funds  to  Hedge 
Funds.  As  a  reader  of  Fortes  Magazine 
you  are  invited  to  take  advantage  of 
a  special  price  of  just  $99.95 
(save  $50  off  the  regular  S149.95  price.) 

Go  to  www.tofbesint.com/smc4  and  place  your 
order  now  or  call  1-800-429-0106  and  give  the 
operator  a  special  savings  code  of  S3Q05 


RARE  DALI  PRINTS 


If  you  own.  or  are  considering  the 
pitrchti.se  oj  a  Salvador  Dali  print... 
Our  exclusive  catalog  "Annual  Print  Price 
Guide  to  the  Graphic  Works  of  Salvador 
Dali"  $69  95+9.95  s&h.  Features  full-color 
images  and  current  prices  of  all  authentic 
Dali  prints.  Each  print  is  documented  in 
"The  Official  Catalog  of  the  Graphic 
Works  of  Salvador  Dali"  by  Albert  Field. 
The  Annual  Prim  Price  Guide  is  a  must 
for  any  collector  interested  in  gTaphic 
works  signed  by  Dali  Order  now  and  we 
will  include  a  free  1  year  subscription  to 
The  Salvador  Dali  Collectors  Quarterly 
(regularly  $60  00/year). 

1-800-275-3254 


asm  ii  nurn  Pun  oi»« 


SALVADOR  DALI 


ask  for  Dept  F.  B. 


The  Salvador  Dali  Gallery.  Inc. 
31 103  Rancho  Viejo  Rd..  #2-193. 
San  Juan  Capistrano.  CA  92675 
Ph.  949-373-2440 

www.DaliGallery.com 


Art  Wholesale.  ^ 


You  can  charge  your  ad  I 


PICK  TOP  MARKETS/FUNDS 
www.GlobalMarketsReport.com 


lfmmncinafvtorm.i  idf  tooffmioki  n  si>v 

50  TOP  PERFORMING  DAIL)  OFF  SHORE 
MARKF.T  C  HARTS  &  TOP  FINDS 

E  \KS  OX  ER 30%  RFTl  KS  FOR  DMA  WO  A  MONTH 

i  WEEK  FREE  TRIM. 


For  Advertising  Information  and  Rales  Contact: 

Media  Options  U.800-442-644 1 
mediopt@aol.com  V 


Gallart.com 

Buy/Sell  Fine  Art 
305.932.6166 

20633  Biscay ne  Blvd.  Aventura,  FL  33180 


Advertisement 


January  8,  2007 

i  f  i  e  d 


Life  insurance  prices 
drop  to  all-time  lows 

Call  or  visit  lnsure.com  today.  Compare  prices  in  seconds. 
Freedom  to  buy  from  the  company  of  your  choice. 
Also  quoting  auto,  health,  home  and  more! 


Monthly  Rates  for  Females 

Age 

$5  Million 

$10  Million 

$25  Million 

35 

$84 

$162 

$440 

40 

$116 

$240 

$617 

45 

$201 

$423 

$1,076 

50 

$328 

$652 

$1,623 

55 

$498 

$1,019 

$2,542 

60 

$755 

$1,536 

$3,833 

65 

$1,269 

$2,533 

$6,326 

70 

$2,069 

$4,134 

$10,329 

Monthly  Rates  for  Males 

Age 

$5  Million 

$10  Million 

$25  Million 

35 

$84 

$162 

$486 

40 

$123 

$240 

$661 

45 

$214 

$423 

$1,186 

50 

$353 

$701 

$1,973 

55 

$597 

$1,188 

$3,417 

60 

$967 

$1,928 

$5,909 

65 

$2,028 

$4,051 

$10,153 

70 

$3,233 

$6,461 

$16,214 

Also  available:  15,  20,  25  and  30  year  level  plans 


"The  premier  Web  site  in  terms  of  details  and  ease  of  use, 
(best  of  all,  it's  free)"  —  Yahoo!  FINANCE 

"...we'd  recommend  you  do  your  insurance  shopping 

here..."      liarron  s 

"New  source  for  best  buys  in  insurance.  One  way  to  get 

to  kn  OW  the  market."  —  Kij>lin%er's  Personal  Finance: 

"...provides  rock-bottom  quotes  for  life  insurance... 
this  site  Is  flush  with  useful  features."  Ibrbes.com 


"A  godsend  for  those  who  are  shopping  around  for  the 
best  deal  in  insurance."  —  Independent  Business 

"The  best  Web  site  I've  found..."  —  Tfte  Dallas  Morning  News 

"...outstanding  -  as  good  as  a  Web  site  on  insurance  can 
possibly  be.  Hats  off  and  a  gold  star  to  the  top  insurance 

site  on  the  Web."  —  Insurance  for  Dummies 

"This...  solution  has  value  for  those  who  prize 
immediacy  and  privacy."      U.S.  News  *  World  Report 


visit  lnsure.com 

S  Or  call  1-80(M41-0072  for  FREE  quotes  and  advice 

Ad  Code:  FORBS  1/07 


NOTE:  The  sample  10-year  term  life  Pennsylvania  rates  shown  above  are  not  specific  to  any  individual  person  or  insurer.  Please  call  1-800-441-0072 
or  visit  www.insure.com  to  obtain  personal  quotes  specific  to  your  health  history  profile.  Copyright©  1984-2006  Quotesmith.com,  Inc.,  8205  South  Cass 
Avenue,  Suite  102,  Darien,  Illinois,  60561.  All  rights  reserved.  CA  agent  #0A13858,  LA  agent  #200696,  MA  agent  #333509159.  Quotesmith.com,  Inc 
dba  lnsure.com  Insurance  Services  in  CA  under  agent  #0827712,  in  LA  under  agent  #205078.  Quotesmith.com,  Inc.  dba  Insurecom  Insurance 
Services,  Inc.  in  UT  under  agent  #90093.  Quotesmith.com  dba  Insure  com  and  Life  Quotes,  Inc.  in  CO. 
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ROCK  ANP  ROLL 
HISTORY  FOR  SALE! 

Rare  Signed  Art  Released  to  the  Public 

Elvis,  Beatles,  Stones,  Zeppelin, 
Hendrix,  and  more... 

NFJEE  Catalog 

1-877-601-ROCK 


m 


Hand-signed 
Paul  McCartney 
guitar 


20  V  EARS 

EXCELLENCE 


All  New  Website 

wyvw.signedrock.com 
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Luxury  Yachting 


Rent  A  Greek 
Cruising  Palace 


And  sail 
among  the 
,000  Greek 
islands 


Founded  In  1969 


THEN  YOU  CAN  SELECT  YOUR  OWN 
ENVIRONMENT,  YOUR  OWN  SCENERY,  YOUR  OWN  ISLAND! 
Charter  a  motor  yacht,  motor  sailer  or  sailing  yacht  (for  4  to  200  guests, 
from  60'  to  490'  and  S 1 ,500  to  5200,000  per  day  for  entire  yacht  with 
its  full  crew)  from  VALEF  YACHTS,  agents  for  the  largest  fleet 
of  crewed  yachts  for  charter  in  Greece. 

IT  COSTS  NO  MORE  THAN  BEING  ON  A  CRUISE  SHIP 

BUT 

•  You  can  plan  your  own  itinerary  with  your  own  captain 
•  Your  food  with  your  own  chef 
•  Your  drinks  with  your  own  steward,  or  leave  it  up  to  them 
to... pamper  you. 

VALEF  YACHTS  LTD. 

International  Headquarters:  7254  Fir  Rd.,  P.O.B.  >S5,  Ambler,  PA  19002  U.S.A. 
Tel:  (215)  6-11-0423  •  (800)  223-3845  •  Fax:  (215)  641-1746 
E-mail:  lNFOC  VALEFYACHTS.com  •  Website:  VAL.EFYACHTS.com 


.-V  «Ss 


JUL 


Working  Capital 

P.O./  Trade  Finance/ 
Letters  of  Credit 
Domestic  and  International 
Accounts  Receivable  Factoring 
Capstone  Business  Credit,  LLC 


212-755-3636 
212-755-6833  (Fax) 


■BUN 


BEEN  BURNED 

Dispute?  Owed  Money?  Been  Taken 
Advantage  of  on  an  investment  or 
business  deal?  Ready  to  take  action  and 
be  compensated?  Don't  put  good  money 
after  bad.  No  cost  unless  we  get  results! 

Client  First  LLC 
509-966-0359  FAX:  509-966-0482 


Timeshares 

^60-80%  off  Retail! 


TW  ondBEST  PRICES! 

(800)640-7639 

holidaygroup.com/fm 


BOARD  OF  DIRECTORS 

I  am  seeking  a  OUTSIDE  BOARD 
SEAT  with  a  public  or  pvt.  finn.  Semi 

retired,  sr.  level  vitae,  intl.  major 
consumer  prd.  corp.  US  &  intl.  gen. 
mgt,  mrktg,  sis  mgt,  conslting,  board 
exp.  listed  corp.  Strong  expertise  to  the 
US  mass  mrkt. 
dconfitagmail.com 


Business  Services 


NYC  BUSINESS  ADDRESS 


Use  our  prestigious  Fifth  Avenue 
address  as  your  own.  Get  your 
mail  &  packages.  Safe  &  Secure. 
Voicemail  &  Fax  #s  available. 

www.nymail.com 
244  Fifth  Avenue  212-679-0000 


Real  Estate 


Opportunity  Of  A  Lifetime 

Buy  into  a  4,000,000  Acre 
Hunting  Camp  in  British 
Columbia  Salmon  Fishing, 
Grizzly.  Mt  Goat,  Sheep,  Moose, 
Black  Bear,  Wolf  &  Caribou. 
Fax  605-343-9485 


BUSINESSES  FOR  SALE 


Interrationa:  Investment  Banking  Firm 
has  Middle  Market  Businesses  'or  Sale 

GW  EQUITY 

Merger*  &  Acquisitions 
877-213-1792 


www.GWEQUITY.com 


Why  do  You  Need 
to  Own  a 
Private  Bank? 

Free  Report 

800-733-2191 
WB'C 

est.  1991 


For  Advertising  Information 
and  Rates  Call: 

Media  Options 
1-800-442-6441 

med  iopt@aol  .com 


You  can  charge  your  ad 

EGOS* 


BACK  PAIN? 

m 

CALLTOL 

FREE  information  on 
TEED  seat  and  back  supports. 

Posture  Education 

www.postureeducation.com 

Business  Opportuni 


HOUSE  FLIPPING  IS  OVER 


Are  you  looking  for  trie  next  big  moneymaker7 
Our  exclusive  patented  product  has  zero 
competition  We  need  serious  entrepreneurs  who 
desire  a  high  six  figure  income.  Being  first  in  this 
Billion  Dollar  Industry  has  created  unprecedented 
demand.  Low  Investment,  limited  time.  $14,900 
usually  recovered  in  30  days. 

Call:  888-369-1646 


To  plan  your  order,  to  renew, 
change  your  address  or 
other  customer  service, 
visit  our  site  at .... 
www.forbes.com/customerservice 
orcall...800-888-9896 
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Exercise  in  exactly  4  minutes  per  day 

Winner  of  the  1991  Popular  Science  Award  for  the 
"Best  of  What's  New"  in  Leisure  Products 


$14,615 


ROM  •  MANUFACTURED  IN  CALIFORNIA  SINCE  1990 


TIME  IS  IT.  Over  92%  of  people  who  own  exercise  equipment  and 
88%  of  people  who  own  health  club  memberships  do  not 
exercise.  A  4  minute  complete  workout  is  no  longer  hard  to 
believe  for  all  the  people  who  since  1990  have  bought  our 
excellent  Range  of  Motion  machine  (ROM).  Over  97%  of  people 
who  rent  our  ROM  for  30  days  wind  up  purchasing  it  based  upon 
the  health  benefits  experienced  during  that  tryout,  and  the  ROM 
performance  score  at  the  end 


to  over  100  years  old  and  highly  trained  athletes  as  well.  The 
ROM  adapts  its  resistance  every  second  during  the  workout  to 
exactly  match  the  user's  ability  to  perform  work.  It  balances  blood 
sugar,  and  repairs  bad  backs  and  shoulders.  Too  good  to  be  true? 
Get  our  free  video  and  see  for  yourself.  The  best  proof  for  us  is 
that  97%  of  rentals  become  sales.  Please  visit  our  website  at: 
www.  FastExercise.com . 


of  each  4  minute  workout  that 
tells  the  story  of  health  and 
fitness  improvement.  At  under 
20  cents  per  use,  the  4 
minute  ROM  exercise  is  the 
least  expensive  full  body 
complete  exercise  a  person 
can  do.  How  do  we  know  that 
it  is  under  20  cents  per  use? 
Over  90%  of  ROM  machines 
go  to  private  homes,  but  we 
have  a  few  that  are  in 
commercial  use  for  over  12 
years  and  they  have  endured 
over  80,000  uses  each, 
without  need  of  repair  or 
overhaul.  The  ROM  4  minute 
workout  is  for  people  from  10 


The  typical  ROM  purchaser  goes  through  several  stages: 

1.  Total  disbelief  that  the  ROM  can  do  all  this  in  only  4  minutes. 

2.  Rhetorical  (and  sometimes  hostile)  questioning  and  ridicule. 

3.  Reading  the  ROM  literature  and  reluctantly  understanding  it. 

4.  Taking  a  leap  of  faith  and  renting  a  ROM  for  30  days. 

5.  Being  highly  impressed  by  the  results  and  purchasing  a  ROM. 

6.  Becoming  a  ROM  enthusiast  and  trying  to  persuade  friends. 

7.  Being  ignored  and  ridiculed  by  the  friends  who  think  you've  lost  your  mind. 

8.  After  a  year  of  using  the  ROM  your  friends  admiring  your  good  shape. 

9.  You  telling  them  (again)  that  you  only  exercise  those  4  minutes  per  day. 
10.  Those  friends  reluctantly  renting  the  ROM  for  a  30  day  trial. 

Then  the  above  cycle  repeats  from  point  5  on  down. 

The  more  we  tell  people  about  the  ROM  the  less  they  believe  it. 

From  4  minutes  on  the  ROM  you  get  the  same  results  as  from  20  to  45 
minutes  aerobic  exercise  (jogging,  running,  etc.)  for  cardio  and 
respiratory  benefits,  plus  45  minutes  weight  training  for  muscle  tone  and 
strength,  plus  20  minutes  stretching  exercise  for  limberness/flexibility. 


'  ROM  is  the  best 
time  management 
tool  ever. " 

Anthony  Robbins 


Motivational  speaker  Anthony 
Robbins  calls  the  ROM  a  fan- 
tastic time  management  tool. 
He  owns  3  ROM  machines:  one 
at  his  home,  one  at  his  resort  in 
Fiji,  and  one  that  travels  with 
him  to  all  his  seminars. 


Order  a  FREE  DVD  or  video  from  www.FastExercise.com  or  call  (818)  787-6460 

Factory  Showroom:  ROMFAB,  8137  Lankershim  Blvd.,  North  Hollywood,  CA  91605 
Fax:  (818)  301-0319  •  Email:  sales@FastExercise.com 


RENT  A  ROM  FOR  30  DAYS.  RENTAL  APPLIES  TO  PURCHASE. 


THOUG H  TS 

On  the  Business  of  Life 


Thate  these  days  immediately  following  the  holidays.  Emptying  the  house  of  Christmas  trees,  decorations 
and  children  is  like  emptying  a  home  of  warmth.  But  at  least  there's  the  pile  of  Christmas  cards  to  be 
looked  through  again  before  you  do  whatever  you  do  when  done  with  them.  They  serve  as  a  cheerful 
handshake  during  the  uncheerful  letdown  after  Christmas.  Don't  stop  sending  them.  Christmas  cards  are  worth 
all  the  bother.  In  fact,  the  bother's  a  good  part  of  the  pleasure.  —MALCOLM  S.  FORBES  ( 1 967) 


New  invention:  Snap-on  acne  for  people 
who  want  to  look  younger. 

—JOHNNY  CARSON 


If  you  want  to  capture  your  youth, 
cut  off  his  allowance. 

— AL  BERNSTEIN 


Youth  doesn't  reason,  it  acts.  The  old  man 
reasons  and  would  like  to  make  others  act 
in  his  place. 

—FRANCIS  PICABIA 


Youth  cannot  know  how  age  thinks  and 
feels.  But  old  men  are  guilty  if  they  forget 
what  it  was  to  be  young. 

— J.K.  ROWLING 


The  joy  of  the  young  is  to  disobey — 
but  the  trouble  is,  there  are  no  longer 
any  orders. 

— JEAN  COCTEAU 


In  case  you're  worried  about  what's 
going  to  become  of  the  younger  generation, 
it's  going  to  grow  up  and  start  worrying 
about  the  younger  generation. 

—ROGER  ALLEN 


The  real  lost  souls  don't  wear  their  hair 
long  and  play  guitars.  They  have  crew 
cuts,  trained  minds,  sign  on  for  research 
in  biological  warfare  and  don't  give  their 
parents  a  moment's  worry. 

— J.B.  PRIESTLEY 


The  intolerance  of  young  people  appeals 
to  me.  It's  a  good  sign  when  a  youngster 
is  temperamentally  in  revolt  against  the 
world  in  general. 

—ROGER  MARTIN  DU  GARD 


The  closest  you  can  get  to  your  youth 
is  to  start  repeatin  your  follies. 

—REG  SMYTHE  (ANDY  CAPP) 


The  young  are  permanently  in  a  state 
resembling  intoxication;  for  youth  is  sweet 
and  they  are  growing. 

—ARISTOTLE 

Americans  began  by  loving  youth, 
and  now,  out  of  adult  self-pity, 
they  worship  it. 

—JACQUES  BARZUN 


The  old  repeat  themselves  and  the  young 
have  nothing  to  say.  The  boredom  is 
mutual. 

—JACQUES  BAINVILLE 


When  a  man  is  young  he  is  so  wild  he  is 
insufferable.  When  he  is  old  he  plays  the 
saint  and  becomes  insufferable  again. 

—NIKOLAI  GOGOL 


Not  everyone  grows  to  be  old,  but  everyone 
has  been  younger  than  he  is  now. 

—EVELYN  WAUGH 


Youth  is  a  time  when  we  find  the  books  we 
give  up  but  do  not  get  over. 

—LIONEL  TRILLING 


Youth  is  a  period  of  missed  opportunities. 

—CYRIL  CONNOLLY 

In  youth  we  run  into  difficulties. 
In  old  age  difficulties  run  into  us. 

—BEVERLY  SILLS 


Be  thou  diligent  to  know 
the  state  of  thy  flocks, 
and  look  well  to  thy  herds. 

—PROVERBS  27:23 
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keep  your  investments  in  tune  with  your  goals 
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www.vanguard.com/sonata 


Connect  with  us®  >  888  499  9785 


Vanguard 


Call  for  a  prospectus,  which  includes  investment  objectives,  risks,  charges,  expenses,  and  other  information. 
Read  and  consider  it  carefully  before  investing.  Target  Retirement  Funds  are  subject  to  the  risks  associated 
with  their  underlying  funds.  Diversification  does  not  ensure  a  profit  or  protect  against  a  loss  in  a  declining  market 

r?)2007  The  Vanguard  Group,  Inc.  AH  rights  reserved  Vanguard  Marketing  Corporation,  Distributor 
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Twiddling  your  thumbs  in  retirement  isn't  your 
dream.  In  fact,  when  you  think  about  your  most 
valued  achievements,  chances  are  you  enjoyed  the 
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the  snooze  button? 

Perhaps  it's  time  to  throw  out  your  notions  of 
what  you  can  talk  about  with  a  Financial  Advisor. 
At  Smith  Barney,  we  can  work  with  you  to  help 
your  wealth  keep  pace  with  your  pursuit  of  new 
passions  by  helping  you  sell  your  business,  create 
a  transition  plan  or  find  the  money  to  get  your 
next  idea  off  the  ground. 


To  talk  to  a  Financial  Advisor  near  you  or  to  receivi 
a  free  copy  of  our  brochure,  call  1.800.Smith  Barnej 
or  visit  smithbarney.com/workingwealth 
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this  and  other  information  about  the  Funds,  call  888-860-8686  or  vis 
marsicofunds.com.  Please  read  the  prospectus  carefully  before  investin. 
Mutual  fund  investing  involves  risks,  including  the  possible  loss  of  principt 
The  ticker  symbols  are  fictitious  and  do  not  refer  to  existing  securitie 
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Bananas  for  the  Monkey 

YOU  CAN'T  ENJOY  THE  FRUITS  OF  FREE-MARKET  CAPITALISM 
without  someone  to  harvest  the  fruit.  Those  investment  bankers 
with  the  seven-figure  bonuses  make  sure  this  nation's  capital  is 
put  to  the  best  possible  uses.  With  them,  we  enjoy  boundless 
prosperity.  Without  them,  we'd  be  investing  in  something  foolish 
like  satellite  radio  or  Web  grocers.  Still,  it's  fair  to  ask  whether  the 
middlemen  need  to  get  paid  quite  as  well  as  they  do. 

The  question  will  cross  your  mind  as  you  read  Neil  Weinberg's 
account  of  Goldman  Sachs  (see  p.  56).  Since  the  financiers  at  Gold- 
man are  especially  clever  and  hardworking,  it  would  be  wrong 
to  impugn  these  particular  middlemen. 
Instead,  let's  impugn  Wall  Street  as  a 
whole.  The  investment  sector  is  vC('t 
overcompensated. 


Profits  of  nonfinancial  U.S.  corporations  are  $800  billion  a 
year.  For  making  sure  that  capital  is  allocated  to  the  right  corpo- 
rations, Wall  Street  pockets  $300  billion  a  year.  Eight  bananas 
harvested,  three  eaten  along  the  way. 

Here's  where  the  latter  figure  comes  from.  Stockbrokers'  rev- 
enues (net  of  interest  costs)  were  $186  billion  in  2005,  according  to 
the  Securities  Industry  &  Financial  Markets  Association.  Its  a| 
good  bet  the  2006  number  will  come  in  higher.  The  mutual  fund 
industry  gets  a  fee  of  $72  billion  a  year  for  allocating  $10  trillion  of 
your  capital.  Now  throw  in  something  for  the  2-and-20  crowd, 
namely  private  equity  managers,  venture  capitalists,  hedge  fund 
operators  and  funds-of-hedge-funds  operators.  For  handling 
$1  trillion  or  so  they  are  probably  collecting  $40  billion.  (Assume 
that  all  get  2%  for  turning  on  the  lights  and  that  half  get  lucky, 
making  a  20%  return,  on  which  the  performance  fee  is  20%.) 

Its  only  a  rough  comparison.  The  revenue  figures  reflect,  in 
part,  work  allocating  capital  to  some  place  other  than  the  non- 
financial  corporate  sector.  On  the  other  hand,  they  omit  fees 
collected  by  all  manner  of  planners,  advisers,  pension  consultants, 
stock  pickers,  dog  walkers  and  commodity  traders  who  are  on 
their  own  or  work  at  insurance  companies  and  commercial  banks. 

If  these  characters  are  overpaid,  it's  your  fault.  Save  yourself 
some  money  with  three  easy  steps: 

— Put  half  your  assets  in  low-cost  index  funds.  These  work 
only  because  someone  else  is  striving,  at  great  expense,  to  ana- 
lyze securities  and  keep  them  fairly  priced.  With  an  index  fund 
you  get  a  free  ride. 

— Trade  sparingly. 

— Don't  buy  hedge  funds. 

Editor 
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Nowhere  on  any  tax  form  does  it  say  you  can't  be  crafty.  To  add  a  tax-free  element  to  any  portfolio  and  earn  attractive 


f  monthly  income,  Nuveen  Investments  preaches  the  wisdom  of  municipal  closed-end  funds.  With  over  90  municipal 


closed-end  funds,  Nuveen  offers  more  ways  to  help  grow  and  preserve  wealth.  So,  you'll  have  a  well-balanced  portfolio, 


as  well  as  a  new  nickname  down  at  the  IRS.  As  always,  there  are  risks  inherent  in  any  investment,  including  the 


possible  loss  of  principal.  Closed-end  funds  frequently  may  trade  at  a  discount  or  premium  to  their  net  asset  value. 


NUVEEN 

Investments 


Smarter  ways  to  be  conservative 


n  investor  should  carefully  consider  the  Fund's  objective,  risks,  charges  and  expenses  before  investing.  For  an  annual  report 
r  prospectus  (when  applicable)  containing  this  and  other  information  about  Nuveen's  funds,  contact  your  advisor  or  Nuveen  at 
I  800-257-8787.  Read  the  prospectus  carefully  before  you  invest  or  send  money.  Income  from  national  Nuveen  municipal  closed-end 
\mds  maybe  subject  to  state  and  local  taxes,  and  income  from  most  Nuveen  municipal  closed-end  funds  may  be  subject  to 
ye  federal  alternative  minimum  tax.  Capital  gains, if  any,  will  be  subject  to  capital  gains  taxes.  ©2007  Nuveen  Investments, Inc. 
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Zap  Happy? 


Beaming  with  success:  Radiation  Therapy  Services 
Chief  Executive  Daniel  Dosoretz. 


Just  weeks  after  recog- 
nizing Radiation  Ther- 
apy Services  as  one  of 
America's  best  small 
companies,  you  chose 
to  trivialize  and  de- 
mean us  in  "Beams  and 
Schemes"  (Jan.  8, 
p.  108).  Our  physicians 
and  support  staff  treat 
patients  with  cancer 
every  day.  We  are  proud 
to  have  a  25 -year  track 
record  of  treating  these 
patients  with  the  best 
physicians,   the  best 

equipment  and  the  best  technical  expertise  we  can  find. 

It  is  true  that  as  new  technologies  emerge,  we  buy  and  install  very  expen- 
sive new  machines  in  most  of  our  centers.  We  make  this  technology  available 
everywhere  so  that  the  patient  in  the  mountains  of  West  Virginia  gets  the  same 
treatment  as  a  patient  in  Westchester  County,  N.Y.  Our  company  has  never 
turned  away  a  single  patient  without  health  insurance  who  could  not  afford  to 
pay.  In  fact,  we  have  treated  thousands  of  patients  for  free  because  they  have  a 
life  threatening  illness  and  it  is  the  right  thing  to  do.  Instead  of  conveying  these 
facts,  you  chose  to  focus  on  the  allegations  of  a  former  employee  who  is  suing 
us  for  money.  The  allegations — that  we  seek  to  increase  our  patient  volume 
through  unethical  means — are  untrue.  We  intend  to  prove  that  in  court  as 
soon  as  this  case  comes  to  trial. 

DANIEL  DOSORETZ 
Chief  Executive,  Radiation  Therapy  Services 
Fort  Myers,  Fla. 


Book  Value 


Empirical  evidence  refutes  A.  Gary 
Shilling's  claim  in  "School  for  Scandal" 
(Dec.  25,  2006,  p.  146)  that  increasing 
funding  for  federal  student  aid  would 
fuel  tuition  growth.  Two  U.S.  Depart- 
ment of  Education  studies  have  shown 
that  there  are  no  associations  between 
federal  grants,  state  grants,  student  loans 
and  changes  in  tuition,  and  that  there  is 
"little  evidence"  to  show  that  federal  stu- 
dent aid  increases  have  contributed  to 
tuition  inflation. 

Congress  has  not  kept  funding  for 
student  aid  in  line  with  inflation,  family 
need  or  the  wave  of  low-income  and  first- 


generation  college  students.  The  maxi 
mum  Pell  Grant  contribution  hasn't  in 
creased  in  five  years.  Average  net  tuitior 
(published  price  minus  grants  and  ta> 
benefits)  at  private  colleges  and  univer 
sities  is  $13,200— more  than  40%  below 
the  average  published  tuition.  There's  onh 
so  much  more  that  private  institutions  car 
do.  It's  time  for  Congress  to  hold  up  it: 
end  of  the  social  compact  that  has  madt 
college  possible  for  millions  of  student: 
over  the  last  40  years. 

DAVID  L.  WARRE> 
Presiden 

National  Association  of  Independent 
Colleges  &  Universitie. 
Washington,  D.C 
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Who  provides  thousands 
of  US  municipalities  and 
industries  with  safe,  clean 
and  reliable  water?  We  do. 


Innovations  from  Siemens  can  be  found  everywhere.  As  the  leader  in  North  America 
for  water  and  wastewater  equipment  and  services,  we  make  water  systems  more 
reliable  and  efficient.  Every  day  we  treat  hundreds  of  millions  of  gallons  of  water  that 
serves  communities,  industries  and  businesses.  At  Siemens,  our  innovations  help  turn 
dreams  into  reality. 


automation  &  control  •  building  technologies  •  energy  &  power  •  financial  services  •  hearing  solutions 

industrial  solutions  •  information  &  communication  •  lighting  •  medical  solutions  •  transportation  •  water  technologies 

usa.siemens.com 


SIEMENS 


Shawn  Baldwin 

CEO,  Capital  Management  Croup 


Ask  Shawn  Baldwin  Why  He  Loves  His  BlackBerry 

"When  a  deal  comes  down,  I  want  to  be  first.  I  love  the  ability  to  have  my  decisions  executed 
instantaneously.  My  BlackBerry*  makes  it  happen.  I  have  north  of  8,000  contacts,  and  you  never  know 
when  an  opportunity  is  going  to  break.  When  it  does,  my  team  and  I  are  on  it.  All  my  employees  have  a 
BlackBerry.  Oh,  and  my  wife  has  one  too,  so  she  can  keep  track  of  me." 

Join  the  conversation  at  www.blackberry.com/ask. 

:=:  BlackBerry 
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Ask 

Someone 
Why  They 
Love  Their 
BlackBerry 

In  1999,  BlackBerry'  hit  the  street. 
Word  of  mouth  ignited.  People 
loved  the  wireless  freedom.  Today 
there  are  millions  of  BlackBerry 
owners  and  their  passion 
continues  to  be  the  best  form  of 
advertising.  Every  day.  All  around. 
People  are  using  BlackBerry  to  live 
larger  and  more  successful  lives. 

Tell  us  why  you  love  yours  at 
www.blackberry.com/ask. 


BlackBerry 


Readers  Say 
Hell  on  Wheels 


Repo  Man 

Your  rosy  portrait  of  AT&T  and  its 
egomaniacal  leader  in  "Whitacre's  Way" 
(Jan.  8,  p.  84)  ignores  the  company's 
unethical  management  practices  and 
underinvestment  in  America's  commu- 
jnications  infrastructure  in  favor  of  sexy 
!  mergers  and  acquisitions.  Anyone  can 
buy  short-term  financial  success  and 
executive  loyalty  with  "golden  para- 
chutes," as  Ed  Whitacre  so  proudly 
itouts. 

Your  cover  story  lauds  Mr.  Whitacre's 
Texas-size  ego  and  his  determination  to 
manipulate  capital  investments  in  our 
nation's  communications  infrastructure 
with  the  aim  of  coercing  regulators  to 
enact  more  lenient  regulations — all  of  this 
to  satiate  his  desire  to  re-create  a  monop- 
oly that  was  broken  up  in  1984. 

DONALD  ELDREDGE  JACKSON  IV 
Cofounder,  3D  Conferencing 
Maineville,  Ohio 

Socialist  Realism 

Kudos  to  Susan  Adams  for  her  insightful 
(article,  "The  Artful  Billionaire"  (Dec.  25, 
p006,  p.  81).  Do  these  chief  executives 
realize  that  they  are,  for  the  most  part, 
subsidizing  hallucinogenic  Marxists  who 
seek  to  destroy  entrepreneurs  every- 
where? Just  why  do  billionaires  buy  art 
from  those  who  despise  corporate 
America? 

GREGG  KANON 
Jacksonville,  Fla. 


"Why  Detroit  Can't  Compete"  (Nov.  27, 
2006,  p.  48)  cites  some  of  the  "legacy 
costs"  of  major  American  auto  manufac- 
turers and  their  excess  production  capac- 
ity but  fails  to  address  the  tax  issues  they 
face.  Current  federal  income  tax,  Social 
Security  and  Medicare  "contributions" 
and  associated  compliance  costs  con- 
tribute at  least  20%  of  the  price  of  a 
domestic  car  in  the  U.S.  When  an  Ameri- 
can producer  ships  a  car  to  a  foreign 
country,  that  country  often  adds  another 
tax,  such  as  a  VAT,  of  about  25%.  Thus,  in 
foreign  showrooms  the  "sticker  prices"  of 
cars  are  about  half  again  as  much  as  those 
on  the  same  cars  sold  here.  When  those 
foreign  countries  ship  their  cars  to  the  U.S, 
there  is  no  such  tax  penalty. 

PETER  G.  MALONE 
St.  Charles,  III 

Milk  Money 

Helping  the  world's  poor  help  themselves 
is  the  most  critical  task  affluent  nations 
face  today.  But  microcredit,  as  you  note  in 
"Easy  Money"  (Nov.  27,  2006  p.  134),  is 
not  the  answer.  Microcredit  repayment 
statistics  are  distorted,  and  credit  fails  to 
drive  growth.  Two  initiatives  do  offer 
hope.  Operation  Flood,  a  dairy  develop- 
ment program  operated  by  member- 
owned  cooperatives,  has  transformed  the 
lives  of  more  than  12  million  of  India's 
rural  poor.  Another,  Sahavikasa,  has  pro- 
moted thrift,  not  credit.  Members  have 
raised  enough  capital  to  create  a  dairy 
cooperative  structure  that  now  produces 
some  8,000  gallons  of  milk  daily 

THOMAS  R.  CARTER 
Gaithersburg,  Md. 

Dating  Game 

In  "Stardust"  (Jan.  8,  p.  42)  we  stated  that 
Earth  Biofuels,  under  terms  with  its  lenders, 
must  meet  certain  financial  performance  tar- 
gets "by  year-end."  That  timeframe  refers  to 
the  end  of  2007,  not  2006. 


■Forbes 
■com 


Send  e-mail  to  readers@forbes.com  or  visit 
www.forbes.com/letters.  tetters  will  be  edited. 
Please  include  address  and  phone  number. 
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What  do  you  call  a  year  in  which  you  sell  63  million 
Earth-friendly  products?  A  healthy  start. 


The  Home  Depot'  is  committed  to  home  improvement,  including  the  home  we  call  Earth. 
We  started  this  initiative  in  1990  and  brought  our  vendor  partners  aboard.  Together,  we  offer 
customers  a  wide  range  of  eco-savvy  options.  Last  year,  sales  of  ENERGY  STAR  qualified 
products  increased  by  25%.  And  the  energy  saved  by  the  compact  fluorescent  lightbulbs  we've 
sold  could  light  the  homes  in  Washington,  D.C.,  for  three  and  a  half  years.  All  of  which 
lets  us  know  that  we're  on  the  right  path.  For  our  people.  For  our  communities.  For  our  planet. 


© 2007,  HOMER  TLC,  Inc.  All  rights  reserved. 


Fart  and  Comment 


By  Steve  Forbes,  Editor-in-Chief 
"With  all  thy  getting  get  understanding! 


These  Numbers  Don't  Figure 


ANTI-FREE-TRADE  SENTIMENT  IS  BEING  FUELED  BY  OUR  RECORD 
trade  deficits.  Congress  is  full  of  destructive  proposals,  including 
one  to  punish  China  for  "manipulating"  its  currency.  But  don't  put 
too  much  of  the  blame  on  headline-grabbing  politicos  or  xeno- 
phobic-minded protectionists.  A  big  part  of  the  blame  belongs  to 
the  economics  profession.  While  most  economists  know  well  the 
virtues  of  free  trade,  they  are  still  tied  to  the  notion  that  trade 
deficits  or  surpluses  matter.  A  surplus  is  equated  to  a  country's 
turning  a  profit  and  a  deficit  to  a  nations  running  at  a  loss.  But 
nations  don't  trade  with  each  other;  individuals  and  entities  do. 

FORBES  has  had  a  deficit  with  its  paper  supplier  for  more  than 
89  years.  Yet  this  "imbalance"  persists  because  each  side  thinks  the 
transaction  is  beneficial:  The  paper  company  makes  money  selling 
paper,  and  we  make  money  printing  editorial  content  and  advertise- 
ments on  it.  CNN  has  a  deficit  with  Lou  Dobbs:  It  pays  him  far  more 
than  anything  he  actually  buys  from  the  network  General  Motors 
similarly  has  a  deficit  with  CEO  Rick  Wagoner.  Yet  the  red  ink  con- 
tinues because  the  parties  find  it  advantageous  for  it  to  continue.  CNN 
and  GM  each  get  the  services  of  the  individual  employed,  and  each 
individual  gets  cash  and  other  forms  of  compensation  in  return. 

Apple  Computer  imports  most  of  the  parts  that  make  up  its 
iPod.  The  product  contributed  to  our  trade  deficit,  yet  the  iPod 


has  been  a  fantastic  commercial  success,  adding  tens  of  billions  of 
dollars  of  equity  value  to  Apple. 

In  other  words,  trade  numbers  are  simply  one  number  among 
many.  In  and  of  themselves  they  tell  you  nothing  about  an  econ- 
omy's health  or  ill  health.  It's  like  looking  at  one  item  on  a  P&L 
statement  and  ignoring  everything  else.  Yet  politicos,  economists 
and  observers  still  prattle  about  America's  "growing  overseas  lia- 
bilities." Hey,  folks,  unless  you're  talking  about  Treasurys,  those 
liabilities  belong  to  particular  companies  or  individuals.  Period. 

Many  in  Congress,  the  Treasury  Department  and  business 
believe  we  should  have  "reciprocal  trade"  with  other  countries. 
That  is,  no  deficit  or  surplus.  That's  like  saying  that  a  business 
should  have  reciprocal  relations  with  every  one  of  its  accounts.  For 
instance,  if  FORBES  buys  paper  from  a  supplier,  then  that  sup- 
plier should  pay  an  equivalent  amount  for  subscriptions  from  us. 
It's  preposterous,  but  an  all  too  seductive  and  destructive  notion. 

While  preaching  free  trade,  the  economics  profession  helps 
undermine  it  with  this  zero-sum  mentality  focusing  on  the  so- 
called  balance  of  trade.  Remember,  this  year  marks  the  400th 
anniversary  of  the  settlement  in  Jamestown,  Va.  Since  that  time, 
America  has  run  trade  deficits  for  all  but  some  50-odd  years.  Just 
look  at  what  all  that  economic  sinning  has  done. 


Malpassian  Economics 


READ  THE  PREMIER  PIECE  BY  DAVID  MALPASS,  OUR  NEWEST  CUR- 
rent  Events  columnist,  on  page  27,  and  I  think  you'll  agree  he's  a  man 
of  unusual  intelligence  and  insight.  Unlike  many  other  economists 
and  financial  folk,  Malpass  recognizes  that  numbers  are  meant  to  clar- 
ify and  help  us  understand  and  grasp  reality  rather  than  obscure  it. 

He  has  had  extensive  economic  experience  in  the  trenches  of 
both  the  Treasury  and  State  departments,  as  well  as  on  Capitol 
Hill.  He  knows  all  too  well  how  Washington  works — and  doesn't. 

Malpass  particularly  understands  monetary  policy.  Unlike 
most  others,  he  saw  that  the  Federal  Reserve  was  inadvertently 


tightening  in  1998-99,  and  he  recognized  that  our  central  bank 
was  overdoing  monetary  stimulation  in  2004-06,  the  critical  fac- 
tor in  the  spike  in  oil  prices.  If  my  long-shot  bid  for  the  presidency 
in  2000  had  miraculously  succeeded,  David  Malpass  would  have 
been  at  the  top  of  my  list  to  take  over  the  Federal  Reserve. 

And,  of  course,  he  understands  economics.  The  resurgence 
of  the  equity  markets  and  then  the  economy  in  2002-03  was  no 
surprise  to  Malpass  followers. 

Most  fundamental  of  all,  David  has  a  rock-solid  faith  in  the 
enduring  strength  of  our  country. 


Humble  Hero 


3ERALD  FORD  WAS  OUR  MOST  UNDERAPPRECIATED  CHIEF 
Executive  since  Harry  Truman.  The  reflections  on  his  presidency 
md  times,  stimulated  by  his  death,  have  given  people  a  new  per- 
spective on  how  important  this  man's  presidency  was. 

The  combination  of  inflation— a  debilitating  disease  that  un- 
dermines people's  sense  of  order  and  mocks  sound  values,  such  as 
nard  work  and  looking  optimistically  toward  the  future — an  intensely 
iivisive  war  in  Vietnam  and  the  Watergate  scandals  had  created  a 
iestructive,  venomous  environment  when  Ford  took  the  oath  of 


office.  Even  todays  nasty  partisanship,  thankfully,  does  not  com- 
pare with  the  poisonous,  unhinged  atmosphere  of  the  late  1960s 
and  the  1970s.  (A  personal  anecdote  underscores  the  legacy  of  bit- 
terness Ford  inherited.  Years  later,  in  the  mid-1980s,  with  the  U.S. 
once  again  strong  and  confident,  Malcolm  Forbes,  my  late  father, 
wrote  an  editorial  in  these  pages  suggesting  that  President  Reagan 
give  Richard  Nixon  a  diplomatic  assignment  dealing  with  arms 
control  and  Russia.  That  seemingly  harmless  suggestion  triggered 
a  vitriolic  response:  Hundreds  of  angry  letters  poured  in  excoriat- 


JANUARY  29,  2007       FORBES  21 


Fact  and  Comment 


ing  Nixon — and  us  for  broaching  the  idea.  More  than  a  decade  after 
Nixon  had  left  office,  emotions  were  still  running  hot.) 

The  dangers  at  home  and  overseas  during  the  Ford  years  were 
acute.  Peoples  faith  in  our  political  institutions  had  been  severely 
shaken.  America  was  also  in  an  isolationist  mode,  which  our  adver- 
saries sensed  and  opportunistically 
exploited  whenever  possible. 

Then  in  comes  an  "accidental"  Pres- 
ident, someone  who  had  not  been  elected 
President  or  even  Vice  President.  Ford 
had  spent  his  political  life  in  the  House 
of  Representatives,  where  he  was  known 
as  a  well-meaning,  go-along,  get-along 
type,  a  man  good  at  doing  legislative  busi- 
ness but  who  seemingly  had  inadequate 
preparation  for  die  vicissitudes  of  the  ex- 
ecutive branch,  with  its  relentless  pace 
and  constant  and  merciless  exposure.  Ford  also  faced  a  Congress  with 
a  vendetta-minded  opposition  holding  almost  two-thirds  of  the  seats. 

Under  these  extremely  unpromising  conditions,  Ford 
achieved  a  successful  presidency,  one  that  enabled  the  country  to 
survive  the  blunders  of  both  his  predecessor  and  successor. 

Gerald  Ford  didn't  flinch  when  making  tough,  unpopular 
decisions.  Pardoning  former  President  Richard  Nixon  cost  Ford 
the  election  in  1976.  But  it  had  to  be  done;  the  nation  needed  to 
move  forward.  That  Ford  made  the  right  decision  is  the  consen- 
sus today,  but  he  was  savaged  unceasingly  once  he  did  the  deed. 

Ford  also  didn't  flinch  when  the  Fed- 
eral Reserve's  anti-inflation  tightening 
plunged  the  U.S.  into  its  worst  economic 
downturn  since  the  1930s.  (Sadly,  the 
gains  against  inflation — the  rate  had 
fallen  almost  three-fourths  by  the  time 
Ford  left  office — were  lost,  and  then 
some,  under  President  Jimmy  Carter.) 
And,  unlike  the  current  White  House 
occupant,  President  Ford  readily  used 
his  veto  pen  on  excessive  spending  bills 
and  other  legislation  he  thought  harmful. 

At  a  time  of  economic  chaos  Ford 
resisted  strong  pressures  for  a  more 
activist  government,  most  spectacularly 
when  he  decided  not  to  bail  out  New  York 
City.  And  when  he  decided  against  bail- 
ing out  the  auto  industry;  the  President  from  Michigan  said  no  to 
Detroit  executives  when  they  came  in  and  asked  for  the  govern- 
ment to  give  rebates  for  automobiles.  (A  couple  of  weeks  after  Ford's 
turndown  Detroit  went  ahead  and  gave  the  rebates  on  its  own.) 

Supply-siders  are  correct  in  saying  that  Ford  was  not  a  Rea- 
ganesque  tax-cutter,  but  we  shouldn't  forget  that  in  the  mid-1970s 
neither  was  Ronald  Reagan.  When  the  former  California  governor 
challenged  Ford  for  the  GOP  nomination  in  1976,  the  Gipper's  eco- 
nomic centerpiece  was  to  slash  federal  spending  by  25%.  Ford 
attacked  the  idea  in  die  New  Hampshire  primary  as  harebrained 
and  utterly  unrealistic.  Reagan  narrowly  lost  that  primary — and  thus, 


My  father,  Malcolm,  and  yours  truly  visit  President  Ford 
for  an  Oval  Office  interview  in  mid-1975. 


On  behalf  of  my  father,  I  accept  the  Harmon  Trophy, 
given  for  his  achievements  in  hot-air  ballooning. 


ultimately,  the  nomination.  Only  in  the  late  1970s  did  Reagan 
embrace  the  idea  of  massive  across-the-board  tax  cuts  as  the  key 
to  reviving  the  uninnovative,  moribund  American  economy. 

Ford  resisted  as  best  he  could  congressional  encroachment  on 
traditional  presidential  prerogatives  in  conducting  foreign  policy.  His 
firm  handling  of  the  Mayaguez  incident 
may  well  have  prevented  a  renewal  of 
the  Korean  War.  After  our  defeat  in 
Vietnam  in  the  spring  of  1975  (Congress 
refused  Ford's  pleas  to  give  material 
assistance  to  our  South  Vietnamese  al- 
lies, even  though  the  U.S.  had  promised 
such  aid  under  the  "peace"  accords  two 
years  before),  people  wondered 
whether  North  Korea  might  again 
strike  at  South  Korea,  figuring  the  U.S. 
wouldn't  have  the  stomach  to  resist. 
After  all,  we  had  only  40,000  troops  in  South  Korea,  while  at  the  height 
of  the  Vietnam  War  we  had  had  more  than  500,000  in  Vietnam.  Cam- 
bodia's North  Korea-like  regime  had  seized  the  ship  Mayaguez,  hold- 
ing its  American  crew  hostage.  Ford  sent  in  the  Marines,  even  though 
the  possibility  of  failure  was  high.  But  the  operation  was  a  success, 
the  message  to  North  Korea  clear:  Don't  even  think  about  it. 

While  Ford's  policies  of  detente  and  arms  control  with  the  Soviet 
Union  were  criticized  by  a  growing  number  of  observers,  his  Admin- 
istration's decisions  were  light-years  away  from  the  myopic  appease- 
ment of  the  Carter  years.  And  the  then-criticized  Helsinki  Accords 
that  Ford  signed  with  the  Soviets,  guaran- 
teeing basic  civil  liberties  to  those  in  the  So- 
viet bloc,  did  indeed  help  undermine  the  Evil 
Empire.  (When  chairing  the  oversight  board 
for  Radio  Free  Europe  and  Radio  Liberty 
in  the  late  1980s,  I  saw  how  dissidents  used 
the  accords  to  attack  Soviet  domination.) 

If  Ford  had  won  the  election  in  1976  (the 
fact  that  he  came  so  close  to  winning,  under 
the  circumstances,  was  a  political  miracle), 
the  subsequent  debacles  in  Iran  and  Central 
America  would  likely  not  have  taken  place. 
For  one  thing,  Ford  would  have  vigorously 
supported  the  Shah  of  Iran  when  he  was  chal- 
lenged by  Islamic  fanatics  in  1978-79.  The 
Carter  Administration,  in  contrast,  thought 
the  Shah  an  obsolete,  expendable  figure.  We 
live  with  the  still  possibly  murderous  consequences  of  that  misjudgment 
I  had  the  opportunity  to  meet  Gerald  Ford  several  times.  He 
was,  as  the  eulogies  and  obituaries  portrayed  him,  a  considerate, 
straightforward  individual,  with  core  values  of  honesty  and 
courage.  His  kindness  even  extended  to  autograph-seekers, 
including  this  one:  At  a  political  event  a  photograph  was  taken  of 
me  with  the  President;  I  later  received  it  with  what  I  assumed  to 
be  a  machine-signed  signature.  At  a  subsequent  occasion  I  thrust 
the  picture  in  front  of  the  President  and  asked  if  he  would 
inscribe  it.  He  did  so,  with  no  visible  annoyance! 

Gerald  Ford  was  the  right  man  for  a  bad  time.  F 
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Be  the  change  you  want  to  see  in  the  world. 

— MAHATMA  GANDHI 


Win- Win  Situation  The  trade  deficit  isn't  bad  for 
the  U.S.  economy;  it's  actually  good  for  it — and  for  the  rest  of  the 
world,  too.  What  most  people  don't  understand  is  trade  in  goods 
and  services  is  driven  by  investment  flows.  When  foreigners 
invest  massive  amounts  in  the  U.S.,  we  have  to  run  a  trade  deficit 
because  of  the  way  our  global  accounts  are  kept.  This  is  what's 
happening  now.  Investors  survey  the  world  and  find  it  full  of 
stagnant  economies,  ever-menacing  terror  and  growing  threats 
to  free  markets  and  trade.  The  U.S.,  by  contrast,  is  a  safe,  trans- 
parent, low -inflation  haven  that  provides  a  slam-dunk  return  on 
their  money.  What's  not  to  like? 

But  here's  what's  really  silly.  If  China  sells  $1  billion  in,  say, 
tennis  shoes  to  Wal-Mart  and  uses  the  money  to  buy  an  off-the- 
shelf  microchip  factory  for  Shanghai,  that  counts  as  an  "export" 
and  we  all  applaud.  But  if  it  takes  that  $  1  billion  and  invests  in  a 
chip  plant  here — providing  jobs  for  dozens  or  hundreds  of  soft- 
ware engineers,  managers  and  salespeople,  it's  counted  as  an 
"import."  And  on  cue  from  Democrats,  we  all  go  "boo."  Yet,  those 
are  "imports"  we  need  more  of— the  kind  that  make  us  richer 
and  more  productive  and  which  boost  the  value  of  our  nation's 
productive  assets.  We  should  seek  more,  not  less. 

— Investor's  Business  Daily 

An  Eye  to  Victory  As  the  hostile  regimes  in  Iran  and 
Syria  appreciate — at  times,  it  seems,  more  keenly  than  we  do — 
failure  in  Iraq  would  be  a  strategic  and  moral  catastrophe  for  the 
U.S.  and  its  allies.  Radical  Islamist  terrorist  groups,  both  Sunni  and 
Shiite,  would  reap  victories  simultaneously  symbolic  and  tangible, 
as  Iraq  became  a  safe  haven  in  which  to  train  and  strengthen  their 
foot  soldiers  and  Iran's  terrorist  agents.  Hezbollah  and  Hamas  would 
be  greatly  strengthened  against  their  moderate  opponents.  Mean- 
while, the  tens  of  thousands  of  Iraqis  who  have  bravely  stood  with 
us  in  the  hope  of  a  democratic  future  would  face  the  killing  fields. 

In  Iraq  today  we  have  a  responsibility  to  do  what  is  strategi- 
cally and  morally  right  for  our  nation  over  the  long  term — not 


what  appears  easier  in  the  short  term.  The  daily  scenes  of  death 
and  destruction  are  heartbreaking  and  infuriating.  But  there  is 
no  better  strategic  and  moral  alternative  for  America  than  stand- 
ing with  the  moderate  Iraqis  until  the  country  is  stable  and  they 
can  take  over  their  security.  Rather  than  engaging  in  hand- 
wringing,  carping  or  calls  for  withdrawal,  we  must  summon  the 
vision,  will  and  courage  to  take  the  difficult  and  decisive  steps 
needed  for  success  and,  yes,  victory  in  Iraq.  That  will  greatly 
advance  the  cause  of  moderation  and  freedom  throughout  the 
Middle  East  and  protect  our  security  at  home. 

—SENATOR  JOE  LIEBERMAN  (I-Conn.),  Washington  Post 

Get  it  Right  My  experience  of  the  world  is  that  things 
left  to  themselves  don't  get  right. 

—THOMAS  HENRY  HUXLEY 

Servants  Unto  Themselves  only  is  out  of  100 

high-school  freshmen  [in  America]  will  graduate  on  time,  enroll 
directly  in  college  and  earn  a  two-year  degree  in  three  years  or  a 
four-year  degree  in  six.  Just  18!  The  problem  is  not  that  America 
doesn't  spend  enough  money  on  education — we  spend  enormous 
amounts,  far  more  than  any  other  nation.  But  we're  not  getting  a 
sufficient  return  on  our  investment.  The  fact  is,  our  education 
system  looks  a  lot  like  the  U.S.  auto  industry  in  the  1970s — stuck 
in  a  flabby,  inefficient,  outdated  production  model  driven  by  the 
needs  of  employees  rather  than  consumers. 

—MICHAEL  R.  BLOOMBERG,  mayor  of  New  York  City, 

Wall  Street  Journal 

Poor  Policy  Contrary  to  the  rhetoric,  the  people  harmed 
the  most  by  minimum-wage  legislation  are  precisely  those  it  is 
intended  to  help — the  poor.  The  idea  that  legislators  can  help 
low-income  workers  simply  by  mandating  a  pay  raise  is  the 
height  of  hubris.  While  the  minimum -wage  rhetoric  may  sound 
good,  the  reality  is  quite  different.  Forcing  employers  to  pay 
low-skilled  workers  a  higher  than  market  wage — in  the  absence 
of  any  changes  in  productivity — will  decrease  the  number  of 
workers  hired  (the  law  of  demand). 

It  would  be  much  wiser  to  let  workers  and  employers  freely 
negotiate  wages  than  to  enact  a  minimum  wage  law  that  interferes 
with  freedom  of  contract  and  prevents  low-skilled  workers  from 
gaining  the  experience  and  work  ethic  necessary  to  achieve  higher 
living  standards.  Increasing'the  minimum  wage  may  give  legisla- 
tors great  pride  and  win  them  votes,  but  it  does  not  address  the  key 
issue  of  how  to  achieve  economic  growth  and  thus  reduce  poverty. 

— JAMES  A.  DORN,  Cato  Institute 

Lost  and  Found  In  two  decades  I've  lost  a  total  of 
789  pounds.  I  should  be  hanging  from  a  charm  bracelet. 

— ERMA  BOMBECK  I 
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Current  Events 


By  David  Malpass,  Chief  economist, 
Bear  Stearns  &  Co.,  Inc. 


The  Triple  Deficit  Paralyzes  Policy  Vision 


THE  U.S.  HAS  A  POWERFUL,  GROWING  ECONOMY,  YET  WE  PRO- 
ject  the  "wrong  path"  image  of  an  aging  society  drowning  in  debt 
and  burdening  the  world  with  risk.  This  gloomy  fiction  distorts 
our  domestic  and  international  economic  policymaking.  We 
should  reject  it  and  launch  a  more  energetic  vision  of  global  pros- 
perity built  on  economic  freedom  and  dynamism. 

The  U.S.  is  the  world's  biggest  producer,  exporter,  seller,  saver 
and  innovator.  On  average  it  adds  30%  more  to  global  GDP  each 
year  than  does  all  of  Asia  (45%  more  in  2006),  with  one-tenth  the 
population.  U.S.  employment,  wages  and  profits  are  at  record  lev- 
els. We're  the  biggest  source  of  foreign  aid  and  the  only  major 
source  of  its  most  effective  component:  private  donations. 

Despite  dire  fiscal  predictions  the  federal  budget  is  on  a  trend 
that  could  bring  it  into  balance  at  the  end  of  the  decade,  with  a  debt- 
to-GDP  ratio  well  below  the  Clinton  Administrations  average.  Talk 
of  our  recklessly  low  "savings  rate"  circles  the  globe  yet  arbitrarily 
excludes  the  economy's  trillions  of  dollars  of  compound  gains.  Cal- 
culated properly,  U.S.  households  have  more  financial  savings — 
and  in  most  years  add  more — than  the  rest  of  the  world  combined. 

The  loudest  hue  and  cry  is  over  our  trade  deficit,  which  is  blamed 
for  dragging  down  our  economy,  as  well  as  everyone  else's.  Yet  the 
view  that  our  trade  deficit  costs  jobs  and  adds  to  global  financial  risk 
can't  be  reconciled  with  our  4.5%  unemployment  rate  and  the  eager 
flow  of  long-term,  low-cost  foreign  capital  into  U.S.  investments. 

Misreading  the  U.S.  Economy 

Fear  of  fiscal,  trade  and  savings  deficits  has  crippled  domestic  policy- 
making. We  are  in  desperate  need  of  tax  reform  yet  believe  we  "can't 
afford"  it.  Both  political  parties  should  aggressively  lay  out  their  tax  vi- 
sions and  invite  debate.  To  have  a  coherent  vision  they  will  first  have  to 
reject  Washington:?  stifling  assumption  that  tax  reform — no  matter  how 
well  constructed — doesn't  add  to  economic  growth  or  asset  values. 

Entitlement  reform  is  also  distorted  by  this  mistaken  image  of  U.S. 
financial  collapse.  An  increase  in  the  Social  Security  tax  burden  pro- 
posed by  austerity  advocates  would  slow  the  economy  without  adding 
one  iota  of  the  external  funding  needed  to  protect  retirees  and  add 
to  their  rate  of  return.  Let's  shelve  this  "reform,"  which  is  a  disguised 
tax  increase,  and  instead  expand  tax-preferred  savings  vehicles. 

As  gasoline  prices  soared  in  2005  and  2006,  the  world  held 
its  breath,  thinking  the  U.S.  might  collapse  under  the  weight  of  its 
debt  and  dependency.  Even  though  the  economy  survived  easily, 
we  are  paralyzed  by  Iran's  encroachment  into  the  Strait  of  Hor- 
muz.  We  should  break  this  choke  hold  by  offsetting  any  declines 
in  gasoline  prices  with  an  incremental  gasoline  tax.  Naysayers 


will  claim  consumers  can't  afford  it,  but  they  already  have. 

Selling  our  economy  short  may  be  causing  even  more  damage 
to  our  international  economic  policy.  In  one  of  the  ironies  of  eco- 
nomics the  US.  apologizes  profusely  for  the  global  trade  imbalance. 
We  accept  blame  for  growing  our  economy  and  population  faster  than 
our  trading  partners  (which  draws  in  imports)  and  providing  more 
attractive  investments  (which  brings  in  foreign  capital).  Rather,  the 
primary  burden  should  be  on  the  trade- surplus,  capital-outflow  coun- 
tries to  enhance  their  economic  climes,  not  on  us  to  diminish  ours. 

Cowed  by  trade-deficit  phobia,  we  require  minutely  negoti- 
ated trade  agreements.  These  are  a  far  cry  from  the  sweeping  lib- 
eralization that  would  bring  the  most  benefits  to  the  U.S.,  the 
biggest  trading  nation  by  far.  Trade-policy  paralysis  insists  on 
agribusiness  subsidies  and  blocks  even  small  reductions  in  our 
stiff  quotas  and  duties  on  the  importation  of  sugar,  peanuts, 
orange  juice  and  ethanol,  even  though  these  policies  damage  the 
environment  and  impede  growth  in  developing  countries. 

The  world  has  huge  economic  problems.  Europe's  low  birth- 
rate, high  unemployment  and  exodus  of  human  capital  are  of  big- 
ger consequence  to  the  world  than  the  US'  deficits,  but  the  latter 
dominate  the  G-7's  agenda  and  world  headlines.  Japan  and  South 
Korea  are  still  relying  on  corporatism  instead  of  economic  flexibil- 
ity, a  global  liability  as  their  workforces  shrink.  The  U.S.  provides 
heavy  subsidies  for  large  homes  and  expensive  health  procedures 
but  lets  its  infrastructure  petrify.  Russia's  bleak  hope  is  to  create 
energy  monopolies  fast  enough  to  prevent  the  Islamic  world  and 
China  from  overrunning  its  sparsely  populated  borders.  Much  of 
Latin  America  and  Africa  are  decapitalizing,  running  IMF-man- 
dated fiscal  and  trade  surpluses  (capital  outflows)  that  have  con- 
tributed to  their  multidecade  stagnation  in  per  capita  income. 

Despite  the  rich  global  environment  for  economic  progress,  the 
U.S. — low  on  self-esteem — has  focused  on  China's  yuan  as  the  21st 
century's  economic  scourge.  U.S.  exports  (and  global  growth)  would 
get  a  much  bigger  boost  if  more  countries  joined  China  in  growth- 
promoting  currency  stability  than  if  China  joins  them  in  currency 
instability.  Pleading  with  China  to  add  to  the  yuan's  value  at  the  dol- 
lar's expense  parades  our  weak  image  and  enhances  China's 
strength.  At  the  same  time,  Latin  America  seems  to  have  decided 
the  U.S.  is  one  of  the  weak  links  in  the  global  economy.  It  is  reach- 
ing out  to  Europe  and  China  for  investment  and  free-trade  agree- 
ments, with  the  view  that  those  are  the  economic  relationships  of 
the  future.  This  global  misreading  of  the  US'  deficits  is  weakening 
our  friendships  and  blocking  our  economic  vision,  even  as  our  econ- 
omy enjoys  its  third  decade  of  robust  expansion.  F 
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David  Malpass,  chief  economist  for  Bear  Stearns;  Paul  Johnson,  eminent  British  historian  and  author;  Lee  Kuan  Yew,  minister  mentor 
of  Singapore;  and  Ernesto  Zedillo,  director,  Yale  Center  for  the  Study  of  Globalization,  former  president  of  Mexico,  rotate  in  writing 
this  column.  To  see  past  Current  Events  columns,  visit  our  Web  site  at  www.forbes.com/currentevents. 
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Digital  Rules 

By  Rich  Karlgaard,  Publisher 


Pundits  Versus  the  Market 


LARRY  SUMMERS,  THE  CLINTON  ADMINISTRATION'S  LAST  TREAS- 
ury  secretary  and  more  recently  the  controversial  president  of  Har- 
vard University,  made  a  canny  observation  in  the  Financial  Times 
last  month.  "The  new  year,"  Summers  writes,  "will  begin  with  the 
greatest  divergence  for  a  generation  between  the  general  view  of 
global  risks  as  reflected  by  conventional  wisdom  and  the  risks  as 
priced  in  financial  markets.  While  the  commentariat  has  been 
more  alarmed  about  the  state  of  the  world  than  global  markets  for 
some  years,  the  gap  increased  in  2006  as  markets  became  more 
serene  and  everyone  else  grew  more  anxious." 

Summers  goes  on  to  ask:  "Why  the  diver-    *  ■ 
gence  between  the  headlines  and  the  markets? 
Will  the  journalists  or  the  investors  be  proved 
right  about  the  state  of  the  world?  Or  will  the 
divergence  continue?" 

Three  questions.  Let's  try  to  answer  them. 
"Why  the  divergence  between  the  headlines 
and  the  markets?"  A  quick  and  rather  flip 
answer  is  that  the  current  American  boom  has 
happened  under  a  Republican  watch.  The  com- 
mentariat— journalists  and  academic  economists, 
mostly — tend  to  vote  Democratic,  and  they  have 
been  in  a  sour  mood  for  six  years.  They  write  of 
job  losses  at  old-line  manufacturers  but  ignore  the 
larger  and  more  diffuse  number  of  jobs  created  at  smaller  compa- 
nies. They  fret  over  trade  deficits  but  fail  to  mention  the  flip  side 
of  capital  surpluses — foreign  money  pouring  into  the  U.S.,  keep- 
ing stocks  high  and  borrowing  rates  low. 

I  don't  recall  pundits  being  so  relentlessly  sour  during  the 
Clinton  years.  Do  you? 

A  second  plausible  answer  is  that  academic  economists  feel 
their  influence  is  waning.  If  the  world's  economies  run  best  on  a 
Hayek-Schumpeter-Friedman-Laffer  free-market  model,  then 
economists  of  the  meddling  sort  have  little  to  do.  Except  carp. 

Take  Joseph  Stiglitz,  a  Columbia  economics  professor,  Nobel 
Prize  winner  and  card-carrying  member  of  the  sour  punditoc- 
racy.  He  recently  wrote  a  sky-is-falling  piece  in  London's  leftist 
Guardian  entitled  (are  you  surprised?)  "2007:  Will  the  Dam 
Break?"  Stiglitz  sees  a  flood  coming:  "At  the  root  of  America's 
economic  problems  are  measures  adopted  early  in  Bush's  first 
term.  In  particular,  the  Administration  pushed  through  a  tax  cut 
that  largely  failed  to  stimulate  the  economy,  because  it  was 
designed  to  benefit  mainly  the  wealthiest  taxpayers." 
Say  it  ain't  so,  Joe. 

Put  aside  the  fact  that  every  nation  in  the  world  would  love  to 
have  our  "problems"— record  stock  prices,  economic  growth  aver- 
aging more  than  3%  since  the  recession,  etc.  Simply  focus  on  this  Stiglitz 
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whopper:  "a  tax  cut  that  largely  failed  to  stimulate  the  economy." 

That's  largely  wrong,  Professor  Stiglitz.  In  response  to  the  2003  tax 
cuts  on  income,  dividends  and  capital  gains,  the  U.S.  GDP  has  expanded 
by  an  amount  greater  than  the  size  of  China's  economy.  Assets  on 
the  U.S.  balance  sheet  have  gone  up  by  tens  of  trillions  of  dollars. 

Later  in  the  same  article  Stiglitz  offers  up  this  factoid:  "  [Amer- 
ica's] household  savings  became  negative  for  the  first  time  since 
the  Great  Depression."  Rubbish.  Stiglitz  (using  Commerce 
Department  data)  hasn't  figured  in  gains  in  real  estate,  stocks, 
401(k)s  and  other  assets  on  American  household 

 j     balance  sheets.  As  our  new  Current  Events 

columnist  David  Malpass  has  pointed  out  many 
times,  the  Commerce  Department's  narrow 
accounting  can't  explain  why  American  house- 
holds are  net  lenders,  not  borrowers. 
"Will  the  journalists  or  the  investors  be  proved 
right  about  the  state  of  the  world?"  I  wouldn't 
bet  too  heavily  on  the  journalists.  My  favorite  ex- 
ample of  pundit  malpractice  is  the  poor  forecasting 
record  of  Paul  Krugman,  the  Princeton  economist 
and  New  York  Times  columnist.  You'd  have  no  idea 
the  American  booms  of  1992-2000  and  2002-06  had 
occurred  if  you  confined  yourself  to  Krugman's 
columns  or,  worse,  some  of  his  books:  The  Great 
Unraveling:  Losing  Our  Way  in  the  New  Century  (2003),  The  Return 
of  Depression  Economics  (1999)  and  Peddling  Prosperity:  Economic 
Sense  and  Nonsense  in  the  Age  of  Diminished  Expectations  (1994). 
"Will  the  divergence  continue?"  Yes.  Unless  we  get  a  Democra- 
tic President  who  appeals  to  the  pundits  but  is  smart  enough  to 
leave  the  markets  alone.  Think  Bill  Clinton  or  John  F.  Kennedy. 
Do  you  see  one  on  the  horizon?  Maybe  New  Mexico's  Governor 
Bill  Richardson.  It's  hard  to  see  him  breaking  through.  Maybe 
Senator  Barack  Obama  (D-Ill.),  if  he  runs  as  a  centrist.  Or  maybe 
the  centrist  Republican  Rudy  Giuliani,  if  he  runs  as  a  supply-sider. 

Happily,  there  is  a  small  but  reliable  pro-market  commen- 
tariat that  will  guide  you  in  understanding  the  worlds  economies. 
Two  of  them  precede  me  on  these  pages.  I  also  always  listen  to 
Brian  Wesbury,  the  chief  economist  for  First  Trust  Advisors,  and 
the  great  Art  Laffer  of  Laffer  Associates. 

For  stock  tips,  you  can't  beat  Ken  Fisher.  Even  if  you  always 
read  Ken's  FORBES  columns,  don't  miss  his  new  book,  The  Only 
Three  Questions  That  Count:  Investing  by  Knowing  What  Others 
Don't  (John  Wiley  &  Sons,  $27.95).  Original  thinking  and  witty 
writing  by  a  great  investor.  F 


I  Forbes 


Read  Rich  Karlgaard's  daily  blog  at 
http://blogs.forbes.com/digitalrules  or  visit 
his  home  page  at  www.karlgaard.com. 
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So  Hit  the  Road 

Contrary  to  popular  belief  about  a  home-court  advantage, 
a  new  Financial  Analysts  Journal  study  suggests  that 
venture  capitalists  do  34%  worse  when  they  back  private 
companies  in  their  home  states.  Adam  Lichtenstein,  himself 
a  partner  in  a  New  York  technology  fund,  looked  at  26,000 
VC  investments  from  1980  to  2005,  defining  success  as  when 
an  initial  public  offering  takes  place.  Lichtenstein  speculates 
that  the  growing  number  of  VC  firms  has  created  a  local- 
deal  competition  that  is  "reducing  their  chances  for  achiev- 
ing a  successful  exit."  — W.P.B. 


informer 


INFORMER@FORBES.COM 

The  AMT  Is  Just  So  Hard 

The  IRS  pleaded  for  mercy, 
arguing  it  shouldn't  have 
to  cover  the  legal  fees  of 
two  of  its  victims  even 
though  it  messed  up  a  re- 
view of  their  tax  returns. 
Plea  denied. 

In  2004  a  U.S.  Tax 
Court  judge,  citing  the 
tax  law's  "complexity," 
had  rejected  a  demand 
from  Robert  and  Valery 
IRS  Commissioner  Mark  Everson.  McKee  to  make  the 

Internal  Revenue  Service  pay  their  $31,000  legal  costs.  Last  month 
a  Ninth  Circuit  panel  in  San  Francisco  reversed,  ordering  that  the 
feds  cough  up  the  full  sum. 

After  an  audit,  the  revenuers  had  in  2003  billed  the  McKees, 
of  Whitethorn,  Calif,  for  $165,000,  claiming  tax  underpayments 
for  1999,  2000  and  2001.  But  the  notice  didn't  fully  explain  why, 
and  the  IRS  later  acknowledged  its  paperwork  contained  what 
the  appeals  court  called  "key  errors"  in  computation,  including  a 
botched  application  of  the  alternative  minimum  tax.  The  sides 
later  settled  for  $45,000,  after  which  the  McKees  sought  reim- 
bursement of  their  legal  fees  as  the  prevailing  party. 

The  appellate  judges  cut  the  agency  a  small  break  by  declaring 
that  their  ruling  was  "not  for  publication."  Presumably,  that  would 
spare  the  tax  collectors  any  embarrassment — unless  some  maga- 
zine got  wind  of  the  case.  — Janet  Novack  and  William  P.  Barrett 

Prosperity  Is  Around  the  Corner 

Since  early  December  shares  of  CytoCore  have  risen  80%  to  a 
recent  34  cents,  generating  a  $100  million  market  cap.  That's 
pretty  nifty  for  a  firm  with  nil  sales  and  a  negative  net  worth. 
The  Chicago  company,  which  went  public  in  a  1998  reverse 
merger  and  is  on  its  third  name,  won  federal  approval  in  2002 
for  a  cervical  cancer  test,  but  hasn't  yet  gotten  it  to  market.  Some 
other  problems:  big  drug  companies  already  making  competing 


products  and  CytoCore  not  having  the  money  to  manufacture 
its  invention.  Meanwhile,  the  firm  has  settled  19  lawsuits  by 
employees,  consultants  and  suppliers  claiming  they've  been 
stiffed  on  payments.  The  current  share  price  rise  began  amid  a 
flurry  of  press  releases  touting  a  new  bladder  cancer  test.  Chief 
Financial  Officer  Robert  McCullough  says  sales  should  begin 
sometime  later  this  year.  — Matthew  Rand 

Their  Timing  Was  Excellent 

Jerry  Rawls,  the  chief  executive  officer  of  once  high-flying  fiber  optic 
systems  maker  Finisar,  is  fighting  the  IRS  over  a  ploy  his  family  used 
to  create  $272  million  in  paper  losses  and  shelter  from  tax  $38  mil- 
lion in  gains  from  a  2000  sale  of  stock  to  the  public.  Two  family 
trusts  are  suing  in  a  San  Antonio,  Tex.  federal  court  for  a  $20  mil- 
lion refund  of  taxes,  interest  and  penalties.  Rawls  bought  his  tax 
shelter  from  Heritage  Organization,  the  now  bankrupt  business  of 
Dallas  promoter  Gary  Kornman  (FORBES,  Apr.  11,  2005),  who  is 
appealing  a  ruling  invalidating  an  apparently  similar  "Son  of  Boss" 
shelter  he  set  up  for  himself.  The  Rawls  litigation  asserts  that  the 
tax  strategies  were  legit  or  at  least  employed  in  good  faith,  mean- 
ing that  no  penalties  should  be  assessed.  In  that  same  offering  Rawls 
and  his  wife  sold  another  $150  million  of  personally  owned  stock, 
but  there's  no  indication  in  the  court  papers  of  additional  shelter 
use.  Selling  near  the  peak  of  the  technology  boom,  the  Rawlses  got 
a  split-adjusted  $32  for  their  shares.  The  Silicon  Valley  company 
traded  recently  at  $3.21.  —J.N. 


These  recent  criminal  cases  suggest  that  mileage  misrepresentation  on  used  vehicle  sales  remains  a  problem.  — W.P.B. 

DEFENDANT  |  LOCATION 

ALLEGATIONS  INCLUDE 

STATUS 

James  Boswell  |  East  St.  Louis,  III. 

disconnecting  odometers  while  owning  vehicles  10-month  detention 

James  R.  Bradbury  |  Harrisburg,  Pa. 

getting  bribe  to  process  1 5  cars  with  rollbacks 

21 -month  sentence 

Edward  Coniff  Jr.  |  Montpelier,  Vt. 

altering  odometer  reading  on  1 6  used  Subarus 

4-month  home  confinement 

Chad  Gottschalk  |  Warsaw,  Ind. 

turning  back  odometers  on  high-mileage  cars 

not-guilty  plea 

Madeline  lorio-Cruz  |  Randolph,  N.J. 

taking  cash  to  aid  bogus  odometer-reading  plot 

probation 

Zaheer  A.  Khan  |  Hollywood,  Fla. 

reducing  mileage  on  6  used  cars  on  his  lot 

not-guilty  plea 

Abraham  J.  Ramadan  |  Richmond,  Va.  rolling  back  odometers  on  100  vehicles 

37-month  sentence 

Shane  Russell  |  Kansas  City,  Mo. 

replacing  odometer  and  not  telling  buyer 

charges  pending 
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Cingular's  New  3G  LaptopConnect  Card 


now 


is  global,  broadband,  secure. 


Business  is  not  bound  by  geography.  Wireless 
shouldn't  be  either.  With  Cingular's  LaptopConnect 
card,  you  can  work  at  broadband  speeds  here  and 
abroad.  Do  better  business  with  now. 


>  Cingular  is  the  only  U.S.  wireless  provider  to  offer 
a  3G  global  solution  from  a  single  laptop  card. 

>  Largest  national  high-speed  wireless  data  network 
with  mobile  broadband  speeds  in  over  145  major 
markets. 

>  More  secure  than  Wi-Fi  and  with  a  wider  coverage 
area  -  no  hotspots  required. 

>  Fast  and  easy  setup. 


Get  Cingular's  Global  3G 
LaptopConnect  card  for  only 


$4999 


after  $100  mail-in  rebate  debit  card 
with  2-year  service  agreement  on 
Unlimited  Data  Connect  plan. 


Call  1 -866-4CWS-B2B    Clickwww.cingular.com/broadbandconnect    Visit  your  nearest  Cingular  store 


X  cingular 

raising  the  barr.iill 


erage  not  available  in  all  areas.  Limited-time  ofter.  Other  conditions  and  restrictions  apply.  See  contract  and  rate  plan  brochure  for  details.  Subscriber  must  live  and  have  a  mailing  address  within  Cingular's 
ed  network  coverage  area.  Up  to  $36  activation  fee  applies.  Equipment  price  and  availability  may  vary  by  market  and  may  not  be  available  from  independent  retailers.  Early  Termination  Fee:  None  if  cancelled  in  the 
30  days;  thereafter  $175.  Some  agents  impose  additional  fees.  Rebate  Debit  Card:  LaptopConnect  card  price  before  mail-in  rebate  debit  card  with  Unlimited  Data  Connect  plan  purchase  is  $149  99.  Allow  10-12 
ks  for  rebate  debit  card.  Rebate  debit  card  not  available  at  all  locations.  Must  be  customer  for  30  consecutive  days.  Must  be  postmarked  by  2/28/07.  Sales  tax  calculated  based  on  price  of  unactivated  equipment. 
)07  Cingular  Wireless.  All  rights  reserved. 


y  Mind 


By  Richard  A.  Posner,  federal  circuit  judge,  senior  lecturer  at  the  university  of  Chicago  Law  School  and 

author  of  The  Little  book  oe  Plagiarism  (Pantheon). 


In  Defense  of  Plagiarism 

No  harm,  no  foul  is  what  the  law  ought  to  be. 


IT  IS  HARDLY  UNCOMMON  FOR  THE 
author  of  a  work  and  the  writer  of  the 
work  to  be  different  people.  The  au- 
thor of  a  celebrity's  autobiography  is 
the  celebrity,  but  the  writer  is  some- 
one else.  Judicial  opinions  are  often 
written  by  law  clerks,  politicians' 
speeches  by  speechwriters.  The  names 
of  dead  professors  are  affixed  to  text- 
books. The  four  Gospels  were 
ghostwritten.  Martin  Luther  King  Jr., 
Vladimir  Putin  and  Doris  Kearns 
Goodwin  all  copied  writings  of  other 
people.  Jonathan  Swift  denounced 
plagiarism  in  words  that  he  had 
copied  from  someone  else,  and  Lau- 
rence Sterne  copied  letters  that  he'd 
written  to  his  wife  and  sent  them  to 
his  girlfriend. 

Are  these  all  examples  of 
plagiarism?  Some  are — the 
King,  Putin,  and  Goodwin 
examples.  But  if  all  are,  then 
plagiarism  is  ubiquitous  in 
Western  culture.  Historians 
and  literary  critics  with 

nothing  better  to  do  with  their  time,  nosy  media  and  Google 
jockeys  are  all  bringing  to  light  cases  of  unacknowledged  copy- 
ing, almost  by  the  day.  Since  plagiarism  is  considered  a  capital 
crime  in  literary,  journalistic  and  educational  circles,  one  should 
make  an  effort  to  define  it  carefully. 

Plagiarism  is  typically  defined  as  literary  "theft."  But  when 
you  steal  something  you  deprive  the  owner  of  it.  Copying  does 
not  do  that.  It  is  not  like  stealing  the  only  copy  of  someone's  man- 
uscript. Nor  can  plagiarism  be  equated  to  unacknowledged  copy- 
ing, because  often  the  reader  is  expected  to  recognize  the  copying 
(this  is  called  "allusion"). 

To  define  plagiarism  sensibly  we  need  to  bring  in  the  concept 
of  fraud,  with  its  connotation  of  harming.  If  copying  is  not  fraud- 
ulent, if  it  thus  is  harmless,  it  shouldn't  be  called  "plagiarism," 
because  of  the  strong  pejorative  connotation  of  the  word.  Plagia- 
rism by  students  is  one  of  the  clearest  examples  of  plagiarism, 
because  it  harms  the  students  who  don't  plagiarize  by  giving  a  leg 
up  to  those  who  do,  without  creating  anything  of  value;  whereas 
a  plagiarized  passage  in  a  published  work  can  increase  the 


If  plagiarism  is  to  be  considered  a 
capital  crime  in  literary,  journalistic 
and  educational  circles,  one  should 
 define  it  carefully.  


pleasure  of  the  reader  (the  object  of 
the  plagiarist). 

When  Kaavya  Viswanathan 
copied  passages  for  her  chick-lit 
novel  from  an  established  author  of 
such  novels,  Megan  McCafferty,  she 
was  hitting  a  competitor  in  the  bot- 
tom line.  But  when  Shakespeare 
transformed  Sir  Thomas  North's 
translation  of  Plutarch's  Life  of  Mark 
Antony  into  blank  verse,  with  brilliant 
embellishments,  he  wasn't  hurting 
North,  who  was  not  a  competing 
playwright.  Nor  was  he  competing 
unfairly  with  other  playwrights,  since 
they  were  as  free  as  he  to  copy  pas- 
sages from  other  writers. 

The  example  of  Shakespeare  is 
important  in  showing  that 
copying  can  improve  the  orig- 
inal. Indeed,  the  amount  of 
sheer  originality  in  literature 
and  the  arts  is  greatly  exagger- 
ated; investigation  often  reveals 
that  great  writers  (or  great 
painters)  were  great  in  part- 
maybe  large  part — for  their  skill  in  creative  imitation. 

There  is  a  danger  that  our  broad  and  strict  copyright  laws,  with 
their  very  long  term  (the  life  of  the  creator  plus  70  years),  when 
coupled  with  a  strong  norm  against  plagiarism,  can,  paradoxically, 
stifle  creativity.  Copyright  law  is  shrinking  the  public  domain,  from 
which  writers  and  artists  can  copy  freely.  If  they  must  also  acknowl- 
edge their  copying  even  of  works  that  are  not  in  copyright,  or  where 
the  copyright  owner  has  given  them  permission  to  copy  without 
acknowledgment,  creative  work  will  be  cluttered  with  acknowledg- 
ments. Witness  Norman  Mailer's  choice  to  include,  at  the  end  of 
his  new  novel  about  Hitler's  boyhood,  The  Castle  in  the  Forest,  a 
list  of  126  authors  and  titles  he  says  influenced  him. 

Should  Manet  have  written  at  the  bottom  of  his  great  painting 
"Olympia"  that  he  had  borrowed  the  woman's  pose  from  Titian's 
"Venus  of  Urbino"? 

Let  us  not  abandon  the  concept  of  plagiarism  as  a  reprobated 
form  of  copying,  but  let  us  be  careful  to  confine  the  term  to  cases 
of  genuine  fraud — that  is,  harming  a  source,  a  competitor  or  ar 
audience.  F 
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Dear  Ketel  One  DrinKer 

H  half  empty  glass 

is  no  way  to  go  through  life. 


Follow-Through 


APRIL  25,  2005 

David  Beats  Goliath 

Chinese  Internet  entrepreneur  Jack  Ma  sounded  like 
an  unknown  piker  making  an  outrageous  claim  when 
we  profiled  him  two  years  ago.  Ma  bragged  that  he 
would  best  behemoth  Ebay  in  the  emerging  Chinese 
auction  market.  Now  Ma  is  looking  prescient.  In 
December  Ebay  announced  it  would  shut  down  its 
Chinese  Web  site  and  enter  into  a  joint  venture  with  a 
Chinese  firm,  Tom  Online.  Ebay's  payment  mecha- 
nism, PayPal,  has  been  hampered  by  Chinese  regula- 
tions requiring  domestic  control  of  financial  service 
companies.  Meanwhile,  Taobao,  the  consumer  auction 
arm  of  Ma's  Alibaba.com,  has  grown  to  command  a 
60%  share  of  Chinas  Internet  auction  market.  "What 
doesn't  kill  you  makes  you  stronger,"  observes  Ma. 
"Competing  against  Ebay  has  made  us  a  much 
stronger  company."  — Justin  Doebele 


NOVEMBER  13,  2006 


Gusher 


Our  story  about  Statoil  told  how  the  state- 
controlled  Norwegian  oil  company  faced 
enormous  obstacles  in  trying  to  tap  the 
vast  energy  reserves  underneath  the 
Arctic  ice.  Shortly  after,  the  company 
announced  plans  to  merge  with  Norwe- 
gian rival  Norsk  Hydro's  oil  and  gas  busi- 
ness. The  estimated  $30  billion  deal  is 
likely  to  boost  the  technological  know- 


FLASHBACKS 


how  of  the  combined  company.  The  new, 
unnamed  company  will  be  the  world's 
largest  offshore  operator,  surpassing  Royal 
Dutch  Shell.  — Michael  Freedman 


Ma  Bell  Is  Back 

Shortly  after  we  named  AT&T  Company 
of  the  Year,  the  Federal  Communications 
Commission  blessed  its  $86  billion  takeover 
of  BellSouth,  making  AT&T  the  world's 


largest  telecommunications  company. 
AT&T  agreed  not  to  charge  premiums  to 
data-heavy  Web  sites  for  two  years  and  to 
cap  rates  for  four  years  on  the  office-build- 
ing telecom  lines  it  controls  with  Bell- 
South. Net-neutrality  proponents  hailed 
the  concessions,  but  AT&T  says  this  provi- 
sion will  have  no  financial  impact.  The  cap 
on  telecom  lines  will  reduce  2007  earnings 
by,  at  most,  $200  million.  AT&T  is 
expected  to  haul  in  $15  billion  this  year  on 
sales  of  $1 19  billion.  — Tim  Doyle 


85  YEARS  AGO  IN  FORBES  |  JANUARY  7, 1922 

Pure  Business  Crookedness  still  abounds  in  business  and 
also  in  labor,  as  recent  disclosures  in  New  York  and  other  cities 
have  emphasized.  Yet  the  whole  atmosphere  of  business  is 
steadily  becoming  purer.  Men  are  learning  that,  after  all,  the 
best  way  to  build  up  a  sound  business  is  to  follow  sound  princi- 
ples, and  sound  principles  are  always  in  harmony  with  the 
Golden  Rule. 

30  YEARS  AGO  IN  FORBES  |  JANUARY  1,  1977 


Gerald  Ford's  Energy  Legacy 

Gone  was  the  tight  little  smile.  Jimmy 
Carter  frowned  at  the  62.7  million  TV 
viewers  of  the  third  presidential 
debate.  "The  Ford  Administration,"  he 
said  softly,  "has  had  no  clear  energy 
policy."  Gerald  Ford,  gripping  the 
podium,  looked  close  to  losing  his 
cool,  knowing  full  well  that  it  was  the 


Democratic  majority  in  Congress  that  had  destroyed  his  Admin- 
istration's well-thought-out  energy  policy.  But  the  election  is 
over,  and  the  energy  ball  is  in  Carter's  court.  What  will  Carter's 
energy  policy  look  like?  He  can  scarcely  fail  to  have  one,  con- 
sidering how  hard  he  hit  the  Republicans  on  the  issue,  and 
considering  how  fast  the  U.S.  is  sliding  into  deeper  and  deeper 
trouble  on  energy. 

15  YEARS  AGO  IN  FORBES  |  SEPTEMBER  28, 1992 

Man  of  Steel  There  are  two  ways  to  make  money  in  the 
steel  business.  One  is  Ken  Iverson's.  He's  the  chairman  of  Nucor 
Corp.  of  Charlotte,  N.C.,  the  seventh-largest  steel  company  in 
America.  Iverson  sells  high-quality  steel  cheaply.  Unsurprisingly, 
he's  for  free  trade.  The  other  way  is  big  steel's:  Exploit  the  1974 
antidumping  law  to  drive  your  foreign  competition  from  the 
market,  and  then  raise  prices.  "Our  quotas  and  import  barri- 
ers," says  Nucor's  Iverson,  "are  as  bad  as  any  and  worse  than 
many." 

Nucor  is  buying  Harris  Steel  of  Canada  for  $1.07  billion. 
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For  DHL,  m 

-  e  ;==zr  G<: 

the  power1 
of  IT  delivers 
over  four  million 
promises  a  day. 


Unified  and  simplified  package  tracking:  a  logistical  dream. 

The  best  way  for  DHL,  the  world  leader  of  delivery  services,  to  move  more  packages  is  to 
move  more  information.  CA  software  solutions  helped  DHL  to  unify  and  simplify  its  global 
package  tracking  systems.  This  increased  efficiency  gave  DHL  the  ability  to  deliver  over 
one  billion  promises  more  accurately  each  year.  It's  more  proof  that  customer  service  is 
back  in  shipping.  Learn  how  CA  software  solutions  enable  enterprises  like  DHL  to  realize 
the  full  power  of  IT  at  ca.com/customers. 


right  &2O06  CA.  All  rights  reserved.  ^^^rBL     IT  Management 
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PHARMACEUTICALS 


Taking  Their  Medicin 


Regime  change  has  been  great  for  Merck — and  it's  good  for  the  drug 
industry,  too  By  Matthew  Herper 


I  T'S  WINTER  IN  THE  PHARMACEUTICAL 
I  industry.  The  newly  Democratic 
I  Congress  wants  to  give  Medicare  more 
I  power  to  negotiate  prices  and  tighten 
Hi  drug  safety.  Only  26  medicines  or  vac- 
cines passed  approval  at  the  Food  &  Drug 
Administration  last  year,  half  as  many  as  a 
decade  ago,  despite  $40  billion  spent  on  re- 
search and  development.  But  one  pharma 
giant — the  one  even-body  loved  to  hate  a  year 


ago — managed  to  launch  five  products  in 
2006,  generating  a  new  book  of  business  that 
should  yield  $2  billion  this  year. 

That  success  story  is  Merck.  Sure,  its 
heart-stopping  Vioxx  pill  still  poses  one  of 
the  scariest  liabilities  ever.  Plaintiff  attorneys 
have  filed  27,000  wrongful  death  suits  since 
Vioxx  was  yanked  from  the  market  two 
years  ago.  Merck  has  won  9  of  1 3  trials  (one 
win  was  overturned  and  sent  back  for  a  new 
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trial)  and  has  boldly  refused  to  set  aside  set 
tlement  money.  But  if  cases  start  going 
badly  Merck  could  end  up  worse  than 
Wyeth,  which  has  set  aside  $21  billion  for 
damage  done  by  its  Redux  fat  pill. 

But  Vioxx  was  exacdy  what  Merck 
needed.  It  led  to  the  ouster  of  its  ineffectual 
chief  executive,  Raymond  Gilmartin.  His  sur- 
prise successor,  a  little-known  Merck  lifer 
named  Richard  Clark,  was  given  carte 


blanche  to  turn  the  company  around.  Under 
1  Clark  this  prideful  colossus  of  bureaucratic 
Lsilos  has  become  more  open  to  criticism, 
Inimbler  and  hungrier.  It  has  two  new  hits  in 
Gardasil,  its  new  vaccine  to  prevent  cervical 
cancer,  and  Januvia,  which  is  already  outper- 
forming many  older  diabetes  drugs.  Fifty- 
seven  new  compounds  are  in  human  testing, 
triple  the  size  of  its  disclosed  pipeline  in  2002. 
The  labs  are  churning  out  potential  treat- 
ments for  obesity,  osteoporosis  and  HIV. 

In  just  under  two  years  Merck's  shares  are 
up  38%,  more  than  any  rivals.  "Merck  is  busy 
iwith  a  revival,"  says  John  J.  P.  Kastelein,  a  car- 
diologist at  the  University  of  Amsterdam  who 
Jias  consulted  for  Merck.  "I  found  Merck  a 
Plasty,  arrogant  company  that  was  hard  to 
Uork  with,  cheap  on  the  clinical  trial  side, 
with  a  mediocre  track  record.  That  is  defi- 
hitely  changing." 


Regime  change  is  working  across  Big 
Pharma.  Pfizer  ousted  Henry  McKinnell  after 
he  failed  to  deliver  good  returns.  His  replace- 
ment, Jeffrey  Kindler,  has  managed  a  3% 
stock  bump  since  he  took  the  job,  even 
though  he  oversold  its  cholesterol  drug 
torcetrapib,  a  colossal  failure.  Also  undergo- 
ing a  brain  transplant  is  Bristol-Myers  Squibb, 
which  fired  serial  blunderer  Peter  Dolan  and 
is  still  looking  for  a  permanent  replacement. 

New  chiefs  can  fix  drug  companies 
quicker  than  youd  think.  Daniel  Vasella 
turned  Novartis  from  an  underperforming 
combination  of  two  Swiss  drugmakers  into 
a  generic-drug  powerhouse  and  a  fleet  mar- 
keter of  expensive  but  targeted  cancer  drugs. 
Fred  Hassan,  who  fixed  up  Pharmacia  and 
sold  it  to  Pfizer  for  $60  billion,  has  stabilized 
Schering-Plough  after  replacing  the  overpaid 
Richard  Kogan.  Its  stock  is  up  42%  since  2003. 


All  eyes  are  now  on  Merck's  Clark.  He 
and  his  two  talented  lieutenants,  Peter  S.  Kim 
(chief  of  research)  and  Peter  Loescher  (chief 
of  just  about  everything  else),  have  made  im- 
pressive changes  in  a  short  time.  Merck  was 
as  insular  as  any  big  drug  company,  and  was 
widely  criticized  for  denying  Vioxx's  heart 
problems.  The  big  changes,  says  Kim,  are  that 
Merck  is  giving  lower- ranking  employees 
more  say,  and  dissent  is  far  more  encouraged. 

Merck's  former  research  head,  Edward 
Scolnick,  had  such  a  sharp  tongue — he 
called  FDA  officials  "bastards"  during  Vioxx 
label  talks — that  new  ideas  weren't  easily 
voiced.  "If  you  don't  have  an  environment 
where  people  can  speak  up,  you're  not  going 
to  be  a  well-run  organization,"  says  Kim,  48. 

Merck's  labs  now  work  across  research 
disciplines  more  frequently,  cooking  up  un- 
likely ideas.  The  cardiovascular  and  rccpira- 
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tory  divisions  never  spoke  much  to  one  an- 
other, but  a  scientist  in  the  Canadian  cardio 
group  borrowed  an  experimental  asthma 
drug  that  managed  to  eliminate  the  severe 
hot  flashes  caused  by  niacin.  Niacin  was  al- 
ways known  to  raise  good  cholesterol  and  ap- 
pears also  to  prevent  heart  attacks.  The  drug, 
prescribed  in  tandem  with  unpatented  niacin, 
could  hit  the  market  next  year  and  reach  $  1 
billion  in  sales  in  2010. 

With  the  asthma-turned-cardio  drug 
Merck  is  showing  a  willingness  to  test  new 
drugs  more  fully,  a  criticism  it  suffered  with 
Vioxx  and  its  Zetia  cholesterol  drug.  Before 
this  drug  wins  approval,  Merck  will  put  it  into 
20,000  patients  for  a  risk  trial  that  should 
finish  by  2011. 

A  newly  venturesome  Merck  paid  $1.6 
billion  last  year  for  three  biotech  companies, 
none  of  which  has  drugs  close  to  market. 
Sirna  Therapeutics  owns  patents  in  the 
once- rejected  but  2006  Nobel  Prize- winning 
field  of  "gene-silencing."  GlycoFi  is  making 
advances  toward  much  cheaper  production 
of  protein  drugs  in  yeast. 

Loescher,  49,  is  charged  with  doing  for 
the  rest  of  Merck  what  Kim  has  done  in  the 
labs.  Hired  in  April,  he  is  seen  as  a  likely  sue- 


Brain  Transplants 

A  change  in  mentality  can  be  just  what 
an  ailing  drug  firm  needs. 

Schering-Plough  (SGP) 
i  -4  New  CEO:  Fred  Hassan 
j  Old  CEO:  Richard  Kogan 
Ousted:  Apr.  20,  2003 
Share  price  change:  +42% 

Hk  A 

1  Merck  (MRK) 
+  New  CEO:  Richard  Clark 
Old  CEO:  Raymond  Gilmartin 
Ousted:  May  5,  2005 
Share  price  change:  +38% 

j 

HT     ***  i 

B.  1 

1  Pfizer  (PFE) 
•*  New  CEO:  Jeffrey  Kindler 
Old  CEO:  Hank  McKinnell 
Ousted:  July  28,  2006 
Share  price  change:  +3% 

cessor  to  Clark.  The  imposing  Austrian  left 
pharma  in  2002  and  was  on  a  fast  track  at 
General  Electric — until  he  heard  that  it  was 
Merck  calling.  He  thinks  Merck  has  the  po- 
tential to  return  to  its  glory  days. 

Merck  is  reducing  head  count  across  the 


board,  but  Loescher  believes  he  can  get  more 
return  out  of  who's  left.  He  reorganized 
worldwide  sales  teams  around  disease  areas 
instead  of  geography.  He  talks  of  using  video 
clips  to  educate  doctors  about  medicine.  He 
notices  a  reporters  iPod  and  says  he  can  use 
that  to  sell  medicines.  "  The  iPod  generation 
is  probably  the  next  one  we'll  target,"  Loescher 
muses.  "You  say,  'No,  I  don't  want  to  sit  in 
front  of  a  computer,  I  would  like  to  sit  on  the 
beach  and  watch  my  podcast.'" 

Merck's  brass  used  to  meet  mostly  at  its 
lush,  wooded  headquarters  in  Whitehouse 
Station,  N.J.  Loescher  has  taken  them  on  the 
road.  In  December  he  and  his  direct  reports 
spent  a  week  in  China.  On  Jan.  18  they  are 
off  to  Japan.  The  best  way  to  understand  the 
challenges  and  opportunities  of  these  regions 
is  to  see  them  firsthand. 

Just  because  Merck  is  touting  experimen- 
tal drugs  does  not  mean  they  will  succeed. 
The  failure  of  Pfizer's  much-hyped  drug  to 
raise  good  cholesterol  is  a  reminder  that 
things  don't  always  work  the  way  companies 
want  them  to. 

But  Pfizer  and  Bristol-Myers  Squibb,  one 
with  a  new  boss  and  the  other  still  looking, 
had  better  be  taking  notes. 


Shareholder  activists  are  clamoring  for  changes 
that  would  unlock  what  they  claim  is  hidden  value 
in  Home  Depot,  recently  priced  at  $39.79.  This 
sum-of-the-parts  analysis  explains  why  talk  swirls 
of  Home  Depot  going  private.  At  $100  billion  it 
would  be  the  biggest  such  deal  yet.  Odds?  Low. 

Component 

Value  per  share 

HD  Supply 

$7 

Real  estate 

13 

Retail  operations 

42 

Debt 

-6 

TOTAL 

$56 

Sources:  Bernstein  Research;  Forbes  estimates. 

Home  Depot's  New  Crew  Chief 

Everyone  wants  to  know  where  Home  Depot  is  going  next  The  world's  number  one  home  im- 
provement retailers  well-paid  chief  executive,  Robert  Nardelli,  smnningly  resigned  on  Jan.  3.  The 
new  boss  is  Depots  former  vice  chairman,  Francis  Blake.  Blake  has  said  he  wouldn't  talk  to  the 
press  until  February,  but  FORBES  sat  down  with  him  in  late  November.  Blake,  who  was  hired  by 
Nardelli,  is  more  cerebral  and  avuncular  than  his  old  friend  and  defends  Nardelli's  strategy  down 

the  line:  expansion  in  China,  personnel 
YOU  Can  Unbuild  it.  We  Can  H@ln      decisions  and  the  much-criticized  foray  into  wholesale  building 

supply.  Activist  shareholders  want  Home  Depot  to  leverage  up  th< 
balance  sheet  far  more  and  buy  back  shares,  or  sell  the  real  estate  oi 
spin  off  the  HD  Supply  wholesale  business  (see  table).  Message  from 
Blake:  Don't  bet  on  any  big  changes. 

After  we  talked  to  Nardelli  ibr  a  story  in  our  last  issue  (fan.  8), 
we  thought  he  had  a  decent  chance  of  ensuring  Home  Depots 
survival  and,  wrongly,  his  own  as  well.  Of  course,  so  did  Blake, 
when  we  asked  him  about  recent  management  changes:  "The 
new  organization  chart  is  a  positive  for  the  business  and  for  Bob. 
He's  comfortable  at  the  strategic  and  detail  levels.  He  feels  better 
about  the  business  when  he's  more  direcdy  connected  to  it."  We 
bet  he  did.  —  Bruce  Upbii 
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NOT  BUSINESS  AS  USUAL 


5  THE 


iporeair.com/usa 


LIVES  ON  SinGAPORE 
AIRLinES 


isco- Seoul -Singapore  service  operates  daily.  New  Business  Class  currently 
Ion  Mon  .Thur.  and  Sat.  flights,  available  daily  as  of  March  2007. 
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WEB  TV 


Think  Local 

Who  will  dominate  local  video  on  the 
Web?  By  Evan  Hessel 


GOOGLE,  AMAZON  AND 
Apple  have  become 
national  video  networks 
overnight.  They  distribute  the 
shows  once  found  only  on  the 
big  broadcast  and  cable  net- 
works: Grey's  Anatomy,  Charlie 
Rose,  Top  Chef. 

If  network  viewers  can  move 
to  the  Web  so  easily,  why  can't 
Nathan  Sassover  get  a  piece  of 
that  action,  maybe  by  narrowing 
the  audience  a  little?  Click  over 
to  his  PalmSpringsTV.com.  It's 
not  much  to  look  at,  but  it's  the 


only  one-stop  shop  for  clips 
from  the  desert  playground: 
a  recent  architecture  festival, 
restaurant  visits,  interviews 
with  doctors. 

Sassover  s  company, 
Worldnetcast,  owns  750  other 
geographically  themed  video 
sites,  including  BelAirTV.com, 
SouthamptonTV.com  and 
AspenTV.com.  "We're  the  Web's 
local  affiliates,"  says  Sassover. 

A  swarm  of  other  tech  en- 
trepreneurs are  racing  against 
existing  network  affiliates  and 


Nathan  Sassover  sees  YouTube-like  riches  in  his  online  TV  network. 


the  big  online  portals  to  become 
the  prime  video  destinations  for 
local  clips.  Department  stores, 
car  dealers  and  other  local  ad- 
vertisers are  following  the  audi- 
ence online.  Local  Web  ads  will 
hit  $7.7  billion  this  year,  up  60% 
from  2005,  projects  Borrell 
Associates.  Video-specific  local 
ad  spending  is  up  to  $150  mil- 
lion from  nil  two  years  ago. 

Yahoo  stormed  into  local 
video  last  year  by  agreeing  to 
host  videos  from  16  CBS  affili- 
ates. It  also  launched  You 
Witness  News,  an  amateur 
photo  and  video  site,  with 
Reuters.  "We're  bullish  on  local 
video,"  says  Yahoo  news  head, 
Scott  Moore,  who  is  studying 
how  to  weave  the  new  footage 
into  the  portal's  local  news  sites 
and  Yellow  Pages. 

Young  Broadcasting's 
WKRN  in  Nashville  and  KRON 
in  San  Francisco  are  using  the 
Web  to  transform  local  report- 
ing. The  stations  reorganized 
their  newsrooms  last  year, 
equipping  every  reporter, 
producer  and  videographer 
with  his  own  digital  camera 
and  giving  orders  to  shoot  at 
least  one  segment  per  day 

The  stations  run  15  stories 
per  day  on  their  Web  sites,  in- 
cluding real  estate  reporters  dis- 
cussing hot  neighborhoods  and 
outdoor  correspondents  re- 
counting recent  deer  hunting 
trips.  Auto  dealership  ads  run 
alongside  the  clips. 

Last  year  San  Francisco  soft- 
ware engineer  David  Tarnowski 
founded  Livei  Mobile  TV,  a 
startup  devoted  to  processing 
and  distributing  videos  shot  by 
freelancers  with  cell  phone  cam- 
eras. The  plan  is  to  alert  the 
freelancers  to  things  like  fires 
and  plane  crashes.  Livei  would 
then  transmit  the  video  feeds  to 
the  Web  sites  of  local  papers  and 
TV  stations,  based  on  their  in- 


terests and  needs.  Livei,  the 
paper  or  station  and  the  free- 
lancer would  split  revenue  from 
ads  next  to  the  feed. 

Sassover  started  buying  Web 
domains  in  1993,  just  as  news- 
papers were  going  online.  He 
says  he  spent  $8  million  of  a  for- 
tune earned  from  his  1976  in- 
vention of  a  wireless  gizmo  that 
unlocks  car  doors. 

Sassover  unsuccessfully 
pitched  his  network  to  dozens  of 
venture  capitalists  before  decid- 
ing in  2004  to  hire  Web  devel- 
opers and  build  it  on  his  own. 
He  filled  each  channel  with  a 
bizarre  mix  of  local  promos,  in- 
terviews and  loopy  low-budget 
podcasts  on  topics  like  dating. 

Sassover  boasts  big  advertis- 
ers such  as  American  Express 
and  GlaxoSmithkline,  but  95% 
of  his  ad  revenue  comes  from 
30-minute  infomercials.  He 
charges  plastic  surgeons,  real  es- 
tate brokers  and  the  like  $7,000 
to  run  one.  In  2006  Sassover 
booked  $150,000  in  profits  on 
$500,000  in  ad  revenue. 

Now  Sassover  faces  a  tough 
decision:  He  can  forge  ahead 
against  the  likes  of  Yahoo  or 
capitalize  on  his  foresight  and 
sell  out.  "I  feel  like  a  reluctant 
parent  before  sending  their  child 
into  the  world,"  he  says. 

Sassover  has  hired  the 
Chicago  investment  bank 
Ocean  Tomo  and  may  sell  all 
750  channels  in  an  auction  in 
April.  Pointing  to  Google's  $1.65 
billion  purchase  of  YouTube, 
Sassover  thinks  he  can  get  $1 
million  per  channel,  an  astro- 
nomical figure  considering  each 
draws,  on  average,  audiences  in 
the  "low  thousands"  and  his 
only  real  assets  are  the  domain 
names.  What  if  bidders  don't  see 
the  value  in  IdahoTV.org?  "I'd 
have  to  reevaluate  the  future 
value  of  developing  the 
network,"  Sassover  admits.  F 
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Fujitsu  recommends 
Windows  Vista  " 
Business. 


Fujitsu  LifeBook®  Noteboo 
Your  first-class  ticket  to  reliability. 

The  Fujitsu  family  of  notebooks  with  Intel®  processors  takes 
reliability  and  durability  farther  than  ever  before. 


Reliable  Fujitsu  LifeBook  notebooks  are  the  engines  that  drive  your  productivity.  The  Fujitsu  LifeBook  family 
ranges  from  ultralight  convertible  notebooks  with  intuitive  pen-driven  touchscreen  input  to  powerful  desktop 
replacement  models  with  the  latest  Intel®  Centrino®  Duo  Mobile  Technology  and  versatile  modular  bays. 
Whatever  your  needs,  you'll  find  a  LifeBook  that  delivers  the  ideal  blend  of  innovative  features  that  make 
you  more  productive.  What's  more,  because  reliability  is  even  more  critical  for  mobile  users,  we  manufacture 
LifeBooks  in-house  so  we  can  maintain  our  high  quality  standards  throughout  the  entire  process. 
Go  to  us.fujitsu.com/computers/reliability  for  more  information. 


MULTIPLE  LEVELS  OF  SECURITY  keep  your  data  safe 
with  embedded  TPM,  integrated  fingerprint  sensor, 
Fujitsu  Security  Application  Panel,  and  more. 


MULTIPLE  CONNECTIVITY  OPTIONS— including  Wi-Fi®, 
Ethernet,  and  modem — simplify  collaboration  and 
communication  away  from  the  office. 


UeBook  P1600 


LifeBook  T42U0 
Tablet  PC 


UeBook  S7 1 00 
Notebook 


I  UeBook  e-8100 
Notebook 


LifeBook  £8200 
Notebook 


Fujfrsu 


THE    POSSIBILITIES    ARE  INFINITE 
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SCREEN  TRADE 


Movie  Mystery 

Why  do  theaters  charge  the 
same  price  for  all  tickets? 

By  Evan  Hessel 


■  F  YOU  WANTED  TO  SEE  PARAMOUNT 
I  Pictures'  Dreamgirls  during  the  first  ten 
I  days  of  its  release  in  December,  you 
had  to  fork  over  $25  for  a  ticket.  Some 
moviegoers  gagged  at  the  price.  "My 
friends  and  I  thought  it  was  so  appalling 
we  vowed  to  never  see  the  film,"  says 
Suzuya  Bobo,  a  22-year-old  Los  Angeles 
video  producer.  Yet  enough  fans  of  the 
Motown-themed  musical  lined  up  in  L.A., 
New  York  and  San  Francisco  to  snatch 
almost  all  the  available  seats.  The  momen- 
tum from  this  extravaganza  of  an  opening 
probably  helped  sell  tickets  at  ordinary 


Studios  worry  fans  won't 
pay  more  to  see  hot  flicks 
like  Dreamgirls. 

prices  afterward.  So  far 
the  movie  has  grossed 
$54.3  million. 

This  is  good  old 
American -style  price  dis- 
crimination at  work. 
Book  publishers  charge 
extra  for  readers  who  are 
either  rich  or  impatient 
by  releasing  the  hard- 
cover first,  the  paperback 
later.  Broadway  produc- 
ers charge  full  price  in 
the  early  days  of  a  hot 
show  and  then,  when  the 
excitement  has  receded, 
let  discounters  like  TKTS 
try  to  fill  the  empty  seats. 
Why  is  time-sensitive 
pricing  so  uncommon  in 
Hollywood? 

"There's  no  economic 
logic  to  flat  pricing,"  says  Barak  Orbach,  a 
University  of  Arizona  law  professor.  In  a 
recent  study  Orbach  maintains  that  stu- 
dios and  movie  theaters  could  improve 
revenues  by  charging  more  for  early 
screenings  of  highly  anticipated  films  such 
as  Spider-Man.  For  that  matter,  he  says, 
the  theaters  should  routinely  charge  more 
on  weekends,  just  as  resort  hotels  and  air- 
lines get  extra  money  for  services  deliv- 
ered at  times  of  peak  demand.  As  it  is, 
time-of-week  pricing  in  the  film  business 
is  for  the  most  part  limited  to  half-hearted 
efforts  like  senior  citizen  matinees. 


In  the  1930s  studio-owned  theaters 
varied  their  ticket  prices  according  to  qual- 
ity (movies  were  rated  by  a  trade  group  as 
an  A,  B  or  C  picture),  as  well  as  the  date 
and  time  of  the  show.  They  also  colluded 
to  fix  prices,  prompting  the  Supreme 
Court  to  rule  in  1948  that  film  producers 
cannot  own  exhibition  businesses.  The 
ruling  also  forbade  the  studios  and  distrib- 
utors to  intervene  in  ticket  pricing  by  the 
theaters. 

The  consent  decree  that  came  out  of 
that  case  was  renegotiated  in  the  mid- 
Eighties,  and  companies  like  Viacom  have 
owned  both  theaters  and  studios.  But  it 
seems  that  Hollywood  retains  a  certain 
squeamishness  about  antitrust  matters. 

There  are  other  reasons  Dreamgirls  is 
the  exception,  not  the  rule.  One  is  that 
enforcing  a  premium  price  for  one  film  but 
not  the  others  in  a  multiplex  would  boost 
labor  costs.  Next,  says  Kendrick  Macdow- 
ell,  general  counsel  of  the  National  Associ- 
ation of  Theater  Owners,  rating  individual 
movies  "would  be  a  mammoth  undertak- 
ing." One  other  matter  is  that  studios 
rather  like  to  see  people  wasting  their 
evening  in  a  line  snaking  around  the  block. 
The  buzz  sells  the  DVD  later  on. 

Orbach  thinks  Hollywood  could 
deflect  charges  of  gouging  by  discounting 
documentaries  and  other  niche  films. 
"These  people  sell  us  glamour  and  fan- 
tasy," says  Orbach.  "They  should  charge 
more  for  it." 

Maybe  someday  you  will  find  yourself 
balking  at  the  $25  price  on  the  next  Harry 
Potter  movie  but  consoling  yourself  by 
seeing  an  Al  Gore  lecture  for  $2.  F 


Feasting  on  the  Dinar 

Here's  something  going  well  in  Iraq — 
its  new  currency  is  spiking  against  the 
dollar  |  By  Peter  C  Beller" 


NOT  MUCH  IS  GOING  RIGHT  IN  IRAQ  THESE  DAYS, 
including  its  economy.  Oil  production  remains  below 
prewar  levels.  Unemployment  is  maybe  40%.  Inflation 
easily  topped  50%  in  2006. 

Yet  the  new  Iraqi  dinar,  a  currency  still  in  its  infancy,  has 
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"Heart  disease  is 
the  #1  health  problem 
in  America.  Stroke  is  #3. 

Lipitor  helps  reduce 
the  risk  of  both." 

DR.  ROBERT  JARVIK  ~  inventor  of  the  jarvik  artificial  heart 

Along  with  diet  and  exercise, 

Lipitor  lowers  bad  cholesterol  39-60%.* 

♦Average  effect  depending  on  dose 


Unlike  some  cholesterol-lowering  medications,  Lipitor  has  been  approved  to  reduce  the  risk  of  heart  attack  and 
stroke  if  you  have  several  common  risk  factors  for  heart  disease.  Risk  factors  include  family  history,  high  blood 
pressure,  age,  low  HDL  ('good'  cholesterol)  or  smoking. 


IMPORTANT  INFORMATION:  LIPITOR  is  a 
prescription  drug.  It  is  used  in  patients  with  multiple 
risk  factors  for  heart  disease  such  as  family  history, 
high  blood  pressure,  age,  low  HDL  ('good'  cholesterol) 
or  smoking  to  reduce  the  risk  of  heart  attack  and 
stroke.  When  diet  and  exercise  alone  are  not 
enough,  LIPITOR  is  used  along  with  a  low-fat  diet 
and  exercise  to  lower  cholesterol. 

LIPITOR  is  not  for  everyone.  It  is  not  for  those 
with  liver  problems.  And  it  is  not  for  women  who 
are  nursing,  pregnant  or  may  become  pregnant.  If 
you  take  LIPITOR,  tell  your  doctor  if  you  feel  any 
new  muscle  pain  or  weakness.  This  could  be  a  sign 
of  rare  but  serious  muscle  side  effects. 


Tell  your  doctor  about  all  of  the  medicines  you  take. 
This  may  help  avoid  serious  drug  interactions.  Your 
doctor  should  do  blood  tests  to  check  your  liver 
function  before  and  during  treatment  and  may 
adjust  your  dose.  The  most  common  side  effects 
are  gas,  constipation,  stomach  pain  and  heartburn. 
They  tend  to  be  mild  and  often  go  away. 

Please  see  additional  important  information  on  next  page. 

When  diet  and  exercise  are  not  enough,  adding 
LIPITOR  can  help.  LIPITOR  is  one  of  many 
cholesterol-lowering  treatment  options  that  you 
and  your  doctor  can  consider. 


Could  you  be  doing  more.. .with  Lipitor? 

Ask  your  doctor.  Call  1-888-LIPITOR  (1-888-S47-4867).  Or  find  us  on  the  web  at  www.lipitor.com 


Free  Trial  Offer 

Go  to  www.lipitor.com  for  more  information. 


a.tor\z<a.statin  calcium 

tablets 


Uninsured?  Need  help  paying  for  medicine?  Pfizer  has  programs  that  can  help, 
no  matter  your  age  or  income.  You  may  even  qualify  for  free  Pfizer  medicines. 
Call  1-866-706-2400.  Or  visit  www.pfizerhelpfulanswers.com. 


helpful 
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IMPORTANT  FACTS  Cj 
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tablets 


(LIP-ih-tore) 


LOWERING  YOUR 
HIGH  CHOLESTEROL 

High  cholesterol  is  more  than  just  a  number,  it's  a  risk 
factor  that  should  not  be  ignored.  If  your  doctor  said 
you  have  high  cholesterol,  you  may  be  at  an  increased 
risk  for  heart  attack.  But  the  good  news  is,  you  can 
take  steps  to  lower  your  cholesterol. 

With  the  help  of  your  doctor  and  a  cholesterol-lowering 
medicine  like  LIPITOR,  along  with  diet  and  exercise, 
you  could  be  on  your  way  to  lowering  your  cholesterol. 

Ready  to  start  eating  right  and  exercising  more?  Talk  to 
your  doctor  and  visit  the  American  Heart  Association 
at  www.americanheart.org. 

«.  > 

WHO  IS  LIPITOR  FOR?  ' 

Who  can  take  LIPITOR: 

•  People  who  cannot  lower  their  cholesterol  enough 
with  diet  and  exercise 

•  Adults  and  children  over  10 

Who  should  NOT  take  LIPITOR: 

•  Women  who  are  pregnant,  may  be  pregnant,  or  may 
become  pregnant.  LIPITOR  may  harm  your  unborn 
baby.  If  you  become  pregnant,  stop  LIPITOR  and 
call  your  doctor  right  away. 

•  Women  who  are  breast-feeding.  LIPITOR  can  pass 
into  your  breast  milk  and  may  harm  your  baby. 

•  People  with  liver  problems 

•  People  allergic  to  anything  in  LIPITOR 

BEFORE  YOU  START  LIPITOR  ' 

Tell  your  doctor: 

•  About  all  medications  you  take,  including 
prescriptions,  over-the-counter  medications, 
vitamins,  and  herbal  supplements 

•  If  you  have  muscle  aches  or  weakness 

•  If  you  drink  more  than  2  alcoholic  drinks  a  day 

•  If  you  have  diabetes  or  kidney  problems 

•  If  you  have  a  thyroid  problem 

ABOUT  LIPITOR  ' 

LIPITOR  is  a  prescription  medicine.  Along  with  diet 
and  exercise,  it  lowers  "bad"  cholesterol  in  your  blood. 
It  can  also  raise  "good"  cholesterol  (HDL-C). 

LIPITOR  can  lower  the  risk  of  heart  attack  or  stroke  in 
patients  who  have  risk  factors  for  heart  disease  such  as: 

•  age,  smoking,  high  blood  pressure,  low  HDL-C, 
heart  disease  in  the  family,  or 

•  diabetes  with  risk  factor  such  as  eye 
problems,  kidney  problems,  smoking,  or 
high  blood  pressure 

LP278791-F 


POSSIBLE  SIDE  EFFECTS 
OF  LIPITOR 

Serious  side  effects  in  a  small  number  of  people: 

•  Muscle  problems  that  can  lead  to  kidney  problems, 
including  kidney  failure.  Your  chance  for  muscle 
problems  is  higher  if  you  take  certain  other  medicines 
with  LIPITOR. 

•  Liver  problems.  Your  doctor  may  do  blood  tests 
to  check  your  liver  before  you  start  LIPITOR  and 
while  you  are  taking  it. 

Symptoms  of  muscle  or  liver  problems  include: 

•  Unexplained  muscle  weakness  or  pain,  especially 
if  you  have  a  fever  or  feel  very  tired 

•  Nausea,  vomiting,  or  stomach  pain 

•  Brown  or  dark-colored  urine 

•  Feeling  more  tired  than  usual 

•  Your  skin  and  the  whites  of  your  eyes  turn  yellow 
If  you  have  these  symptoms,  call  your  doctor 
right  away. 

The  most  common  side  effects  of  LIPITOR  are: 

•  Headache  •  Constipation 

•  Diarrhea,  gas        •  Upset  stomach  and  stomach  pain 

•  Rash  •  Muscle  and  joint  pain 
Side  effects  are  usually  mild  and  may  go  away  by 
themselves.  Fewer  than  3  people  out  of  1 00  stopped 
taking  LIPITOR  because  of  side  effects. 

HOW  TO  TAKE  LIPITOR  ' 

Do: 

•  Take  LIPITOR  as  prescribed  by  your  doctor. 

•  Try  to  eat  heart-healthy  foods  while  you  take  LIPrTOR. 

•  Take  LIPITOR  at  any  time  of  day.  with  or  without  food. 

•  If  you  miss  a  dose,  take  it  as  soon  as  you  remember. 
But  if  it  has  been  more  than  12  hours  since  your  missed 
dose,  wait.  Take  the  next  dose  at  your  regular  time. 

Don't: 

•  Do  not  change  or  stop  your  dose  before  talking  to 
your  doctor. 

•  Do  not  start  new  medicines  before  talking  to  your  doctor. 

•  Do  not  give  your  LIPITOR  to  other  people.  It  may 
harm  them  even  if  your  problems  are  the  same. 

•  Do  not  break  the  tablet. 


NEED  MORE  INFORMATION? 

•  Ask  your  doctor  or  health  care  provider. 

•  Talk  to  your  pharmacist. 

•  Go  to  www.lipitor.com  or  call  1-888-LIPITOR. 


Manufactured  by  Pfizer  Ireland  Pharmaceuticals  Rx  only 
Dublin.  Ireland 

Distributed  by  Parke-Davis,  Division  of  Pfizer  Inc. 

New  York.  NY  10017  USA 

©  2005  Pfizer  Ireland  Pharmaceuticals 

All  rishts  reserved.  Printed  in  USA. 
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Qutfront 


110  U.S.  dollar  per 

Iraqi  dinar 
108  (12/05=100) 


been  on  a  tear.  Since  Septem- 
ber the  dinar  has  appreciated 
11.5%  against  the  U.S.  dollar, 
setting  off  a  speculation 
frenzy  across  the  Middle  East. 

Don't  expect  it  to  last,  but 
at  sites  like  BetOnIraq.com 
Americans  are  encouraged  to 
buy  dinars  as  a  patriotic  play 
("Because  liberty  breeds  pros- 
perity," says  the  site). 

This  is  expensive  patriot- 
ism. The  site,  run  by  Jeffrey  Pasquarella,  a 
part-time  disc  jockey  in  Danbury,  Conn., 
charges  anywhere  from  27%  to  58%  above 
the  market  rate.  Edinarfinancial.net  takes 
a  smaller  but  still  extraordinary  cut.  At 
those  prices  the  dinar  would  have  to 
rocket  past  the  rumored  central-bank  tar- 
get for  buyers  to  break  even.  And  just 
where  in  the  U.S.  will  you  unload  those 
dinars  when  you  want  out? 

"Nobody's  mortgaging  their  house  on 
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Source:  FT  Interactive  Data 
via  FactSet  Research  Systems. 


this,"  says  Pasquarella,  41,  a  coin 
collector  who  got  into  dinar 
dealing  three  years  ago  and  says 
his  margin  is  15%.  Most  of  his 
4,000  customers  to  date  "have 
a  few  hundred  bucks  to  spare 
and  believe  a  free  Iraq  is  a  good 
thing,"  he  says,  although  some 
come  back  every  two  weeks  to 
buy  more.  He  personally  holds 
30  million  dinars,  worth 
$27,000. 

So  far  investors  have  been  rewarded: 
Last  September  it  took  1,477  dinars  to  buy 
a  dollar.  By  January  it  took  only  1,325. 

The  run-up  has  been  sparked  in  part 
by  the  Iraqi  Central  Bank,  which  is  using 
the  U.S.  dollars  it  earns  from  selling  oil  to 
buy  up  dinars  in  an  attempt  to  reduce 
Iraqi  inflation.  Speculators  believe  the 
central  bank  wants  to  peg  the  dinar  at 
1 ,000  to  the  dollar  and  will  continue  buy- 
ing until  it  reaches  that  mark.  Another 


cause  for  the  dinar's  rise:  the  weak  US. 
dollar,  to  which  many  Gulf  countries  have 
pegged  their  own  money. 

When  currency  brokers  in  the  Gulf 
ran  out  of  the  previously  seldom-pur- 
chased paper,  buyers — from  professional 
traders  to  students — took  it  as  a  sign  of 
strong  demand  and  bid  up  the  price,  says 
A.E  Alhajji,  associate  professor  of  eco- 
nomics at  Ohio  Northern  University. 

But  speculators  are  "playing  poker 
against  the  Iraqi  Central  Bank,"  says 
Michael  Keane,  who  lectures  at  the  Uni- 
versity of  Southern  California's  Marshall 
School  of  Business.  Inflation  is  going  up, 
not  down,  adds  Steve  H.  Hanke,  professor 
of  applied  economics  at  Johns  Hopkins 
University  and  a  FORBES  columnist. 
Unless  the  Iraqi  economy  fundamentally 
improves,  the  Iraqis  will  eventually  face  a 
currency  crisis. 

"It's  probably  not  going  to  end  well," 
he  says.  F 


GITAL  LIT  101 


Logrolling 

DONALD  MITCHELL  is  one  prolific  book 
reviewer — and  authors  love  him. 


WHAT'S  THE  BEST 
I  way  to  accelerate 
sales  of  a  book?  Get 
a  plug  by  Oprah  Winfrey,  or 
maybe  an  appearance  on  the 
Today  show.  Maybe  a  positive 
review  by  Michiko  Kakutani  of 
the  New  York  Times  cm  elevate 
an  obscure  debut  novel  to  a 
bestseller.  Then  there's  Donald 
Mitchell. 
Who? 

Mitchell,  60,  is  a  Boston 
management  consultant  who  in 
his  spare  time  writes  600-word 
book  reviews  for  Amazon.com. 
Lots  of  them:  2,947  to  date.  A 
favorable  Mitchell  writeup  can 
stimulate  a  torrent  of  "add  to 
basket"  mouse  clicks. 


Example:  Roger  von  Oech's 
Ball  of  Wliacks,  a  workbook 
guide  to  creativity,  languished  at 
a  death-rattle  Amazon  sales 
rank  of  600,000— until  Mitchell 
gave  it  five  stars  in  October.  It 
then  jumped  to  2,000.  Writers 
who  depend  largely  on  income 
from  speaking  engagements  say 
Mitchell's  words  can  spark  invi- 
tations for  new  gigs. 

No  surprise,  then,  that  writ- 
ers are  eager  to  cozy  up  to  him; 
1,200  books  a  month  are  de- 
posited over  his  transom.  (He 
says  he  sells  them  and  donates 
the  proceeds  to  charity.)  He 
says  Jamie  Lee  Curtis  sends 
him  nice  notes  when  he  re- 
views her  children's  books. 


After  reviewing  Spencer  John- 
son's Who  Moved  My  Cheese? 
Mitchell  says  Johnson  called  to 
discuss  his  criticism  and  incor- 
porated his  suggestions  in  later 
editions. 

Mitchell  himself  just  self- 
published  a  productivity  guide 
called  The  2,000  Percent 
Squared  Solution.  Jack  Canfield 
(Chicken  Soup  for  the  Soul) 


and  Harvard  Business  School 
professor  Rosabeth  Moss 
Kanter  provided  gushy  cover 
blurbs.  "I  found  that  people 
were  quite  helpful,"  says 
Mitchell.  F 

For  a  more  detailed  story  on 
Donald  Mitchell  and  related 
stories  on  the  book  industry, 
go  to  www.forbes.com/hool '(S. 
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Introducing  the  all-new  BMW  X5.  Why  did  our  engineers  go  to  such  lengths  to  place  the  engine  of  the  all-new  BMW  X5 
lower  and  deeper  within  its  frame?  Why  did  they  choose  a  lightweight  aluminum/magnesium  composite  to  make  ouri 
inline  six-cylinder  engine  more  powerful  yet  more  fuel-efficient?  Perhaps  it's  because  they  were  determined  to  combind 


BMW  2007 

The  all-new  X5  3.0si 


The  Ultimate 
Driving  Machine' 


Hang  on  to  your  heated  20-way 
powered  Napa  leather  seat. 


Dwer,  performance  and  efficiency  like  no  other  vehicle  in  its  class.  Or  maybe  they  thought  260 
easing  way  to  introduce  your  back  to  our  lustrous  leather  interior.  Regardless,  one  exhilaratinc 
e've  expanded  on  a  great  idea. 


HOPPERS  JAM  THE  COACH  FLAGSHIP  ST(  >RE 
on  Madison  Avenue  in  Manhattan  to  eyeball 
230  stylish  handbags.  Average  price:  $300.  Few 
seem  to  notice  a  nook  set  apart  by  striped  cur- 
tains, a  section  of  great  interest  to  Coach  Chief 
Executive  Lewis  Frankfort.  There,  a  Coach 
courier  bag  costs  $800.  A  $  1 ,300  sweater  coat 
hangs  near  a  pair  of  $700  jeans.  A  charm  necklace,  priced  at 
$250,  rests  on  a  table  atop  a  zebra-skin  rug.  Frankfort  pauses 
during  a  recent  visit  to  admire  a  Coach  satchel  made  from 
python  skin,  and  its  $2,500  price  tag. 

The  higher-priced  items  and  exotic  animal  skins  are 
part  of  Frankfort's  plan  to  burnish  the  Coach  brand  and 
expand  the  market  for  its  bags  and  accessories.  The  new 
offerings  cost  48%  more  on  average  than  earlier  Coach 
products.  They  were  introduced  in  September  to  celebrate 
Coach's  65th  anniversary.  The  upscale  assortment  has  been 
so  successful  it  represented  18%  of  Coach's  revenue  from 
full-price  shops  this  past  October  and  November.  This  year 
Frankfort  intends  to  make  it  a  stand-alone  brand  called 
Legacy  with  its  own  stores.  "The  addressable  market  for 
Coach  is  a  lot  larger  than  we  ever  contemplated,"  Frankfort 
says.  "It's  huge." 

By  offering  more  high-end  bags  and  apparel  while 
Coach  also  accelerates  store  openings  in  less  affluent  cities 
like  Buffalo,  N.Y.,  El  Paso,  Tex.  and  Gainesville,  Fla.,  Frank- 
fort hopes  Coach  can  keep  its  cachet  and  attract  dollars 
available  at  the  upper  end  of  the  luxe  market.  Other  luxury 
companies,  including  Ralph  Lauren  and  BMW,  successfully 
cater  to  multiple  income  tiers. 

Appealing  to  Park  Avenue  ladies  who  lunch,  as  well  as 
sweatsuit-clad  shoppers  in  Jersey  City — and  everyone  in 
between — could  help  the  retailer  maintain  its  breathless 
eight-year-long  growth  streak.  The  company,  with  443 
stores,  has  made  a  fortune  selling  stylish  but  fairly  affordable 
handbags.  Revenue  has  quadrupled  since  the  company  went 
public  seven  years  ago,  when  Coach  bags  were  most  often 
purchased  by  career  women  looking  for  well-made  totes.  In 
the  year  ended  last  July  1,  sales  rose  23%  to  $2.1  billion,  and 
income  before  interest  and  taxes  rose  34%  to  $765  million. 
The  company's  stock  hit  a  high  of  $45  this  month. 

Frankfort,  60,  expects  the  Legacy  assortment,  embla- 
zoned with  Coach's  logo,  to  attract  fashionistas  who  usu- 
ally favor  Louis  Vuitton  and  Prada.  If  you  are  the  kind  of 
person  willing  to  spend  $4,500  for  a  lime-green  ostrich- 
skin  bag,  Coach  is  there  for  you.  It  now  offers  expensive 
accessories,  like  a  $120  iPod  case.  Soon  there  will 
be  perfume,  too.  Coach  quickly  sold  all  eight  of  the 
$10,000  tobacco-color  Ali  Alligator  shoulder  flap  bags  it 


LUXURY  RETAILING 

Trading 


Up 


Coach  has  thrived 
peddling  accessible 
luxury.  Now  it  sells 
handbags  that 

will  give 
mainstream  fans 
sticker  shock. 
By  Allison  Fass 


Premium  push:  the 
$4,500  Legacy  ostrich- 
skin  satchel  (above). 

Coach  Chief  Lewis 
Frankfort  with  some  of 
the  company's  more 
expensive 
offerings  (right). 
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rolled  out  as  part  of  the 
Legacy  collection. 

"It's  amazing  how  many 
people  ask  me  now,  'Can  you 
hook  me  up  with  Legacy?'" 
says  Samuel  Frankfort,  28, 
Frankfort's  son,  a  Wall  Streeter 
who  hobnobs  with  a  posh 
crowd — and  tagged  along  dur- 
ing his  father's  interview. 

The  premium  push  comes 
as  industry  watchers  whisper 
that  Coach  is  saturating  the 
middle  market,  making  its 
logo — and  its  more  moderately 
priced  bags — too  ubiquitous  to 
be  desirable  to  well-heeled  shop- 
pers. Frankfort  wants  to  attract 
more  buyers  like  Ingrid  Deutsch, 
who  favors  Christian  Dior  and 
shuttles  among  homes  in  Manhat- 
tan, East  Hampton  and  Palm 
Beach.  But  she  sniffs  that  Coach  is 
too  "pedestrian"  for  her  taste.  "The 
upper-income  consumer  is  looking 
to  replace  Coach  with  another 
brand,"  says  Marshal  Cohen,  an  ana- 
lyst at  NPD  Group,  retail  consultants 
in  Port  Washington,  N.Y. 

Legacy  isn't  Frankfort's  first  stab  at 
chasing  a  tonier  crowd.  When  Coach 
was  still  part  of  Sara  Lee  in  1993,  Frank- 
fort oversaw  the  acquisition  of  Mark 
Cross.  But  it  cannibalized  customers 
from  Coach  and  distracted  execs,  so 
Frankfort,  who  joined  Coach  in  1979 
when  sales  were  just  $6  million,  discontin- 
ued Mark  Cross  four  years  later.  Coach 
execs  insist  there  is  plenty  of  room  for 
growth — and  that  Coach  can  sell  an  $800 
bag  as  easily  as  a  $50  wristlet  purse. 

"The  broader  we  get,  the  less  issue  we 
have  around  having  a  lot  of  customers  car- 
rying Coach,  because  they  are  all  carrying 
different  Coach  bags,"  says  Reed  Krakoff, 
Coach's  executive  creative  director. 

Adds  Frankfort:  "Frankly,  we're  more 
optimistic  about  our  future  than  we  were  12 
months  ago."  F 


JANUARY  29,  2007       FORBES  49 


SECOND  CHANCES 


Cleared  for  Takeoff 

Losing  her  job  was  the  best  thing  that  happened  to 
Australian  JACKIE  BARNES  |  By  Lucinda  Schmidt 


FIVE  YEARS  AGO  JACKIE  BARNES 
was  earning  $8  an  hour  doing  gar- 
dening jobs  for  her  Melbourne, 
Australia  friends  and  neighbors. 
Shed  lost  her  job  as  the  quality- 
assurance  manager  for  Ansett  Airlines  after 
the  Aussie  carrier's  collapse  in  2001  and 
needed  cash  to  pay  her  mortgage.  But  all 
the  while  she  mulled  launching  something 
on  her  own.  "Id  always  thought  Id  end  up 
in  my  own  business,"  says  Barnes,  38. 

In  early  2002  Barnes  and  former  Ansett 
pilot  Simon  Milford  set  up  Aviation  Compli- 
ance Solutions  (ACS),  which  audits  airlines' 
compliance  with  safety  regulations.  The  Mel- 
bourne outfit  is  one  of  eight  such  companies 
in  the  world  accredited  by  the  Intel  national 
Air  Transport  Association.  Its  clients  include 
Qantas,  Japan  Airlines,  Air  China,  Emirates, 
Air  France,  KLM  and  Air  Canada  Jazz.  ACS 
employs  22  staffers  and  expects  to  gross  15% 
on  revenue  of  $  1 .6  million  for  fiscal  2007,  end- 
ing June  30,  up  from  $900,000  for  a  year  earlier. 

Barnes  earned  a  business  degree  from 
Victoria  University  before  working  as  a  tour 
coordinator  and  safety  auditor.  Milford,  a 
senior  Ansett  captain,  was  writing  training 


manuals,  testing  other  captains  and  auditing. 
When  Ansett  disappeared,  he  gathered  three 
male  colleagues  and  hatched  a  plan  to  start 
their  own  business.  "The  four  of  us  were  at 
my  place  when  Jackie  rang,"  recalls  Milford, 
46,  who  works  as  a  pilot  for  Air  Japan  and  fits 
ACS  audits  around  his  flying  schedule.  Mil- 
ford admits  that  the  four  men  debated 
whether  they  needed  Barnes.  They  decided 
to  let  her  in  because  she  already  had  an  office 
and  they  wanted  someone  with  sales  and 
marketing  experience.  "I  told  her,  'I  make  the 
rules,  and  the  rules  are  you  all  roll  up  at  the 
bank  on  Friday  with  a  check  for  $800,"'  Mil- 
ford says.  On  Friday  Barnes  was  the  only  one 
who  showed  up;  the  others  fled  to  the  safety 
of  salaried  jobs.  Soon  after,  Milford  moved  to 
Japan,  leaving  Barnes  to  cold-call  airlines  and 
mail  out  brochures,  listing  "team  members" 
who  were  in  fact  former  Ansett  colleagues  on 
call  in  case  ACS  scored  a  job. 

In  April  2002,  after  Virgin  Blue  signed 
up  as  ACS'  first  client,  she  called  her  father 
and  erupted  in  tears.  "That's  when  I  really 
thought,  'We  can  do  it,'"  says  Barnes,  who'd 
barely  managed  to  pay  for  her  flight  to  Vir- 
gin Blue's  Brisbane  office.  She  faced  another 


cash  crisis  weeks  later  when  the  first  $3,400 
payroll  for  her  three  staff  members  was  due 
and  an  $  1 1 ,000  bank  overdraft  had  not 
yet  been  approved.  Her  dad  kicked  in  $700, 
and  her  understanding  bank  manager 
agreed  to  a  $2,700  advance  after  she  phoned 
him  from  her  car — parked  outside  the 
bank — and  begged. 

ACS  could  have  ticked  along  nicely  as  a 
boutique  consulting  firm,  but  Barnes  and  Mil 
ford  had  bigger  ambitions.  When  they  heard 
that  IATA  would  mandate  biannual  opera- 
tional safety  audits  for  its  275  members,  they 
poured  all  of  their  company's  money  into 
completing  the  grueling  accreditation  proce- 
dure, finally  getting  the  nod  in  late  2003. 

Now  close  to  70%  of  ACS'  business 
comes  from  IATA  audits  of  international  air- 
lines. Each  job  takes  a  week  at  the  airline,  with 
a  group  of  five  poring  over  operations  details, 
from  the  cargo  hold  to  the  cabin,  followed  by 
a  fix- it  report.  The  standout  market  has  been 
China.  Milford  was  horrified  by  the  first  audit 
he  did  there,  when  he  warned  an  airline — 
which  he  declines  to  name — that  unless  it  im- 
proved procedures  it  might  lose  a  plane.  Two 
weeks  later  one  of  its  jets,  a  Bombardier  CRJ- 
200,  crashed,  killing  55  people.  "From  that 
moment  on  we  got  almost  every  contract  in 
China,"  he  says.  India,  too,  is  a  growing  source 
of  work  as  the  government  deregulates  the  in- 
dustry and  new  airlines  start  up. 

Barnes  says  that  as  a  woman  she  expected 
it  would  be  tough  to  line  up  clients  in  Asia. 
But  her  title,  managing  director/president, 
opens  doors.  Milford  is  happy  to  leave  the  day- 
to-day  management  and  marketing  to  Barnes: 
"She's  very  good  at  it,  and  I'm  very  bad  at  it 
It's  the  technical  side  I'm  passionate  about." 

They  both  need  to  keep  scrambling.  Of 
the  companies  accredited  by  IATA,  ACS  is  third 
in  sales,  behind  divisions  of  giants  Lufthansa 
and  United.  "They've  tried  to  wipe  us  oft  the 
map,"  says  Milford.  To  diversify  its  business 
ACS  has  branched  into  training,  borrowing 
$39,000  recently  to  buy  a  New  Zealand  avi- 
ation consultancy.  Milford  has  his  eye  on 
2008,  when  new  global  rules  will  make  an 
English  test  compulsory  for  all  commercial 
pilots.  ACS  is  developing  a  training  prograrr 
to  meet  the  expected  demand. 

A  good  idea,  no  doubt.  But  given  the 
explosive  growth  of  Asian  economies — anc 
chronic  safety  challenges — there's  enough 
business  to  go  round  for  some  time. 
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ur  future  client  in  Des  Moines  is  closer  than  you  think. 


u  can  always  rely  on  FedEx  Ground  to  reach  your  customers.  FedEx  Ground  offers 
st-effective,  reliable  delivery  in  as  fast  as  1  to  5  business  days  in  the  contiguous  U.S., 
ving  you  time  and  money.  And  whatever  your  shipping  needs  are,  FedEx  has  a 
ution  that  lets  you  focus  on  the  things  that  really  matter — like  growing  your  business, 
more  information,  go  to  fedex.com.  Relax,  it's  FedExf 
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Networks  

A  NEW  SERIES  ON  HOW  COMMUNICATION  AND  COMMUNITIES  ARE  SHAPING  US 


Car  Talk 

Cadillacs,  Camrys  and  Accords  will  soon  be  chatting 
on  the  causeway.  Will  this  keep  them  from  crashing 
into  one  another?  |  By  Jonathan  Fahey 


ON  A  GENERAL  MOTORS  TEST  TRACK  IN 
Warren,  Mich,  an  engineer  sitting  in  the 
passenger  seat  of  a  black  Cadillac  CTS 
gives  a  reporter  the  following  instruc- 
tions: Step  on  the  gas  and  drive  30mph 
toward  another  CTS  parked  in  the  same 


lane.  Don't  touch  the  brakes. 

Two  car  lengths  before  a  nasty  collision, 
and  just  before  panic  sets  in,  the  two  Cad- 
dies start  talking  to  each  other,  sharing  sta- 
tus reports  over  tiny  radio  chips  in  their 
trunks.  The  moving  CTS  realizes  it  has  to 


brake,  and  does  so  all  by  itself. 

These  cars  are  test  vehicles  in  General 
Motors'  effort  to  develop  vehicle-to- vehi- 
cle communications  systems.  Other 
automakers  are  developing  similar  sys- 
tems in  the  hope  that,  starting  five  years 
from  now,  roads  and  highways  will  be 
information-rich  networks,  with  car' 
knowing  what  other  cars  are  doing  anc 
responding  intelligently.  "It  opens  up 
whole  new  world  for  automotive  safety," 
says  GM's  advanced-technology  chief 
Larry  D.  Burns.  "A  road  where  car) 
wouldn't  potentially  crash  at  all." 

For  $200  per  vehicle — the  cost  of  a  Wi 
Fi  router,  a  microprocessor  and  a  global  po 


Every  day,  you  face  lots  of 
technology  challenges. 

(Good  thing  we  have  lots  of  technology  specialists  to  help.) 

No  matter  what  the  technology  situation,  CDW  knows  getting  the  right  information  is  essential. 
That's  why  we  have  a  team  of  technology  specialists  ready  to  help.  They'll  solve  problems  and  create 
solutions.  So  the  next  time  you  need  technology  answers,  turn  to  the  specialists  at  CDW. 


For  Every  Area,  A  Specialist 

When  you're  faced  with  a  technology  challenge,  help  is  just  a  phone  call  away.  We  give 
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Certified,  Trained  and  Trained  Some  More 

It  starts  with  weeks  of  product  and  industry  training,  and  continues  with  ongoing 
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Networks   

sitioning  system  chip— cars  will  be  able  to 
continually  share  data  about  their  location, 
speed,  angle  of  steering  wheel,  acceleration 
or  deceleration  rate,  even  whether  the  air 
bags  have  gone  off  or  the  windshield 
wipers  are  on.  With  help  from  signals  from 
roadside  markers  and  traffic  lights,  in-car 
computers  will  be  able  to  determine  if  a  car 
should  slam  on  the  brakes,  alert  the  driver 
to  a  passing  vehicle  in  the  blind  spot  or  slow 
for  a  red  light  up  ahead  that  another  driver 
isn't  heeding. 

"No  longer  are  we  only  reacting  to 
what  has  already  happened.  We  are 
anticipating,"  says  Kenneth  Laberteaux, 
a  Toyota  researcher  developing  such 
technology  at  the  company's  Ann  Arbor, 
Mich,  technical  center. 

The  automakers  still  have  a  mountain 
of  issues  to  sort  out,  including  how  to  rank 
incoming  signals  by  importance,  how  to 
minimize  false  alarms  and  how  to  make  the 
networks  secure.  Automakers  don't  want  a 
roadside  hoodlum  to  be  able  to  bring  traf- 
fic to  a  halt  with  a  push  of  a  button. 

GM,  Toyota  and  others  are  toying  with 
ideas  such  as  cockpit-style  displays  that 
show  icons  of  cars  that  pose  a  threat;  audi- 
ble signals;  and  vibrating  seats  and  steer- 
ing wheels.  When  a  wired  car  is  in  the 
blind  spot  of  one  of  GM  s  test  Cadillacs,  an 
icon  of  a  car  lights  up  in  the  side  mirror.  If 
the  driver  puts  on  the  turn  signal  anyway, 
the  seat  vibrates. 

The  hard  part  for  now  is  designing  the 
software  that  will  process  the  kind  of  data 
volume  that  a  congested  interstate  inter- 
change could  produce.  GM  has  had  five 
software  engineers  working  for  about  two 
years  to  write  the  controlling  software, 
now  up  to  4,000  lines  of  instructions. 

At  first  the  networks  will  be  about  as 
useful  as  the  first  few  e-mail  accounts 
were.  But  even  with  networking  features 
installed  in  7%  of  the  241  million  cars  on 
the  road,  manufacturers  say  there  will  be 
big  safety  improvements.  "To  some  peo- 
ple, driving  is  the  distraction:  They  want 
to  comb  their  hair,  they  want  to  drink 
their  coffee,  they  want  to  talk  on  their  cell 
phones,"  says  GM  s  Burns. 

Drivers  would  be  able  to  choose  their 
level  of  protection,  and  carmakers  could 
compete  on  which  models  networking  fea- 


ONBOARD  HELP 

Sensors  from  the  red  light  and 
inside  the  gray  sedan  tell  its  driver 
that  it  and  the  Hummer  are  soon  to 
be  in  the  intersection  at  the  same 
time — and  to  brake  immediately. 


tures  are  the  most  elaborate,  just  as  they  do 
now  on  the  number  of  air  bags  or  naviga- 
tion system  features. 

The  auto  companies  are  meeting 
weekly  to  develop  standards.  Systems 
being  tested  now  have  a  range  of  750  feet 
and  share  data  packets  140  bytes  long  (the 
equivalent  of  a  few  typed  sentences)  every 
tenth  of  a  second.  Car  computers  keep  a 
record  of  the  activities  of  all  surrounding 
cars  so  they  can  quickly  discard  informa- 
tion about  a  car  moving  quickly  in  the 
opposite  direction  but  track  a  car  moving 
in  the  same  direction  around  a  corner  and 
determine  if  it  will  soon  be  in  the  same 
lane  as  your  own.  Carmakers  are  also 
working  with  the  U.S.  Department  of 
Transportation,  which  is  testing  applica- 
tions through  which  vehicles  would  com- 
municate with  signals  and  road  signs. 

The  first  networks  will  work  among 
cars  in  close  proximity,  but  automakers 
hope  eventually  to  enable  critical  signals 
to  bounce  rapidly  down  the  highway  from 
car  to  car  to  car,  so-called  multihop  mes- 
saging. That  way  vehicles  a  mile  back 
from  an  accident  would  know  immedi- 
ately of  trouble  ahead. 

All  this  networking  was  made  possible 
by  a  1999  grant  from  Congress  to  the  auto 
industry  of  75  megahertz  of  radio  spec- 
trum for  safety  use.  State  and  federal  trans- 
portation departments  also  would  like  to 
use  the  systems  to  gather  information  from 


the  highways.  If  90%  of  cars  on  one  stretch 
of  highway  have  their  wipers  on  full  blast, 
they  could  know  it's  raining  heavily.  That 
could  make  traffic  reports,  now  gathered 
haphazardly  by  AM  radio  stations,  far  more 
precise. 

But  carmakers  got  an  incalculable 
bonanza;  they  have  much  more  spectrum 
than  they  need  for  safety  alerts.  Some  are 
eager  to  use  this  spectrum  for  commerce 
or  entertainment.  Drivers  could  order 
and  pay  in  the  McDonalds  drive-through 
lane  or  synch  a  car's  music  system  with  z 
home  computer.  Shell  could  beam  a  free 
cartoon  to  the  kids'  video  players  for  driv- 
ers who  spend  $20  on  gas.  Service  stations 
could  remotely  diagnose  mechanica! 
problems. 

The  catch  is  that  the  authorities 
would  also  know  if  a  driver  were  doin§ 
90mph — the  car  would  be  broadcasting 
that  information.  The  car  companies 
promise  that  they  are  building  anonymit) 
into  the  system,  but  they  also  acknowl- 
edge that  a  court  would  likely  force  their 
to  reveal  data.  There  are  endless  lega 
questions:  Can  a  police  department  ge1 
sued  for  not  stopping  a  speeding  driver  i 
knew  about  who  later  killed  someone? 

The  questions  will  eventually  ge 
answered.  These  networks  are  too  cheap 
and  useful  not  to  become  mandatory.  Wil 
accident-free  roads  follow?  Keep  your  sea 
belt  on.  F 
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SOME  PEOPLE  THINK 
ALL  INSURANCE  IS  THE  SAME. 

They  buy  the  least  expensive  they  can  find. 

And  then  they  have  an  insurance  claim. 

That's  when  they  learn  —  the  hard  way  — 

that  not  all  insurance  companies  treat  you  the  same. 

If  being  treated  fairly  and  paid  quickly  are  important  to  you 
when  you  or  your  business  has  a  loss,  you  want  Chubb. 

When  you  insure  with  Chubb,  you're  buying  real  insurance. 

So,  insure  with  the  best.  Insure  with  Chubb. 

To  learn  more,  go  to  chubb.com. 

Relax.  You're  insured  with  Chubb.SM 

<  COMMERCIAL  INSURANCE    <  SPECIALTY  INSURANCE    <  PERSONAL  INSURANCE 


CHUBB 


Chubb  refers  to  the  insurers  of  the  .Chubb  Group  of  Insurance  Companies.  Actual  coverage  is  subject  to  the  language  of  the  policies  as -issued. 
Chubb,  Box  1615.  Warren.  NJ  07061-1615.  ©  2005  Chubb  &  Son.  a  division  of  Federal  Insurance  Company. 
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Goldman  Sachs  has  emerged  from  the  market  bust  as 
a  trading  colossus.  New  Chief  LLOYD  BLANKFEIN 
must  fuel  growth — and  avoid  an  unforeseeable  blowup. 

By  Neil  Weinberg 


N 

I  ^Bo  wonder  this  nebbishy  Master  of  the 
Universe  is  smiling:  Lloyd  Blankfein,  52,  has  spent  seven  months  now  as  chief  execu- 
tive of  Goldman  Sachs  Group,  the  richest,  shrewdest  and  most  powerful  investment 
bank  in  the  world.  He  just  earned  $53  million.  The  firm  hit  $9.5  billion  in  net  income 
in  2006 — even  as  it  paid  out  an  astonishing  $16.5  billion  in  compensation  to  the  faith- 
ful, most  of  it  in  year-end  bonuses.  Blankfein,  in  charge  since  predecessor  Henry  Paul- 
son quit  in  June  to  become  Secretary  of  the  Treasury,  inherited  growth  that  would  make 
an  Internet  venture  squeal  with  delight. 


56      FORBES  JANL 


9,  2007 


Goldman  Sachs 


Goldman's  earnings  set  an  alltime  high 
for  investment  banks  in  2005— then  grew 
76%  last  year  to  set  a  new  record.  In  2006 
revenue  rose  50%  to  $38  billion  (net  of  in- 
terest cost).  Its  dealmakers  handled  an  in- 
dustry-high $1.1  trillion  in  mergers  and  ac- 
quisitions; its  wealth  managers  raked  in  $94 
billion  in  new  customer  money.  Its  stock 
climbed  55%  to  hover  near  $200. 

Yet  Blankfein  can't  sleep  some  nights, 
fretful  over  what  could  go  wrong  "when  the 
unforeseeable  happens,"  he  says.  "What 
keeps  me  up  nights  is  how  changes  in  sen- 
timent because  of  unforeseen  events  could 
unravel  years  of  wealth  creation."  He  adds: 
"How  much  wealth  would  leave  how 
quickly?  And  what  would  be  the  knockoff 
effects?  I  worry  about  scenarios  like  that." 

Fun  guy.  But  you  might  worry,  too. 
Goldman  Sachs,  to  fuel  prodigious  profit 
growth  and  keep  shareholders  as  giddy 
as  its  own  bonus-hungry  bankers,  is 
more  dependent  than  ever  before  on 
income  from  trading,  a  volatile,  random 
and  risky  business.  That  means  it  could 
be  more  vulnerable  in  a  worldwide  mar- 
ket meltdown.  Goldman  is,  in  effect,  a 
giant  hedge  fund  with  some  consulting 
services  attached.  Hedge  funds  some- 
times get  into  trouble,  even  when  they 
are  run  by  geniuses.  Long-Term  Capital 
Management  was  run  by  geniuses. 

This  is  why  Goldman,  for  all  its  power 
and  potent  performance,  is  valued  by  a  skit- 
tish Wall  Street  at  significantly  less,  pound 
for  pound,  than  two  giants  it  outperforms: 
Merrill  Lynch  and  Morgan  Stanley.  Gold- 
man trades  at  ten  times  expected  2007  earn- 
ings; Merrill  is  valued  40%  higher,  Morgan 
20%  higher.  Yet  Goldman's  profit  per  em- 
ployee, number  one  on  Wall  Street  at 
$360,000,  is  two  to  three  times  that  of  Mer- 
rill or  Morgan. 

Blankfein  should  take  this  dismissive 
P/E  ratio  personally.  A  Goldman  lifer  since 
1981,  he  took  charge  of  much  of  the  firm's 
trading  operation  in  the  late  1990s  and 
helped  make  it  the  centerpiece  of  Gold- 
man Sachs.  Since  Goldman  went  public 
in  1999,  trading  revenue  has  risen  four- 
fold to  $25  billion;  it  grew  50%  last  year. 
Trading  now  provides  68%  of  the  firm's 
revenue  (and  a  like  portion  of  profits),  up 
from  43%  in  1999.  Asset  management 
provides  17%.  The  smallest  slice,  15%, 


comes  from  Goldman's  birthright,  invest- 
ment banking. 

Thus  Blankfein  and  two  lieutenants, 
both  of  them  well-versed  in  the  brash  world 
of  traders,  now  run  a  high -tech -infused 
high  roller— one  that  is  trapped  inside  a 
138-year-old  .firm  whose  refined,  white- 

Wheel  of  Fortune 

Goldman  Sachs  has  gotten  bigger 
mostly  by  trading  more.  But  investors 
skittish  about  the  risks  value  it  at  a 
discount  to  peers. 


2006 

Net  revenues:  $37.7  bil 
Employees:  26,467 


1999 

Net  revenues:  $13.3  bil 
Employees:  15,361 


Trading  & 

principal 

investments 


Sources.  2006  earnings  statement;  1999  annual  report. 

shoe  gentlemen  bankers  of  yore  took  pub- 
lic some  of  Americas  lasting  corporate 
icons  (Sears,  Roebuck  &  Co.  in  1906,  Ford 
Motor  in  1956).  Some  of  its  old-world  gen- 
tility remains:  Goldman  agreed  to  talk  for 
this  story  only  reluctandy,  wary  of  looking 
like  a  braggart. 

But  Blankfein  says  Goldman  needs  all 
three  businesses  to  fuel  its  future.  (For  more 
of  his  views,  see  the  Q&A  at  Forbes.com.) 
The  firm  has  meshed  these  parts— trading, 
asset  management,  investment  banking — 
to  form  a  perpetual  money  machine.  Gold- 
man aims  to  serve  as  an  adviser,  trader,  asset 
manager  and  investor,  preferably  all  in  the 
same  deal. 


The  investment  bankers  who  help  cor- 
porations raise  capital  form  the  "front  end 
of  the  house,"  Blankfein  says.  This  is  where 
corporate  clients  first  encounter  Goldman. 
The  trading  arm  can  make  money  for  these 
clients — and  for  Goldman's  own  account. 
Asset  management  can  put  investors'  cash 
into  the  deals  and  stocks  of  the  companies 
advised  by  Goldman's  investment  bankers — 
and  woo  new  customers  among  the  newly 
rich  execs  at  the  client  companies  that  Gold- 
man has  taken  public  or  sold  in  the  M&A 
market.  Goldman's  star  players,  mean- 
while, invest  their  own  personal  wealth  right 
alongside  all  these  other  bets. 

"It's  called  leverage  inside  Goldman," 
says  Nomi  Prins,  a  managing  director  who 
left  the  firm  in  2002.  "It  might  help  set  up 
a  fund,  be  banker  to  the  fund  and  then  turn 
the  chief  into  a  private  client.  Connecting 
business  is  Goldman's  business  plan." 

The  firm  began  dabbling  in  this  ap- 
proach at  the  start  of  the  decade  and  now 
aims  to  apply  it  to  almost  any  deal  it  can. 
Inevitably,  this  sparks  complaints  that 
Goldman  holds  too  much  power — and  is 
too  quick  to  wield  it.  "I  don't  know  anyone 
who  does  business  with  Goldman  who 
doesn't  curse  them  regularly,"  says  Richard 
Bove,  an  analyst  at  Punk,  Ziegel  &  Co.  "But 
they  always  go  back." 

In  the  sizzling  leveraged  buyout  busi- 
ness, Goldman  is  both  an  investor  and  an 
adviser — often  at  the  same  time,  in  the  same 
transaction.  In  hedge  funds  Goldman  man- 
ages $2 1  billion  in  client  money,  making  it 
the  biggest  player  on  the  planet;  this  sum 
does  not  count  the  assets  it  puts  into  its  own 
trading. 

Yet  Goldman  also  handles  "back  office" 
bookkeeping  for  hundreds  of  outside  hedge 
funds,  with  $138  billion  in  combined  assets. 
And  it  reigns  as  a  leading  "prime  broker," 
handling  trades  for  these  funds  and  for  it- 
self. A  corporate  Web  page  promoting 
prime  brokerage  nudges  visitors  to  click  to 
a  page  on  private  wealth  management, 
should  anyone  want  to  sign  on;  it  says  43% 
of  the  Forbes  400  list  of  richest  Americans 
are  clients. 

Risky?  Quite  apart  from  the  risk  that 
some  crisis  in  a  currency  or  stock  or  credit 
swap  market  could  cause  a  meltdown  on 
Wall  Street,  there  is  the  risk  that  the  pub- 
lic could  turn  against  securities  firms,  es- 
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PRIVATE  PROFIT  TO  PUBLIC  SERVICE...  AND  BEYOND 

Goldman  grads  populate  the  uppermost  reaches  of  government  and  business 


JOSHUA  BOLTEN:  White  House  Chief  of  Staff 

JON  CORZINE:  Governor  of  New  Jersey,  former  U.S.  senator  from 
New  Jersey 

JIM  CRAMER:  Founder  of  TheStreet.com  and  Smartmoney.com, 
bestselling  author  and  host  of  "Mad  Money"  on  CNBC 

MARIO  DRAGHI:  Governor  of  Banca  d'ltalia 

STEPHEN  FRIEDMAN:  Chairman  of  the  President's  Foreign  Intelligence 
Advisory  Board,  chairman  of  the  National  Economic  Council 

(2002-05) 


EDWARD  LAMPERT:  Founder  of  ESL  Investments  and  chairman  of 
Sears  Holding  Corp. 

HENRY  M.  PAULSON:  Secretary  of  the  Treasury 

ROBERT  RUBIN:  Secretary  of  the  Treasury  (1995-99),  chairman  of  the 
National  Economic  Council  (1993-95) 

JOHN  C.  WHITEHEAD:  Chairman  of  the  Lower  Manhattan  Develop- 
ment Corp.  (2001-2006),  chairman  of  the  Federal  Reserve  Bank  of 
New  York  (1996-99),  Deputy  Secretary  of  State  (1985-89) 


pecially  those  that  so  visibly  wear  multiple 
hats.  Suppose  a  crack  in  the  market  jolts  a 
few  million  investors.  Might  some  ambitious 
politician  or  a  pack  of  plaintiff  attorneys  go 
after  financial  institutions?  Then  what  had 
been  seen  as  seamless  synergy  could  look 
more  like  seamy  self-dealing.  Contemplate 
the  fall  from  grace  of  superstar  analyst  Jack 
Grubman  of  Salomon  Smith  Barney  or  the 
rise  of  just-elected  New  York  Gove; 
Spitzer. 

Goldman  boasts  that  managing  con- 
flicts of  interest  is  one  of  its  skills,  but 


some  backlash  has  erupted.  In  London 
last  spring  BAA  Pic,  an  airport  operator, 
got  an  unwanted  takeover  offer,  and 
Goldman  approached,  offering  to  help 
fight  off  the  bid.  BAA  spurned  Goldman's 
services— so  Goldman  then  made  a  bid 
itself.  Ultimately  the  original  bidder  pre- 
empted Goldman  by  buying  up  $1.9  bil- 
lion in  BAA  stock  on  the  open  market. 
Goldman  lost  out— and  got  slammed  in 
the  Fleet  Street  press. 

In  the  U.S.  an  investor  lawsuit  pend- 
ing in  a  state  court  in  Houston,  Tex. 


argues  that  Goldman,  in  advising 
pipeline  operator  Kinder  Morgan  in  a 
going-private  buyout  last  year,  short- 
changed public  shareholders.  In  the  $22 
billion  deal,  the  largest  management  buy- 
out ever,  Goldman's  investment  bankers 
were  the  sole  advisers  to  the  buyers — 
who  included  the  Goldman  Sachs  Capital 
Partners  private  equity  investing  pool, 
and  a  second  Goldman  entity;  the  debt 
financing  was  provided  by  still  another 
Goldman  unit,  Goldman  Sachs  Credit 
Partners.  Goldman  denies  any  wrongdo- 
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Goldman  Sachs 


ing— and  clearly  takes  pride  in  the  deal. 

Blankfein  is  utterly  undaunted  by  any 
of  the  conflict-of-interest  criticisms.  He 
hopes  to  extend  the  firms  cozy  ways  to  some 
of  the  hottest  new  markets  in  the  world,  the 
BRIC  countries  (Brazil,  Russia,  India  and 
China);  and  to  midsize  companies  to  which 
Goldman  can  cross-sell  its  services;  and  to 
governments  looking  to  privatize  highways 
and  airports.  His  job,  he  explains  rather  ge- 
nially, "isn't  to  get  people  to  run  faster  and 
jump  higher.  It's  to  get  people  to  seize  new 
opportunities  in  today's  world." 

Lloyd  Blankfein  ended  up  in  the 
chairman's  suite  at  Goldman  after 
sneaking  into  the  firm  through  a 
back  door.  Bronx-born  and  Brooklyn- 
bred,  he  grew  up  in  a  federal  housing 
project  in  the  blue-collar  East  New  York 
neighborhood  and  still  betrays  a  Brook- 
lyn accent.  In  high  school  he  earned 
money  selling  sodas  during  baseball 


games  at  Yankee  Stadium.  At  age  16  he 
made  it  to  Harvard  on  financial  aid  and  a 
scholarship. 

"We  always  felt  like  we  grew  up  on  the 
other  side  of  the  tracks,"  says  an  old  chum, 
Howard  Schultz,  who  has  known  Blankfein 
since  high  school.  "It  gave  us  an  inner  drive 
to  want  to  overachieve."  Today  Schultz  is  the 
billionaire  chairman  of  Starbucks  Coffee, 
and  both  the  coffee  chain  and  Schultz  him- 
self are  Goldman  clients. 

Blankfein  graduated  with  a  Harvard 
law  degree  in  1978,  spent  three  years  at  a 
big  law  firm  and  applied  for  a  job  at 
Goldman  Sachs — and  was  summarily 
rejected.  (He  also  got  turned  down  by  the 
former  Dean  Witter  and  by  Morgan  Stan- 
ley.) So  in  1981  he  joined  a  small  com- 
modities-trading outfit,  J.  Aron.  A  few 
months  later  J.  Aron  got  bought  by  Gold- 
man— and  Blankfein  was 


J.  Aron  brought  new  blood  and  trad- 
ing savvy  to  Goldman,  and  the  young 
lawyer  spent  the  next  13  years  in  sales. 
By  1994  Blankfein  was  cohead  of  trading 
in  currencies  and  commodities,  oversee- 
ing everything  from  coffee  and  grain 
futures  to  precious  metals  and  energy.  In 
1997  Blankfein  landed  the  job  that  would 
clinch  his  career:  He  was  tapped  to  run  a 
trading  unit  called  Fixed  Income,  Cur- 
rencies &  Commodities. 

"That  was  the  inflection  point  when  we 
saw  a  unique  advantage  in  stacking  the 
house  with  quants,  analysts  and  salespeo- 
ple and  piled  it  on,"  says  one  longtime  Gold- 
man partner,  now  retired.  The  firm  keeps 
secret  the  details  on  who,  how  many  and 
what  kind  of  brainiacs  were  brought  in. 

A  year  later  Blankfein  watched,  up  close, 
the  unfolding  of  one  of  those  unforeseen 
events  he  ponders  on  sleepless  nights:  the 
August  1998  collapse  of  hedge  fund  Long- 
Term  Capital  Management.  LTCM  had  used 


its  $4  billion  of  equity  to  place  $125  billion 
in  bets  on  government  bonds  and  take 
$1.25  trillion  in  positions  in  interest  rate 
derivatives.  When  Russia  defaulted  on  gov- 
ernment bonds  and  panic  spread  through 
Asia's  markets,  the  steeply  leveraged  edifice 
collapsed,  ultimately  requiring  a  $3.6  billion 
bailout  funded  by  Wall  Street  giants. 

A  year  later,  in  1999,  Goldman  did  its 
own  initial  public  offering,  despite  fears  the 
change  would  unravel  its  chummy  partner- 
ship spirit.  And  Goldman,  pushing  for  a 
tech  edge,  bought  Hull  Group,  a  Chicago 
outfit  that  was  an  early  user  of  trading  al- 
gorithms to  electronically  search  out  the  best 
prices  across  multiple  markets. 

Blankfein's  bond-currency-commodity 
operation  soon  was  providing  more  than 
half  of  Goldman's  booming  trading  revenue. 
His  profile  rose  with  it,  and  he  came  to  be 
seen,  in  some  eyes,  as  more  Woody  Allen 


than  Gordon  Gekko — a  genial,  funny,  reg- 
ular guy  whose  self-deprecating  style 
masked  a  sharp  intensity  and  a  knack  for 
nasty  infighting  when  necessary. 

By  2002  Blankfein  had  risen  to  vice 
chairman  and  had  expanded  his  turf  to  also 
oversee  equities  trading.  The  world's  stock 
markets  were  in  a  prolonged  slump,  but 
Goldman  invested  in  new  growth  and  more 
trading  technology.  It  also  pushed  into  asset 
management,  despite  investor  qualms. 

In  2000  Goldman  had  paid  $6.5  billion 
in  cash  and  stock  for  Spear,  Leeds  &  Kel- 
logg, a  marketmaker  at  the  New  York  Stock 
Exchange — just  as  trading  volumes  on  the 
Big  Board  were  collapsing  along  with  stock 
prices.  But  Spear  held  a  hidden  gem:  It  had 
built  a  computerized  trading  platform 
known  as  RediPlus,  and  Goldman  built  this 
into  the  centerpiece  of  its  electronic  trad- 
ing business. 

These  days  Goldman's  trading  arm  is  the 
technology  and  volume  leader  at  the  New 
York  Stock  Exchange,  where  it  executes  70% 
of  the  transactions  electronically,  versus  less 
than  half  of  trading  for  its  rivals.  That  edge 
let  Goldman's  equities  division  chop  half  of 
its  workforce,  cutting  2,700  jobs;  yet  the 
group's  revenue  has  almost  tripled  in  five 
years  to  $8.5  billion. 

"There  was  a  lot  of  pain  in  reducing 
head  count  50%,  but  we  were  quick  to  see 
the  shift  coming  and  couldn't  abdicate  our 
leadership,"  says  Duncan  Niederauer,  a 
Goldman  managing  director  in  equities. 

Goldman  also  used  the  global  slump 
to  expand  abroad,  especially  in  Asia,  going 
on  a  shopping  spree  for  distressed  assets. 
In  2003  the  firm  paid  $1.3  billion  for  con- 
vertible preferred  stock  in  then  troubled 
Sumitomo  Mitsui  Financial  Group;  that 
investment  now  is  worth  $4.9  billion. 

The  markets'  rebound,  fueled  by  the 
boom  in  leveraged  buyouts  and  hedge 
funds,  has  given  Goldman  new  opportuni- 
ties to  wear  myriad  hats  in  the  same  deal. 
Its  private  equity  operation  is  so  well-inte- 
grated with  the  rest  of  Goldman  that,  last 
year,  Goldman's  investment  bankers  earned 
$105  million  in  fees  from  Goldman's  pri- 
vate equity  buyouts,  Dealogic  says. 

For  one  client,  KarstadtQuelle,  a  trou- 
bled German  retailer,  Goldman  set  up  a 
joint  venture  with  174  properties.  The 
client  retained  49%  and  Whitehall  Group, 


"We  always  felt  like  we  grew  up 
on  the  other  side  of  the  tracks.  It 
gave  us  an  inner  drive  to  want 
to  overachieve." 
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While  you're  considering  how  to  invest  your  IRA  this  year,  ask  yourself  the  important 
questions  about  your  mutual  fund  firm.  When  you  dig  deeper  into  your  IRA  investment 
options,  it's  easy  to  understand  why  more  and  more  investors  are  switching  to  T.  Rowe  Pri 


Does  your  mutual  fund  firm  offer 
low  costs,  plus  active  management? 

At  T.  Rowe  Price,  we  actively  manage  our  funds, 
with  a  team  of  analysts  and  one  of  the  most  respected 
hands-on  research  departments  in  the  industry.  And 
with  no  loads  or  sales  charges,  and  low  expenses, 
your  retirement  savings  go  even  further. 

Does  your  mutual  fund  manager  have 
the  experience  your  IRA  needs? 

We  believe  that  experienced  fund  managers  give  our 
investors  the  best  chance  for  meeting  their  long-term 
retirement  savings  goals.  AtT.  Rowe  Price,  our  fund 
managers  average  13  years'  tenure  and  have  proven 
track  records  in  a  variety  of  market  conditions. 

Does  your  fund's  management  team 
intelligently  balance  risk  and  reward? 

AtT.  Rowe  Price,  we  believe  IRA  investments  should 
seek  to  maximize  returns  without  adding  excessive 
risk  to  your  portfolio.  T.  Rowe  Price  fund  managers 
are  dedicated  to  carefully  balancing  risk  and  reward 
and  to  digging  deeper,  in  an  attempt  to  find  the  best 
long-term  investments  in  the  best  companies. 


Does  your  mutual  fund  company 
provide  all  the  support  you  need? 


Call  our  Investment  Guidance  Specialists 
or  visit  our  Web  site  for  more  information. 


AtT.  Rowe  Price,  we  have  a  variety  of  on  line  tools 
to  help  you  with  this  year's  IRA  contribution. 
You  can  also  call  our  Investment  Guidance 
Specialists  with  any  questions  you  might  have. 
They  aren't  paid  a  commission,  so  their  only 
job  is  to  help  you  find  the  best  funds  for  your 
retirement  savings  goals. 


We  offer  a  wide  range  of  IRA 
tools  and  solutions: 
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•  T.  Rowe  Price  Retirement  Funds 
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•  Investment  Guidance  Specialists 


ira.troweprice.com 


1.877.556.5684 


T.RoweRice 


INVEST  WITH  CONFIDENCE 


The  more  you  ciskj 
the  more  we're  different. 


Act  by  April  16  for  your  2006  contribution. 

Request  a  prospectus  or  a  briefer  profile;  each  includes  investment  objectives,  risks,  fees,  expenses,  and 
other  information  that  you  should  read  and  consider  carefully  before  investing. 
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Goldman  Sachs 


Goldman's  real  estate  arm,  51%.  Then 
KarstadtQuelle  landed  a  $4.8  billion  cash 
infusion  via  debt  and  equity  financing— all 
of  it  done  by  Goldman. 

Goldman  played  a  similar  multicharac- 
ter role  in  2005  when  the  New  York  Stock 
Exchange  bought  Archipelago  Holdings. 
Goldman's  chief  at  the  time,  Hank  Paulson, 
had  helped  oust  NYSE  chief  Richard  Grasso, 
who  ultimately  was  succeeded  by  Paulsons 
former  number  two  at  Goldman,  John 
Thain.  The  firm,  which  owned  stakes  in 
both  the  NYSE  and  Archipelago,  then  sug- 
gested they  merge  and  served  as  adviser  on 
the  deal— to  both  sides.  Now  the  NYSE  it- 
self has  gone  public,  and  Thain  is  replac- 
ing its  antiquated  floor-trader  model  with 
the  electronic  wave  he  pushed  at  Goldman. 
Goldman  is  at  once  one  of  the  NYSE's  largest 
clients,  its  second-largest  market  maker  and 
a  shareholder,  with  a  4.6%  stake. 

For  the  next  round  of  growth,  Blank- 
fein  looks  abroad,  where  Goldman  already 


generates  45%  of  its  revenue.  Electronic 
trading  isn't  as  far  along  in  Europe  and  Asia. 
In  China  Goldman  is  the  only  foreign  firm 
licensed  to  underwrite  domestic  offerings. 
As  part  of  its  "long-term  greedy"  mantra, 
Goldman  forged  ties  at  the  highest  levels  as 
ex-chairman  Paulson  made  dozens  of  vis- 
its to  the  country. 

In  the  past  few  years  Goldman  has  led 
several  of  China's  biggest  privatizations,  in- 
cluding those  of  China  Mobile  Communi- 
cations, PetroChina  and  Bank  of  China.  Last 
April  Goldman  paid  $2.6  billion  for  a  6% 
stake  in  Industrial  &  Commercial  Bank  of 
China,  using  capital  from  both  Goldman 
itself  and  from  its  wealth -management 
clients. 

Then,  in  October,  the  firm's  invest- 
ment bankers  took  the  government- 
owned  bank  public  on  the  Shanghai  and 
Hong  Kong  exchanges  raising  $22  bil- 


lion in  the  largest  initial  offering  ever 
and  pocketing  a  fortune  in  fees;  it  helped 
the  bank  with  everything  from  wealth- 
management  products  to  ways  to  manage 
risk.  Goldman  trains  ICBC's  employees 
alongside  its  own.  And  ICBC's  board  got 
a  new  member:  John  Thornton,  who 
retired  as  Goldman's  co-president  in 
2003  to  teach  at  Tsinghua  University  in 
Beijing. 

As  for  the  6%  ICBC  stake,  it  would 
now  be  worth  five  times  as  much.  A  slice 
of  the  shares  have  been  sold. 

In  Japan,  where  Goldman  has  invested 
for  30  years,  the  firm  has  been  buying  once- 
coveted  golf  courses  at  depressed  prices,  and 
similarly  cheap  office  buildings  and  busi- 
nesses. It  has  also  tapped  Norinchukin,  the 
giant  ($500  billion  assets)  farmers'  bank,  for 
massive  off-balance-sheet  financing  of 
M&A  deals  at  a  big  discount  to  what  rivals 
pay  for  capital,  says  one  Goldman  alum. 
"This  is  Goldman's  secret  weapon,"  he 


says.  Goldman  and  Nochu  won't  disclose 
details  of  their  tie. 

But  this  same  ex-Goldman  person 
says  the  firm's  penchant  for  serving  in  so 
many  capacities  on  a  single  deal  can  cre- 
ate an  unwieldy  organization  and  spark  in- 
ternecine squabbles.  The  London  office,  he 
says,  has  been  in  disarray  since  2004,  when 
20%  of  staff  quit  after  cashing  in  shares  fol- 
lowing the  public  offering.  Investment 
bankers  and  their  counterparts  in  private 
equity  were  competing  to  grab  the  same 
deals,  prompting  then-chairman  Paulson 
to  deliver  what  the  Financial  Times  called 
a  "Spank  from  Hank,"  shuffling  some 
execs  as  others  quit. 

The  vaunted  firm  also  failed  in  mak- 
ing bids  for  ITV,  a  British  broadcaster,  and 
Mitchells  &  Butlers,  a  pub  chain.  Amid  the 
missteps,  Goldman  fell  from  its  usual 
perch  atop  the  investment  banking  league 


tables  in  Europe,  whose  buyout  market  i< 
even  frothier  than  America's.  A  mere  flesh 
wound,  Blankfein  says:  "It's  considered 
newsworthy  that  there's  a  place  in  the  world 
where  we  aren't  number  one  in  M&A,"  he 
says.  "If  it  ever  became  commonplace,  we'd 
have  a  problem." 

To  rebuild  the  Europe  front,  Gold- 
man in  the  summer  tapped  its  Asia  chief 
Richard  Gnodde,  to  be  co-president  o: 
Europe  operations  alongside  Michae 
(Woody)  Sherwood,  Goldman's  Londor 
trading  boss.  Gnodde  sees  a  comeback 
and  points  to  a  "defining  transaction" 
the  $34  billion  takeover  by  Amsterdam- 
based  Mittal,  the  world's  largest  steel- 
maker and  a  Goldman  client,  of  its  closes' 
rival,  Arcelor  of  Luxembourg. 

In  ten  days  Goldman  raised  billion; 
in  bank  and  debt  financing.  Wher 
Arcelor  resisted  and  turned  to  a  white 
knight  in  Russia,  Goldman  rallied  sup- 
port for  Mittal's  bid  among  hedge  fund; 
and  other  big  investors,  as  well  as  witr 
politicians  in  Brussels  and  elsewhere.  Ir 
the  end  Arcelor  succumbed.  "We  deliv- 
ered the  right  access  and  messages  ir 
every  capital  city  in  Europe  and,  brick  b) 
brick,  took  down  Arcelor's  defenses,' 
Gnodde  says. 

Goldman  has  to  stay  out  ahead  of  its  ri 
vals  in  trying  daring  and  innovative  ap- 
proaches that  push  the  outer  edge  of  th< 
boundary  between  what  is  okay  and  wha 
may  not  be.  Blankfein  tells  Goldman  folk: 
the  job  of  compliance  lawyers  is  to  tell  then 
where  that  edge  is — because  otherwise 
"we'd  stay  in  bed  with  a  blanket  over  ou: 
heads"  and  not  try  anything. 

That  edge  is  where  Goldman  can  reap  th< 
richest  profits,  far  wider  margins  than  on  the 
floor  of  the  NYSE.  The  firm  creates  ever  mor< 
exotic  new  instruments.  Lately  it  has  beer 
working  on  a  futures  product  that  would  le 
clients  hedge  their  real  estate  risk  and  a  de 
rivative  for  trading  in  biodiesel  futures. 

Five  years  ago,  Blankfein  says,  thi 
urgent  topic  of  discussion  would  bi 
"whether  we  needed  to  merge  with  ; 
commercial  bank.  . . .  Now  the  size  of  ou 
balance  sheet  and  our  ability  to  finana 
makes  that  irrelevant.  The  world  fivi 
years  from  now  will  be  different  still.  Ou 
job  is  to  make  sure  that  we  are  still  Gold 
man  Sachs,  no  matter  what  it  takes."  i 


What  had  been  seemless 
synergy  could  look  more  like 
seamy  self-dealing. 
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Li  Ka-shing 


1 1  KA-SHING  IS  PLAYING  HOST  ON  THE 
top  floor  of  his  Cheung  Kong  Center  tower 
in  Hong  Kong.  Here  he  mixes  business 
and  pleasure  and,  rarely,  interviews.  For  a 
pair  of  reporters  he  is  recalling  his  past  and 
projecting  a  bit— five  years  hence— for  the 
business  empire  whose  saga  has  seen  him 
go  from  plastic-flower  manufacturer  to  the 
richest  resident  of  Asia. 

His  conglomerate,  Hutchison  Wham- 
poa,  will  roughly  double  the  share  of  its 
revenues  from  the  mainland  in  five  years, 
he  says,  to  15%.  Those  businesses  now  are 
mostly  related  to  ports,  land  development 
and  hotel  operations.  Meanwhile,  his 
property-heavy  Cheung  Kong  Holdings 


(it  also  has  the  controlling  half  of  Hutchi- 
son) should  be  able  to  get  20%  of  revenues 
from  China,  he  says.  Cheung  Kong  took 
in  $1.8  billion  in  fiscal  2005;  Hutchison's 
$3 1  billion  in  revenues  was  separate. 

Although  building  will  continue  to  be 
a  mainstay  of  the  Li  thrust  in  China  under 
the  direction  of  his  elder  son,  Victor,  the 


patriarch  has  a  surprising  answer  when 
asked  what  future  opportunities  stand  out: 
pharmaceuticals.  "Any  foreign  company  in 
pharmaceuticals,  if  they  want  to  come  to 
China,  if  they  want  a  partner,  we  will  be  part- 
ners," he  says.  Big  Pharma  could  integrate 
low  production  costs  in  China  with  the  qual- 
ity control  of  Western  medicine  and  tap  a 


Thoughts  Of 

Chairman  Li 


China  id  uii  me  mmu  ui 

Asia's  top  tycoon. 
No  surprise  there  .  .  . 
but  pharmaceuticals? 

By  Tim  Vi^rguson  and  Vivian  Kwok  Wai  Yin 
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Li  Ka-shing 


huge  domestic  demand,  Li  foresees. 

"Suppose  the  best  medicine  available 
in  the  U.S.  could  cure  a  man  in  three  days, 
while  some  other  mainland-produced 
medicine  would  take  four  days,"  he  says. 
"The  additional  day  it  takes  to  get  well 
does  not  present  a  major  problem." 

Isn't  intellectual  property  protection 
still  a  worry?  "Without  IP  rights,  there  would 
be  no  new  technology  developed.  But 
China  needs  time  and  resources  to  set  up 
a  watchdog  bureau.  IP  of- 
fenders must  be  brought  to 
justice,  even  if  you  have  to 
pay  $  1 . 1 0  in  legal  fees  to  re- 
cover $1  of  loss." 

Medical  care,  it  turns 
out,  is  a  big  part  of  what 
Li  Ka-shing  is  already 
doing  in  China.  Shantou 
University,  a  state  school 
up  the  coast  that  he  has 
funded  to  the  tune  of 
$300  million,  is  running 
five  affiliated  hospitals 
and  an  influenza  research 
center,  and  received  grants 
for  196  medical  research 
projects  last  year. 

The  connection  to 
Shantou,  near  Li's  birth- 
place, goes  back  a  quarter 
of  a  century.  He  got  the 
campus  built  on  the  out- 
skirts of  a  backwater  port  city  (backwater 
meaning  that  it  has  a  mere  4.8  million  res- 
idents) and  is  pushing  the  school  to  estab- 
lish a  globally  minded  curriculum  with  a 
Western  sort  of  academic  openness.  "I 
cannot  say  I  can  change  China,"  Li  allows, 
but  Shantou  is  part  of  the  "personal  exam- 
ple" that  he  wants  to  set. 

Philanthropy  now  occupies  much  of 
his  attention.  He  has  said  he  will  devote  a 
third  of  his  wealth,  which  FORBES  ASIA 
figures  exceeds  $20  billion,  to  such  aims. 

But  he  is  not  retiring  from  his  busi- 
nesses—far from  it.  Chairing  both 
Cheung  Kong  and  Hutchison,  the 
78-year-old  stays  current  with  a  roster  of 
operations  that  exte  :  from  develop- 
ment to  telecom,  utilit  etail,  online 
media  and  gasoline.  His  sonal  37% 
stake  in  Husky  Energy  of  Ca  da  is  itself 
worth  $10  billion  (Hutch:    n  has  an 


At  the  June  commencement  at 
Shantou,  Li  urged  grads  to  stand 
up  for  their  beliefs. 


additional  35%).  The  oil  company  was  in 
financial  straits  in  the  early  1990s  when 
oil  prices  were  low,  but  instead  of  cutting 
his  losses,  Li  increased  his  shareholdings. 
Husky  doubled  its  earnings  last  year  as  a 
result  of  the  oil  price  spike. 

In  this  and  other  areas,  Li  is  proud  of 
steeping  himself  in  the  technological 
basics  and  the  external  conditions  of 
whatever  business  he's  in.  He  devours 
engineering  journals  and  retains  outside 
experts  to  counsel  him. 
Speaking  of  Hutchison's 
embattled  international 
wireless  telephony  ven- 
tures, Li  rattles  off  the 
vernacular  of  high-speed 
3G  multimedia  phones 
with  the  same  familiarity 
he  evinces  on  the  debt 
levels  of  the  various  units. 

At  age  12,  having  left 
China  with  his  family 
during  the  Japanese  occu- 
pation, he  arrived  in 
Hong  Kong.  His  school- 
master father  had  con- 
tracted tuberculosis,  and 
young  Ka-shing  suffered 
a  milder  bout  but  worked 
through  it  ("I  always  had 
a  fighting  heart").  When 
his  father  died  two  years 
later,  Li  joined  an  uncle's 
watch  company  to  help  with  his  house- 
hold's rent. 

As  time  wore  on  and  the  war  ended, 
young  Li  weighed  where  his  future  lay. 
China's  nationalists  were  finished,  he  cal- 
culated, so  he  laid  business  stakes  in  Hong 
Kong.  To  save  up,  he  skipped  movies  and 
shaved  his  head  to  extend  the  time 
between  haircuts. 

What  he  didn't  forgo  was  reading — 
used  books,  manuals,  leftover  journals. 
When  he  famously  gained  a  manufactur- 
ing foothold  with  the  plastic  flowers  in 
the  1950s,  he  says,  he  was  able  to  engi- 
neer critical  molding  machinery  with  an 
injection  process  made  using  a  Coca- 
Cola  bottle  and  a  plastic  straw,  using 
something  he  saw  in  Modern  Plastics  as 
a  guide. 

Li  made  the  greatest  part  of  his  for- 
tune betting  on  Hong  Kong  when  others 


wouldn't.  The  first  wave  of  property  deals 
came  in  1967,  when  riots  and  bombings 
spawned  by  Mao's  Cultural  Revolution 
across  the  border  inspired  flight  from  the 
then  British  colony.  A  beginning  of  the 
end,  some  feared.  Nonsense,  thought  Li — 
although  he  sent  his  own  family  to  Singa- 
pore for  a  spell.  Li  busied  himself  with 
acquiring  cheap  factories,  apartments  and 
office  buildings. 

The  story  would  be  replayed  during 
other  panics,  such  as  the  1973  oil  crisis 
and  Sino-British  negotiation  jitters  in  the 
1980s.  As  early  as  1979,  after  Cheung 
Kong  had  acquired  colonial-era  Hutchi- 
son, Li  was  supplanting  the  old  taipans  as 
a  symbol  of  Hong  Kong  power  and 
wealth.  He  had  a  long  reach.  Today  his 
companies  do  business  in  56  countries. 
The  mobile  data  ventures  have  been 
mostly  in  western  Europe;  Hutchison's 
ports  span  the  globe. 

Like  most  Hong  Kong  moguls,  he 
tends  to  his  mainland  contacts.  But  Li 
asserts  that  relationships,  or  the  tradi- 
tional guanxi,  are  fading  as  currency  in 
property  deals.  "Now  90%  of  our  land 
bank  is  acquired  from  auctions,"  he  says. 
"We  prefer  it  this  way" 

Son  Victor,  42,  managing  director  of 
Cheung  Kong  and  deputy  chairman  of 
Hutchison,  is  comfortable  in  that  world. 
Today  the  companies  are  active  on  Anglo- 
Saxon  turf.  "Law  and  order  is  the  most 
important  thing,"  says  the  father.  "If  a 
country  doesn't  have  good  law  and  order,  I 
would  rather  not  invest  there." 

Li  recalls  a  visit  to  China  in  1978,  after 
Deng  Xiaoping's  reforms  had  begun:  "I 
went  to  see  some  friends  in  the  guesthouse. 
They  would  write  notes  to  me  because 
they  were  afraid  of  being  eavesdropped 
on.  They  had  been  scared  by  the  Cultural 
Revolution.  Today  they  can  openly  criti- 
cize the  government."  More  than  they 
used  to,  anyway. 

An  open,  liberal  society— whose  pre- 
requisite is  the  rule  of  law — is  ultimately 
the  direction  that  Li's  philanthropy  at 
Shantou  and  elsewhere  may  lead. 

"I  love  democracy,"  he  says,  but  also 
key  is  the  bounty  that  commerce  brings: 
"A  liberal  society  has  to  be  founded  not 
only  on  law  and  order  but  a  prosperous 
economy."  F 
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Organ  Brokers 


FROM  HIS  MODEST  RANCH 
home  in  the  hills  of  Sun 
Valley,  Calif.,  filled  with 
didgeridoos  picked  up 
in  Australia  and  Ger- 
man shepherd  puppies, 
James  Cohan,  66,  sells 
organ  transplant  broker- 
ing services  to  the  des- 
perate. His  customers  face  certain  death 
if  their  diseased  organs  aren't  quickly 
swapped  out.  They  find  him  on  the  Inter- 
net; his  stated  fee— $140,000  for  a  kidney 
and  $290,000  for  a  heart,  liver  or  lung- 
includes  hospital  and  surgeon  charges,  and 
flights  and  accommodation  for  a  fellow 
traveler,  such  as  a  nurse  or  spouse. 


have  dozens  of  satisfied  clients?  Where  do 
they  live?  How  long  have  they  survived 
their  operations?  He  doesn't  answer  ques- 
tion like  these  clearly;  transparency  is  not  a 
feature  of  the  international  organ'  trade. 
But  this  much  is  clear:  There  are  a  lot  of 
people  doing,  or  trying  to  do,  what  Cohan 
says  he  does.  These  underground  travel 
agents  use  the  World  Wide  Web  to  act  as 
middlemen  between  deathly  ill  patients  in 
wealthy  countries  and  hospitals  in  develop- 
ing countries  where  ethical  scruples  about 
organ  sources  don't  rise  to  Western  levels. 

According  to  a  recent  hearing  in  Tai- 
wan's parliament,  450  of  Taiwan's  787 
transplant  recipients  in  2005  had  their 
operations  performed  in  China.  The 


pice  to  die.  But  Scott  and  his  family  are  fight- 
ers, and  they  immediately  began  researching 
transplant  options  in  India,  Germany  and 
Mexico,  before  narrowing  it  down  to  China. 

Yeson  Healthcare  Services  Network,  a 
firm  in  Taiwan  run  by  one  Tung-Chieh 
(Tony)  Lee,  offered  the  Scott  family  two 
options:  a  liver  transplant  at  the  Shanghai 
International  Transplant  Center  for 
$120,000  or  an  $80,000  version  at  a  no- 
frills  provincial  hospital  in  Nanjing.  The 
Yeson  packages  include  the  transplant  sur- 
gery; translation  services;  all  drugs  and 
hospital  care;  and  up  to  40  days  of  post-op 
treatment.  Despite  the  difficulty  finding  an 
O-positive  donor,  "we  try  and  control  the 
waiting  time  to  be  within  two  to  four 


DESPERATE 

ARRANGEMENTS 


Cohan's  sales  pitch:  The  quality  of  the 
organ  is  more  important  than  the  choice  of 
the  doctor  performing  the  transplant,  and  I 
know  how  to  get  you  a  fresh  organ— 
quickly— if  you've  got  the  money.  "If  you 
keep  putting  a  broken  engine  into  your 
car,  you're  going  to  keep  on  having  the 
same  problem,  no  matter  how  good  the 
mechanic  is,"  he  says. 

Cohan  spent  several  months  in  an 
Italian  jail  in  the  late  1990s  on  ultimately 
unsubstantiated  allegations  that  he  was  buy- 
ing and  selling  organs.  What  he  is  doing,  he 
says,  is  entirely  legal;  he  does  not  buy  or  sell 
organs  but  merely  brings  clients  to  hospitals 
that  are  equipped  to  provide  them.  He 
claims  that  his  customers  come  in  at  the  rate 
of  one  a  week  from  all  over  the  world,  and 
he  finds  them  new  "engines"  in  a  network 
of  15  or  so  transplant  hospitals  he  has  culti- 
vated in  China,  India,  the  Philippines, 
South  Africa,  Singapore,  Pakistan  and 
South  America. 

Does  "transplant  coordinator"  Cohan 


World  Health  Organization  in  Geneva 
estimates  that  10%  of  the  61,000  kidney 
transplants  performed  globally  in  2004 
were  cases  of  transplant  tourism.  Pak- 
istan is  a  global  hub  for  live  kidney  pur- 
chases; Aadil  Hospital  in  Lahore  offers 
transplant  patient  testimonials  from  Italy, 
Norway,  Britain,  Bulgaria,  Uzbekistan, 
Sudan  and  Yemen.  Says  Dr.  Luc  Noel, 
head  of  the  transplant  unit  at  WHO: 
"Organ  transplant  tourism  has  clearly 
blossomed  in  the  last  five  years." 

In  September  2005  a  small  tumor  showed 
up  on  the  liver  of  Kevin  Scott,  already  suf- 
fering from  hepatitis  C  and  cirrhosis.  His  VA 
hospital  took  1 1  months  to  conclude  all  the 
required  transplant  criteria  tests,  he  says,  and 
by  that  time  the  tumor  had  grown  to  2.5 
inches.  "No  longer  has  any  traditional  options 
available  for  survival,"  the  medical  authori- 
ties wrote  in  his  file  in  August  2006.  "Not  a 
candidate  for  liver  transplant."  So  Scott,  49, 
was  on  the  the  official  liver  wait  list  only  a 
week  before  he  was  cut  and  directed  to  a  hos- 


The  demand  for 
transplants  can't 
be  met  by 
altruistic  organ 
banks,  so  Internet 
brokers  are 
stepping  into  the 
breach.  It's  not  a 
pretty  picture. 

BY  RICHARD  C.  MORAIS 
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weeks  after  arrive  to  our  center,"  Lee  wrote 
in  October  during  e-mail  exchanges  with 
the  Scott  family. 

The  Scotts  didn't  have  the  money  for 
Yesons  packages,  so  they  got  quotes  from  rival 
brokers.  Tx-Bridge,  situated  in  Beijing  and 
Shanghai,  bid  $60,000  to  $70,000  for  the  Scott 
business  and  even  threw  in  a  two-to-three- 
day  "cultural  experience"  with  its  transplant 
packages  at  Wuhan 
and  Nanjing  hospitals. 
But  when  a  Scott  fam- 
ily member  had  the 
temerity  to  ask  pre- 
cisely which  hospitals 
were  involved,  Tx- Bridges  Lily  Huang 
wrote  back,  "Sorry,  but  I  think  your  follow- 
ing question  is  wrong.  Tx-Bridge  center  is 
saving  life  and  only  provides  the  best  High 
Quality  service  package  to  patient.  Please 
kindly  understand  that  our  further  talking 
needs  to  be  based  on  this." 


The  Scott  family  stopped  writing  to 
Huang  and  quickly  got  a  glimpse  of  how 
the  underground  network  of  Internet 
transplant  brokers  really  works.  Accord- 
ing to  an  organizational  chart  FORBES 
found,  Shanghai's  Tx-Bridge  is  affiliated 
with  Alberta's  Overseas  Medical  Services 
Canada,  which,  in  turn,  is  represented  by  a 
retired  U.S.  Navy  maintenance  officer  in 


FORBES  has  seen  transplant  quotes 
from  Internet  brokers  that  suggest  they 
are  offering  their  services  at  markups  of 
between  60%  and  400%  over  costs.  The 
resourceful  Scott  family  ultimately  used 
the  Internet  to  bypass  the  brokers  and  cut 
a  deal  directly  with  the  First  Affiliated 
Hospital  at  the  College  of  Medicine  of 
the  Zhejiang  University  in  Hangzhou. 


Lori 

"How  do 


De  Leon  asked  a  Philippine  broker, 
I  know  this  won't  be  a  $60f000  lesson? 


rr 


Florida,  Dan  Adcock.  "Be  aware  that  this 
case  has  progressed  as  far  as  it  can  through 
our  Chinese  counterparts  and  from  this 
point  onward  I  must  make  all  arrange- 
ments and  therefore  must  have  all  commu- 
nications and  information,"  the  take- 
charge  Adcock  wrote  the  family. 


They  had  to  pay  only  an  initial  $2,500  for 
tests  once  they  were  in  China,  and  the 
final  bill,  depending  on  complications, 
would  be  between  $60,000  and  $70,000, 
paid  as  the  bills  came  in.  According  to 
one  family  member,  having  raided  their 
pension  funds,  raised  donations  at  their 


Transplant  tourist: 

Eric  De  Leon  of  California, 

with  three  reasons  for  living. 
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he  Symantec  Data  Center  Foundation  helps  you  master  complexity.  At  Symantec,  we  understand  how 
ie  complexity  of  the  modern  data  center  increases  costs  and  impairs  manageability.  Thanks  to  our  Veritas  cross- 
atform  software,  this  infrastructure  solution  can  help  you  manage  the  most  complex,  heterogeneous  IT  environment 
ith  a  single  set  of  tools.  The  cost  savings  can  be  dramatic.  The  same  can  be  said  for  the  impact  on  service  levels, 
tart  with  our  free  tour:  symantec.com/confidence 


Confidence  in  a  connected  world. 
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church  and  hosted  a  Web  site  (newliver 
forkevin.blogspot.com)  urging  members 
of  the  public  to  mail  in  $1  for  Kevin's 
$70,000  transplant,  "we  simply  had  to  find 
another  approach"  to  the  "prohibitive" 
brokerage  fees. 


So  Kevin  and  family  flew  to  the  Hang- 
zhou  hospital  in  November,  but  this  decent 
man  was  not  entirely  sure  he  had  made  the 
right  decision.  "I  had  a  bad  episode  last  night 
I  have  an  important  friend  back  home,  and 
I  wish  she  was  here,"  he  told  FORBES. 


Looking  to  Christmas,  Kevin  bought 
little  presents  for  Chinese  patients  on  the 
ward  and  had  his  mate,  Sherry,  bring  him 
a  Santa  Claus  outfit  from  the  U.S.  for  the 
festive  day.  But  soon  Kevin's  mother,  Con- 
nie Carpenter,  was  e-mailing  loved  ones, 
"How  do  I  begin  to  write  the  most  diffi- 
cult letter  of  my  life?"  Kevin  was  in  a  coma 
and  on  life  support  in  his  hospital  room. 
A  liver  that  arrived  at  the  last  moment, 
much  to  the  family's  elation,  turned  out  to 
be  HIV-positive.  The  family  had  by  then 
discovered  the  legal  difficulties  of  repatri- 
ating Kevin's  remains,  should  the  worst 
happen,  and  they  began  battling  Chinese 
and  U.S.  bureaucracies.  On  Dec.  22  Kevin 
died,  Sherry  and  Mom  at  his  side.  The  two 
grief-stricken  women  donned  the  Santa 
outfit  on  Christmas  day  and  handed  out 
the  presents,  fulfilling  Kevin's  last  wish, 
before  finally  bringing  him  home. 

There  are  no  easy  answers  in  this  trou- 
bled corner  of  medicine — just  heartache. 
Governments  across  the  globe  have  almost 
universally  outlawed  the  commercial  trade 
in  organs.  The  core  principle  of  America's 
1984  National  Organ  Transplant  Act  and 
the  legislation  of  other  nations:  no  meat 
markets.  It's  inhumane  and  exploitative,  the 
authorities  reason,  for  the  rich  to  buy  organs 
harvested  from  the  poor  or  the  imprisoned. 
So  organ  trade  is  mostiy  illegal  and  under- 
ground, greased  along  by  daisy  chains  of 
brokers.  By  the  time  Nepalese  authorities 
caught  up  with  Hari  Narayan  Lam  in  2003, 
this  organ  broker  had  convinced  50  dirt-poor 
Nepalese  to  part  with  a  kidney.  He  sold  their 
organs  for  $2,000  to  $3,500  for  transplants 
performed  in  India,  and  it's  likely  he  kept  the 
bulk  of  the  profits.  Organ  sellers  can  get  as 
little  as  $800  for  their  sacrifice. 

"If  you  set  a  price  for  components  of 
the  human  body,  then  it  inevitably  leads 
to  extremes,  where  respect  for  human 
rights  is  destroyed,"  says  Dr.  Noel.  "None 
of  the  brokers  ever  mention  the  costs — 
long-term  health  issues,  chronic  pain, 
inability  to  perform  manual  labor — that 
are  borne  by  these  poor  organ  vendors. 
And  once  you  make  organs  a  commercial 
commodity,  you  could  conceivably  go 
down  the  path  where  you  say,  'Kill  a 
young  person  and  you  could  extend  your 
life  by  20  years'" 

Iran  is  the  only  state  in  the  world  today 
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Rhina  performed  an  estimated  60,000  transplants  between  2000  and  2005, 
triple  the  total  done  during  the  preceding  six  years.  The  country  had  22 
hospitals  doing  liver  transplants  in  1999;  the  number  is  now  over  500.  Last 
year  Chinese  doctors  at  a  military  hospital  are  believed  to  have  performed 
-Id's  first  penis  transplant,  from  a  brain-dead  young  man  to  a  44-year-old 
worker  who  had  lost  his  organ  in  an  accident. 

A  dark  question  that  lies  behind  this  medical  success  story:  Where  are  all  the  organs 
coming  from?  They  certainly  aren't  coming  from  car  accident  victims  who  have 
signed  organ  donor  cards.  David  Kilgour,  a  respected  human  rights  activist  and  a 
former  member  of  Canada's  parliament,  and  David  Matas,  a  human  rights  attorney, 
concluded  in  a  July  2006  report  that  it  was  likely  China's  secretive  gulags  have  not 
only  been  killing  prisoners  to  meet  the  demand  of  the  country's  transplant  centers 
but  have  also  possibly  been  harvesting  organs  from  live  victims,  mostly  from  the 
persecuted  religious  group,  the  Falun  Gong. 

The  report  largely  relies  on  hearsay,  such  as  that  from  the  wife  of  an  eye  surgeon, 
and  is  not  without  its  skeptics.  "The  Chinese  medical  system  makes  money  through 
transplant  tourism,"  says  Nancy  Scheper-Hughes  of  Organs  Watch.  "And  no  doubt 
they  are  executing  far  too  many  prisoners.  But  the  allegation  of  taking  the  organs 
from  prisoners  when  they  are  alive?  That  to  me  smacks  of  urban  legend." 

More  plausible:  The  organs  are  coming  from  the  very  recently  executed  and  timed 
to  coincide  with  hospitals'  needs.  That  alone  is  enough  to  offend  many  an  ethicist. 
"The  Transplantation  Society  is  opposed  to  the  use  of  executed  prisoners,  because 
without  transparency  of  practice  and  oversight  there  is  a  concern  that  the  escalat- 
ing need  for  organs  has  propelled  an  escalating  need  for  executions,"  says  Dr.  Fran- 
cis Delmonico,  medical  affairs  director  of  the  society,  located  in  Montreal.  "I'm 
aware  of  people  who  are  going  to  China  who  need  a  liver  next  week.  Well,  think 
about  it.  Does  that  mean  they  need  to  execute  someone  next  week?" 

After  years  of  bombastic  denial  China  fessed  up.  In  July  2005  vice  minister  of 
health,  Huang  Jiefu,  confirmed  that  China's  transplant  industry  was  indeed  built  on 
organs  harvested  from  the  country's  executed  prisoners,  and  he  agreed  it  was  time 
China  passed  new  laws  to  regulate  the  practice.  A  new  but  provisional  law  re- 
quires, for  example,  written  consent  from  the  condemned  prisoner  (for  what  that's 
worth),  and  this  past  fall  Beijing  took  central  control  of  the  nation's  prison  execu- 
tions. These  changes  seem  to  have  resulted  in  a  reduction  in  organ  availability,  ac- 
cording to  the  World  Health  Organization's  Dr.  Luc  Noel,  and  they  may  have  con- 
tributed to  the  failure  of  Kevin  Scott's  family  (see  story)  to  get  a  liver  in  time  to 
save  him.  . 

"I  understand  the  controversy  that  surrounds  foreign-country  organ  transplants," 
Kevin's  mother,  Connie  Carpenter,  wrote  us  just  45  minutes  after  her  son  died  in  his 
hospital  bed  in  Hangzhou.  "But  I  also  want  to  emphasize  the  compassion  and  de- 
sire to  help  that  we  experienced  with  the  Chinese  people  and  the  doctors  who 
cared  for  Kevin." 


Connie  sa 
knowing  K 
emotion"  a 
Chinese  doct 


a  complete  stranger  offered  Kevin  a  part  of  his  liver,  not 
whole  organ,  and  one  doctor,  she  says,  "showed  genuine 
rked  for  Kevin  turned  out  to  be  HIV  positive.  The 
rayed  with  her  son.  — R.C.M. 
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IT'S  NOT  EXPENSIVE  TO  LOOK  EXPENSIVE. 
HP  COLOR  LASERJETS  STARTING  AT  $399. 

It  makes  more  sense  than  ever  to  get  an  HP  Color  LaserJet  printer.  These  i 
network-ready  and  have  renowned  print  quality  when  you  use  HP  ColorSphere 
oner.  And  best  of  all,  they're  all  from  HP  PC  Magazine's  Readers'  Choice  for 
ervice  and  Reliability  for  14  straight  years.  Brilliantly 


TEST 

olor  LaserJet  3800a 
to  22  pages  a  minute, 
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that  operates,  controversially,  a  legal, 
commercial  market  in  organs  and  then 
only  for  the  benefit  of  its  citizens.  This 
might  be  changing:  Saudi  Arabia  passed 
a  law  in  October  that  allows  up  to 
$13,000  to  change  hands  between  unre- 
lated donors  and  organ  recipients.  China, 
meanwhile,  has  been  at- 
tracting large  numbers  of 
transplant  tourists  like 
Kevin  Scott  by  using  its 
massive  prison  population 
as  a  ready  organ  bank.  (See 
box,  p.  76.) 

Most  nations  have 
instead  adopted  highly 
regulated  donation  sys- 
tems like  the  United  Net- 
work of  Organ  Sharing  in 
the  U.S.  UNOS  monitors 
each  kidney,  lung,  heart 
or  liver  available  from  a 
deceased  donor  going  to  a  patient  on  a 
wait  list.  The  problem:  The  wait  list  for 
organs  in  the  U.S.  has  doubled  in  the  last 
decade,  to  94,000.  People  on  the  wait  list 
die  (or,  like  Scott,  get  forced  off,  for  vari- 
ous reasons)  at  the  rate  of  12,000  a  year. 
The  lucky  recipients  of  a  kidney,  say,  have 
been  waiting,  on  average,  3.2  years  (latest 
figure,  from  2001).  The  wait  time  for  a 
kidney  in  western  Europe  is  also  three 
years,  notes  the  Council  of  Europe,  but  it 
is  expected  to  rise  to  ten  years  by  2010. 

The  reason  for  the  shortfall:  A  decline 
in  supply  occasioned  by  the  long- 
term  fall  in  the  car  accident  death 
rate  has  coincided  with  a  growth  in 
demand  occasioned  by  aging  demo- 
graphics and  breakthroughs  in 
medicine.  Better  antirejection  drugs 
and  surgery  techniques  make  more 
patients  good  candidates  for  transplants. 
"There's  no  question  that  transplants  not 
only  improve  the  quality  of  life,  they  also 
improve  the  quantity  of  life,"  says  Dr.  Brian 
Pereira,  former  president  of  the  U.S.' 
National  Kidney  Foundation. 

If  state-run  organ  banks  can't  deliver 
enough  organs,  then  the  terminally  ill  will 
take  risks  and,  if  necessary,  break  laws  to 
stay  alive,  even  for  just  a  few  more  months. 

It's  a  Faustian  bargain  tailor-made  for 
the  Internet  age.  In  2003  a  police  sting  at 
South  Africa's  St.  Augustine's  Hospital 


busted  a  global  ring:  Slum-dwellers  from 
Brazil  and  Moldova  were  selling  their 
organs  to  an  Israeli-led  broker  network, 
which  then  used  the  Internet  to  pull 
together  over  100  willing  kidney  transplant 
patients  from  Israel,  Europe  and  the  U.S. 
Donors  and  recipients,  posing  as  relatives, 
were  flown  to  South  Africa  and  operated 
on  by  elite  doctors  in  Durban.  By  2004 
dozens  of  the  schemes'  participants — doc- 
tors, insurance  agents,  medical  technicians, 
Internet  brokers  and  nephrologists — were 
arrested  and  charged.  Some  players  are 


Heartbreak:  Kevin  Scott  gamely  made  light  of  seeking  a 
lifesaving  liver  in  Hangzhou,  China.  Time  ran  out  at  his  hospital. 


Philippines,  $2,700  in 
Moldova  and  Romania, 
$7,500  in  Turkey,  $10,000 
in  Peru  and  $30,000  in 
the  U.S. 

Such  price  differen- 
tials are  arbitraged  by 
Internet  brokers,  and, 
like  all  modern  mar- 
kets, it's  a  fast-shifting  business.  Turkey, 
India  and  Iraq  were  the  big  centers  for 
underground  organ  transplants  until  pub- 
lic outrage — or  war — curtailed  the  busi- 
ness. So  the  hot  action  shifted  to  Pakistan, 
Brazil,  Colombia,  Montenegro,  the  Philip- 
pines, South  Africa  and  China. 

The  Shanghai-based  New  Life  Global 
Medical  Service  Ltd.  is  typical.  It  distances 
itself  from  illegal  activities  by  offering  to 
"coordinate"  kidney,  liver  and  lung  trans- 
plants. But  its  Web  site  still  manages  to 
convey  what  is  going  on  behind  the  scenes: 
"If  you  are  simply  seeking  political  correct- 
ness or  media  value,  please  look  no  further. 
Our  service  do  not  involve  organ  donation. 
We  do  not  have  detail  regarding  source  of 
organs." 

Israel's  medical  authorities  recently 
tightened  the  guidelines  on  funding  over- 
seas transplants:  State  medical  insurance 
will  now  reimburse  overseas  transplants 
only  if  donor  and  recipient  swear,  and  the 


How  do  I  write  the  most  difficult  letter 

of  my  life?"  Kevin's  mother  e-mailed. 


today  serving  ten -year  prison  sentences; 
others  are  still  on  trial. 

Nancy  Scheper- Hughes,  a  medical  an- 
thropologist and  founding  director  of  Organs 
Watch,  a  UC,  Berkeley-based  research  proj- 
ect, played  a  role  in  this  case  and  noticed  that 
the  Israeli  broker  and  his  Brazilian  partner 
set  up  shop  in  Recife's  barrio,  initially  offer- 
ing to  buy  kidneys  at  $10,000.  As  willing  sell- 
ers rushed  in,  however,  prices  fell  steadily,  so 
in  the  end  they  paid  the  desperate  slum 
dwellers  only  $3,000  for  their  vital  organ.  Ac- 
cording to  Organs  Watch,  a  live-donor  kid- 
ney typically  trades  hands  for  $1,500  in  the 


hospital  confirms,  the  transplant  was  done 
for  altruistic  reasons.  But  if  the  patient  can 
get  by  without  insurance  that  rule  doesn't 
mean  anything.  Ventex  Management  Med- 
ical Services  Ltd.,  a  firm  with  an  Israel- 
based  Web  address,  has  "specialized  in 
sending  Israeli  citizens  for  transplants  in 
Medellin,  Colombia."  Its  Web  site  is  partly 
in  Hebrew,  partly  in  English  and  includes 
grainy  head  shots  of  the  two  Colombian 
doctors  in  Medellin  who  will  be  perform- 
ing the  transplant  services.  When  FORBES 
contacted  Ventex,  asking  if  it  would  work 
with  U.S.  patients,  broker  "Oliver"  (first 
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names  only,  please)  wrote  back  that  Ventex 
was  set  up  for  Israelis  only  but  urged  us  to 
contact  a  U.S.  broker  called  Glohus  Inc. 

Incorporated  in  2004  in  Pennsylvania 
by  an  attorney  outside  Pittsburgh,  this 
Internet  broker  is  impossible  to  locate.  Its 
current  Web  site  gives  no  information,  but 
its  archived  Web  pages  provide  addresses 
and  telephone/fax  numbers  in  New  York 
and  Pittsburgh,  all  untraceable  dead  ends. 
The  company  and  the  attorney  declined  to 
talk  with  us,  but  FORBES  has  seen  evidence 
Glohus  is  still  actively  matching  transplant 
patients  with  overseas  hospitals. 

Early  in  2006  Eric  De  Leon,  of  San 
Mateo,  Calif.,  was  stricken  from  the  UNOS 
list  because  of  cancer.  Eric  and  his  wife, 
Lori,  turned  to  Liver4you.org  in  Manila. 
The  cost  of  a  Philippine  liver  transplant, 
says  the  broker's  Web  site,  is  around 
$100,000. 

Liver4you's  Dr.  Mitch  Michaelson 
and  Alberto  Gomez  said,  in  their  corre- 
;  spondence  with  Lori,  that  "we  have  a  sur- 
iplus  of  cadaver  livers"  and  that  they 
1  could  "arrange  a  live  partial  liver  trans- 
plant within  less  than  a  month,  with  our 
i  donor  or  yours."  But  first  they  needed 
!  $60,000  wired  to  their  New  York  bank 
i account.  "How  do  I  know  this  will  be  a 
jsure  thing  and  not  a  $60,000  lesson?" 
[Lori  shot  back. 

Dr.  Michaelson  then  proposed  that  the 
De  Leons  fly  to  Manila,  where  he  person- 
ally would  take  them  to  meet  the  first  of 
;  several  candidates  for  the  job  of  transplant 
surgeon.  "But  do  not  tell  him  that  you  have 
three  more  transplant  surgeons  to  meet," 
Michaelson  instructed  in  his  e-mail.  "After 
jthe  meeting  you  can  tell  him  you  and  Eric 
will  sleep  on  it  and  call  him  for  the  next 
ivisit.  After  meeting  this  transplant  surgeon 
.you  can  give  me  the  $60,000,  then  we  can 
i*et  the  appointments  with  the  other  sur- 
igeons."  The  De  Leons  didn't  like  the  sound 
}f  this  and  passed. 

Eric  refinanced  his  house  and  in  the 
:nd  paid  Yeson  Healthcare — the  same  bro- 
ker that  the  Scott  family  passed  on — 
i!>l  10,000  for  a  liver  transplant.  Eric  arrived 
In  China  in  March  and  two  weeks  later 
Shanghai  surgeons  were  removing  his  dis- 
eased liver  in  a  five-hour  operation,  replac- 
.  ng  it  with  a  liver  taken  from  what  he  was 
old  was  a  19-year-old  executed  drug 


smuggler.  The  antirejection  drugs  made 
Eric  a  little  paranoid,  but  he  recovered 
nicely  on  hospital  dinners  of  "stewed  shred- 
ded eel,"  and  the  elated  couple  returned 
home  in  April.  Alas,  in  late  August  Eric's 
U.S.  doctors  found,  as  predicted,  a  tumor  on 
his  new  liver.  He  is  self-publishing  his  story. 
"I  would  have  to  do  it  again,"  Eric  says.  "I 
had  no  other  choice." 

This  underground  business,  involving 
as  it  does  hungry  sellers  and  desperate 
buyers,  is  a  fecund  breeding  ground  for 
scoundrels  and  scam  artists,  despite  the 
high-minded  claims  of  saving  lives.  "The 
brokers  are  only  motivated  by  greedi- 
ness," says  Noel.  Fee-fronting  appears  to 
be  a  common  way  less  reputable  brokers 
help  the  desperately  ill  part  with  their 
money. 

Consider  Jim  Cohan,  the  Internet  bro- 
ker in  Sun  Valley.  Cohan  couldn't  produce 
a  single  satisfied  customer  for  FORBES,  and 
we  were  unable  to  prove  or  disprove  his 
many  claims.  But  we  note  the  wily  Cali- 
fornian  requires  customers  to  front  a 
$1,000  "application  fee"  and  then,  once 
accepted,  another  $10,000  payment  to  get 
the  search  started.  Cohan  told  us  he  does 
what  he  does  for  the  sake  of  humanity.  "We 
are  all  one  family,"  he  says  in  a  choked 
voice,  his  eyes  suddenly  tear- filled. 

Perhaps.  The  contract  De  Leon 
signed  with  Yeson,  however,  did  not 
require  the  fronting  of  fees  and  primly 
provided  for  a  sliding-scale  refund, 
depending  on  the  length  of  the  hospital 
stay,  if  the  surgery  was  unsuccessful. 
Only  once  Eric  was  in  China  did  he  pay 
an  initial  $10,000,  the  funds  wired  to 
Citibank,  Shanghai,  in  the  name  of  the 
broker,  Tung-Chieh  Lee. 

After  the  FBI  raided  Cohan's  office  in 
1998  on  behalf  of  Italian  authorities,  the 
investigating  officer  stated  in  an  affidavit 
that  the  agency  suspected  Cohan  was 
defrauding  the  public  with  false  claims  he 
could  broker  organ  transplants.  There  was 
no  evidence  he  had  arranged  a  transplant, 
the  investigators  said.  "[The  allegations] 
were  untrue,"  Cohan  says  today.  "And  they 
never  gave  me  a  chance  to  respond." 

Nor,  it  must  be  noted,  did  the  U.S. 
authorities  subsequently  charge  Cohan 
with  fraud  or  any  other  illegality — they 
couldn't  find  a  victim.  F 
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The  go-go  fund  family  and  i 
eager  customers  went  on  a 
growth-stock  binge  in  the  199 
and  suffered  a  three-year 
hangover.  Under  a  new  boss, 
Gary  Black,  Janus  is  making  a 
valiant  recovery  effort— and  has 
some  pretty  good  offerings. 
By  Michael  Maiello 
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2007  FUND  SURVEY 


COWBOYS.  THAT'S  WHAT  PEOPLE  USED  TO  CALL  THE 
gunslingers  at  Janus,  the  fund  house  that  defined  the 
roaring  1990s.  Holed  up  in  their  Denver  digs,  the 
Janus  gang  had  a  Wild  West  approach  to  investing 
that  made  them  the  envy  of  other  money  managers. 
With  a  boundless  faith  in  growth  stocks,  Janus  managers  would 
?ay  any  price  for  a  hot  name — a  go-for-broke  strategy  that  suc- 
:eeded  handsomely. 

In  the  1990s  Janus  routinely  led  the  list  of  fund  houses  for 
;quity  performance.  Money  poured  in  over  the  transom  at  a  rate 
af  $  1  billion  a  day,  even  after  Janus  had  closed  eight  of  its  funds  to 
lew  customers.  At  Janus'  jammed  call  center,  investors  would 
gladly  wait  for  an  hour  on  hold.  Janus  got  cocky. 

Then,  as  in  classical  tragedy,  hubris  took  its  toll.  The  dot-com 
30om's  sickening  demise  devastated  Janus'  assets — and  its  reputa- 
:ion.  At  the  flagship  Janus  Fund  1999's  sparkling  47%  total  return 
j stock  appreciation  plus  dividends)  slipped  to  negative  15%  in 
2000,  and  then  to  a  truly  awful  pair  of  losses  for  the  next  two 
fears,  down  26%  and  28%.  Over  the  past  six  years  Janus'  equity 
performance  ranks  23rd  among  the  25  largest  fund  families. 

Following  the  tech  crash,  the  malignant  fates  weren't  done 
ivith  Janus  Capital.  The  company  was  caught  permitting  big 
:lients  like  Canary  Capital  Partners  to  do  "market  timing" — 
quick  and  frequent  trades  of  a  fund  that  can  hurt  its  perform- 
ince  for  ordinary  investors  who  stay  put.  Janus  ended  up  paying 
£226  million  in  2003  to  settle  charges  against  it. 

Investors,  once  zealous  to  get  in  the  doors,  started  streaming 
3ut.  Janus,  which  boasted  $320  billion  in  assets  at  its  peak,  today 
las  $  1 58  billion.  Although  the  firm  has  reported  positive  inflows 
since  2005,  that's  deceiving.  The  growth  has  come  from  a  quanti- 
:ative  fund  unit  it  acquired  in  2002,  called  Enhanced  Investment 
rechnologies,  or  Intech.  This  unit  handles  mainly  institutional 
nvestors.  Intech's  assets  are  a  third  of  the  firm's  holdings.  Most  of 
:he  retail  Janus  funds  are  still  losing  investors.  Meanwhile,  Janus, 
me  of  the  few  fund  outfits  with  publicly  traded  shares,  saw  its 
stock  plunge  from  $54  in  2000  to  $9  in  2002;  it  since  has  recov- 
ered a  bit,  to  $21. 

Today  many  of  the  old  Janus  hands  are  gone.  Janus  founder 
rhomas  Bailey  is  tending  horses  at  his  Iron  Rose  Ranch  in  Car- 
Dondale,  Colo.  Thomas  Marsico,  the  onetime  star  manager  of 
[anus  Twenty,  now  runs  a  competing  company  in  Denver,  having 
left  in  1997  after  a  tiff  with  Bailey,  and  is  outshining  his  alma 
mater  (see  box,  p.  84).  Big-shot  managers  like  James  Craig,  War- 
ren Lammert,  Helen  Young  Hayes  and  Blaine  Rollins  exited  after 
the  crash. 

The  task  of  saving  Janus  has  fallen  to  Gary  Black,  once  an 
analyst  at  Sanford  C.  Bernstein  (now  part  of  AllianceBernstein) 


and  later  a  chief  investment  officer  at  a  Goldman  Sachs  division. 
The  burly  Black,  47,  a  198-pound  wrestler  in  high  school,  was 
enlisted  as  Janus'  chief  investment  officer  in  2004  and  promoted 
to  chief  executive  in  January  2006.  Black  has  achieved  substantial 
progress. 

The  place  is  more  straitlaced.  No  longer  will  Janus  managers 
place  monster  bets  on  go-go  darlings.  In  April  2000  the  Janus 
Fund  had  8%  of  its  portfolio  in  Time  Warner,  then  valued  like  an 
Internet  company.  These  days  its  largest  holding  is  Procter  & 
Gamble,  at  3%  of  assets.  But  do  the  investing  masses  know  that 
Janus  has  reformed?  And  that  the  52-fund  family  includes  9 
funds  that  do  not  have  growth  as  an  explicit  objective.  And  that  it 
has  some  growth  funds  with  decent  six-year  returns,  despite  the 
bear  market  that  opened  that  period.  Its  Overseas  and  Venture 
funds  earn  FORBES  As  for  bull-market  performance,  while  run- 
ning up  costs  not  much  more  than  1%  (see  table,  p.  82).  These 
two  and  the  other  three  in  the  table  all  have  beaten  the  S&P  500's 
2.9%  annual  return  since  the  beginning  of  2001. 

And  still  the  customers  are  leaving.  James  Goff,  Janus'  head 
of  research,  laments,  "Investors  haven't  caught  on  to  our  strong 
performance." 

Janus  made  its  name  in  large-company  growth  stocks  (like 
Microsoft  and  Cisco  Systems).  So  far  this  century  has  favored 
other  themes:  value  and  smaller-company  issues.  Wisely,  Janus  is 
leaning  on  its  more  diversified  funds,  like  Mid  Cap  Value 
(launched  in  1998).  It  delivered  a  14%  annual  return  over  the  six 
years  with  a  portfolio  that  looks  remarkably  like  something  from 
value-happy  Vanguard.  The  fund  hunts  for  undervalued  stocks 
with  good  cash  flow,  little  or  no  debt  and  proven  management. 
Largest  holdings:  Mercantile  Bankshares  and  utility  DPL. 

Janus  Overseas  is  the  international  version  of  its  original 
Janus  Fund:  large-company  growth  stocks.  Two  large  positions 
are  Potash  Corp.  of  Saskatchewan  and  Tata  Iron  &  Steel  Co.  of 
India.  Janus  Venture  buys  small  companies  (mostly  below  $1  bil- 
lion in  market  value)  with  growth  prospects.  Its  biggest  holdings 
are  Ultimate  Software  Group  and  Jarden,  which  makes  Coleman 
stoves  and  other  consumer  goods. 

The  traditional  Janus  offering,  of  course,  is  large-cap  domes- 
tic growth.  An  argument  can  be  made  that  this  side  of  the  house 
has  been  cleaned  up,  and  when  large  growth's  day  returns — as 
inevitably  it  will — the  standard  Janus  vehicles  will  again  do  well. 
Consider  large-growth  Janus  Fund,  still  the  firm's  biggest  portfo- 
lio with  $1 1.5  billion.  While  no  longer  losing  money,  Janus  Fund 
hasn't  dazzled  anyone  lately.  The  flagship  hind  has  notched  a  blah 
2.7%  return  over  six  years,  versus  the  S&P's  2.9%.  Black  replaced 
manager  Blaine  Rollins  in  January  2006  with  David  Corkins, 
who  had  piloted  Janus  Mercury  and  Janus  Growth  &  Income. 

As  Karen  Dolan,  an  analyst  at  fund  tracker  Morningstar, 
observes,  Corkins  has  moved  quickly  to  rejigger  the  fund's  hold- 
ings, reducing  its  stocks  from  120  to  a  more  manageable  90.  In 
his  first  year  Corkins  delivered  a  respectable  10.6%.  Unfortu- 
nately, Janus  Fund  remained  5.2  points  behind  the  S&P. 

To  Black,  the  answer  to  setting  Janus  on  the  right  course  lies 
in  the  past,  before  the  house  got  wiggy  in  the  late  1990s.  "I  view 
us  as  a  research  firm,"  Black  says.  As  founder  Bailey  originally  set 
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it  up,  the  joint  was  known  for  peering  deeply  into  the  souls 
of  its  target  companies.  Analysts  quizzed  customers  and 
suppliers  and  tried  out  products  themselves. 

In  1999  we  described  Bailey  sitting  in  a  glass-walled 
panopticon  office,  looking  with  pleasure  at  empty  desks  of 
his  analysts  who  were  all  out  interviewing  company  man- 
agers and  customers.  Janus  TV  ads  showed  analysts  engag- 
ing in  subterranean  adventures  with  fiber-optic  cables. 

But  going  out  on  (or  under)  the  road  won't  save  your 
portfolio  if  you  think  that  no  price  is  too  high.  At  the  peak 
of  the  insanity  Janus  owned  not  just  that  house  of  cards 
Enron  (Janus  was  one  of  its  largest  shareholders)  but  good 
companies  that  were  simply  way  too  expensive,  like  Time 
Warner  at  200  times  trailing  earnings  and  Cisco  Systems 
at  204  times.  "Janus'  success  in  the  1990s  led  to  overconfidence 
and,  in  some  ways,  complacency,"  says  a  Morningstar  report. 
That  cockiness  inspired  analysts  and  managers  to  ignore  histor- 
ical valuations  and  chase  whatever  was  sexy,  especially  in  tech 
and  telecom.  No  effective  systems  were  in  place  to  prevent  over- 
lapping stock  ownership  among  funds. 

And  Janus'  popularity  meant  that  many  funds  became 
bloated  with  assets  that  hurt  their  flexibility;  fund  closings  often 
came  too  late  to  prevent  this.  Then  once  the  market  slide  arrived, 
too  many  analysts  were  tech-centered  and  lacked  the  broad  scope 
needed  to  get  Janus  out  of  its  corner. 

Research  is  in  Blacks  blood.  As  a  well-regarded  tobacco  ana- 
lyst, he  took  a  leap  in  1993  to  warn  investors  that  cigarette  prices 
were  weakening.  Prices  for  an  addictive  product  that's  heavily 


Janus'  Winners 


The  firm's  five  best-performing  funds  aren't  in  its  traditional  mold  of 
large-cap  growth.  All  beat  the  S&P  500's  six-year  showing,  2.9%. 

mm 


Mid  Cap  Value-lnv 
Janus  Small  Cap  Value-lnv 
Janus  Overseas  Fund 
Janus  Contrarian  Fund 
Janus  Venture  Fund 


14.0% 
11.5 
10.8 
10.6 
6.7 


15.3% 
12.4 
47.2 
24.6 
23.6 


$1.13 
1.16 
1.12 
1.04 
1.07 


Performance  through  Dec.  31,  2006.  Sources:  Forbes;  Upper. 


regulated  only  tend  to  go  up,  but  Black  saw  a  glut  of  supply.  A 
few  months  later  Philip  Morris  (now  Altria)  cut  prices  on  its 
Marlboro  line.  Philip  Morris  stock  fell  22%  that  day. 

Black  remained  a  tobacco  analyst  as  the  industry  came  under 
activists'  and  politicians'  fire,  and  its  stock  withered.  He  watched 
RJR  Nabisco  pull  its  Joe  Camel  ads  in  1995,  the  industry  lose  a 
lawsuit  in  Minnesota  a  year  later  and  then  50  state  attorneys  gen- 
eral gang  up  to  force  a  $200  billion  settlement  on  Big  Tobacco. 
When  many  others  were  very  downbeat  on  tobacco,  he  remained 
forthrightly  bullish — and  emerged  vindicated.  He  correctly 
divined  that  the  leading  players  would  survive  the  settlement  and 
enjoy  stock  appreciation. 

Black  has  taken  several  tough  steps  to  right  Janus: 
ANALYSTS.  He  has  boosted  the  number  of  analysts  from  26  to 
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Deserves  respect 
and  approval. 


ADMIRABLE 


Deserves 
great  funds. 


**** 

Fidelity  Capital  Appreciation  Fund 

Among  1400  Large  Growth  Funds 

'Fund  charges  a  short-term  trading  fee  of  1.00%  for  shares  held  less  than 
2Foreign  investments  involve  greater  risks  than  US  investments,  inciudim 
fluctuations,  all  of  which  may  be  magnified  in  emerging  markets. 
The  Overall  Morningstar  Rating™  for  a  fund  is  derived  from  a  weighted 
5-,  and  10-year  (if  applicable).  Morningstar  Rating™  metrics  as  of  11/30/06. 


***** 

Fidelity  International  Discovery  Fund'-2 

Among  533  Foreign  Large  Blend  Funds 


Open  a  Fidelity  no-fee3  IRA  today.  Fidelity.com/IRAFunds 


1  800  FIDELITY 


Fidelity 

INVESTMENTS  & 


Smart  move'. 


Capital  Appreciation  was  rated  against  large  growth  funds  as  follows:  1400,  1100,  and  425;  received  4,  5,  and  4  stars  for  the  3-,  5-, 
and  10-year  periods,  respectively.  International  Discovery  was  rated  against  foreign  large  blend  funds  as  follows:  533,  434,  and  187; 
received  4,  5,  and  5  stars  for  the  3-,  5-,  and  10-year  periods,  respectively.  For  each  fund,  Morningstar  calculates  a  Morningstar  Rating'" 
metric  each  month  by  subtracting  the  return -on  a  90-day  U.S.  Treasury  Bill  from  the  fund's  load-adjusted  return  for  the  same  period, 
and  then  adjusting  this  excess  return  for  risk.  The  top  10%  of  funds  in  each  broad  asset  class  receive  5  stars,  the  next  22:5%  receive  4 
stars,  the  next  35%  receive  3  stars,  the  next  22.5%  receive  2  stars,  and  the  bottom  10%  receive  1  star.  Although  gathered  from  reliable 
sources,  data  completeness  and  accuracy  cannot  be  guaranteed  by  Morningstar.  Past  performance  is  no  guarantee  of  future  results. 
©2005  Morningstar,  Inc.  All  rights  reserved.  The  information  contained  herein:  (1)  is  proprietary  to  Morningstar  and/or  its  content 
providers;  (2)  may  not  be  copied  or  distributed;  and  (3)  is  not  warranted  to  be  accurate,  complete  or  timely.  Neither  Morningstar  nor 
its  content  providers  are  responsible  for  any  damages  or  losses  arising  from  any  use  of  this  information.  Fidelity  does  not  review  the 
Morningstar  data  and,  for  mutual  fund  performance  information,  you  should  check  the  fund's  current  prospectus  for  the  most  up-to- 
date  information  concerning  applicable  loads,  fees  and  expenses. 

MRA  Brokerage  account  fee  is  eliminated  (except  SIMPLE  IRA).  Fund  expenses  and  brokerage  commissions  still  apply.  Depending. on 
your  situation,  low-balance,  short-term  trading,  and  account-closing  fees  may  apply. 

Before  investing,  consider  the  fund's  investment  objectives,  risks,  charges,  and  expenses.  Contact  Fidelity  for  a 
prospectus  containing  this  information.  Read  it  carefully. 

Fidelity  Brokerage  Services,  Member  NYSE,  SIPC  449842 


Thomas  Marsico 


Janus'  Doppelganger 

Star  stock  picker  Thomas  Marsico  left  Janus  in  1997 
after  a  run-in  with  founder  Thomas  Bailey.  Marsico, 
rigorous  about  research,  encouraged  analysts  to  be 
generalists.  Once  he'd  gone,  they  veered  into  tech, 
tech  and  more  tech,  with  a  lamentable  outcome. 
That's  the  buzz  anyway  in  the  Denver  financial  com- 
munity, where  Marsico  stayed  to  open  his  own  money 
management  firm— and  thrived  despite  the  2000-02 
market  slump. 

There's  a  joke  circulating  among  Denver  fund  types: 
Will  Marsico's  funds  become  larger  than  the  Janus 
funds  on  Marsico's  way  up,  or  on  Janus'  way  down? 

Janus  has  $158  billion  under  management.  But  $55  billion  of  that  is  in  Janus-affili- 
ated Intech  funds — quantitative  products  for  institutions,  managed  by  a  separate 
staff  in  Florida.  Janus  owns  78%  of  Intech.  Janus-only  funds  still  are  suffering 
investor  defections,  with  $128  million  in  net  withdrawals  over  the  last  year. 

Marsico  has  four  no-load  funds  with  $9.6  billion  under  management,  raking  in 
$1 .7  billion  in  new  money  last  year.  Count  the  28  funds  that  Marsico  subadvises 
(example:  the  USAA  Growth  Fund)  and  assets  are  $73  billion  and  rising,  with 
$321  million  in  fresh  investments  for  the  subadvisees  in  2006.  So  you  could  say 
Marsico  is  closing  in  on  his  former  employer.  He  is  gaining  because  he's  untainted 
by  the  tech  overbuying  and  the  market-timing  scandal  that  besmirched  Janus. 

Marsico's  other  advantage:  performance.  His  four  funds  outran  Janus  equity  funds 
over  the  last  six  years  (which  includes  most  of  the  bear  market),  up  an  annual  2.6% 
while  Janus  lost  0.1%.  Marsico  Growth,  with  $2.7  billion  under  management, 
bested  the  similar  $11.5  billion  Janus  Fund  with  2.2%  annually  to  the  Janus  flag- 
ship's negative  2.7%.  Marsico  Focus,  with  29  names,  beat  Janus  Twenty,  which  he 
led  for  years,  2.4%  to  0.4%. 
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45  and  the  number  of  stocks  they  cover 
from  500  to  1,200.  He  also  has  pushed  ana- 
lysts to  think  more  globally.  They  once  cov- 
ered just  100  non-U.S.  stocks;  now,  450. 

Janus  analysts  used  to  be  loosely  organ- 
ized and  tended  to  focus  on  tech,  telecom  and 
health  care.  Under  Black,  they  are  in  eight  sec- 
tor groups  covering  the  span  of  global  busi- 
ness. The  new  analysts  that  he's  brought  to 
the  firm  aren't  the  typical  Janus  recruits,  who 
were  hired  straight  out  of  college.  While  Janus 
does  recruit  out  of  B-schools,  new  hires  must 
have  worked  in  investing  beforehand.  Janus 
also  has  brought  in  folks  with  Ph.D.s  in  the 
likes  of  health  care  and  geology. 

Former  Janus- ite  Sandy  R.  Rufenacht, 
who  left  in  2003  to  start  his  own  firm,  runs 
into  Janus  analysts  more  and  more  on  com- 
pany visits,  a  sign  to  him  that  the  old 
research  mojo  is  back.  "When  I  was  head- 
ing out  of  a  meeting  with  Time  Warner 
Telecom  here  in  Denver,  the  Janus  analysts 
were  heading  in,"  he  says.  "We  see  them  all 
the  time  when  we're  visiting." 

To  show  his  devotion  to  the  analysts' 
craft,  Black  put  the  research  group  in 
charge  of  Janus  Mercury  after  Corkins  was 
moved  to  the  flagship  fund.  At  Mercury, 


weighting  now  is  health  care  at  17%,  with  financial  service  (15%) 
next.  Jonathan  Coleman,  co-chief  investment  officer  and  man- 
ager of  Janus  Enterprise,  jocularly  points  out  that  competitor 
T.  Rowe  Price's  stock  is  one  of  his  biggest  positions.  Where  the 
biggest  25  holdings  used  to  make  up  55%  of  the  firm's  assets,  they 
now  constitute  just  30%. 

The  exceptions  to  the  loose  ban  on  concentration  are  a  cou- 
ple of  specialized  funds,  Janus  Twenty  and  Janus  Forty,  which 
have  that  many  stocks  under  their  wings.  Even  at  ultraconcen- 
trated  Janus  Twenty,  though,  the  largest  position  is  Celgene,  at 
5%  of  the  portfolio.  As  recently  as  2004, 16%  of  the  assets  were  in 
Ebay  and  close  to  the  same  in  Amazon. 

LOADS.  Janus  was  historically  a  no-load  house.  Not  anymore. 
Black  is  now  focusing  on  selling  funds  through  brokers  and 
financial  advisers. 

Why?  To  stem  redemptions.  As  a  pure  no-load  shop,  noth- 
ing stood  between  Janus  and  its  fleeing  clientele  in  the  bust 
years.  The  beauty  of  advisers  is  that,  if  you  want  to  cash  out, 
those  wise  souls  can  talk  you  into  sticking  around,  telling  you 
the  lousy  numbers  will  improve.  And  after  all,  everybody  else  is 
selling  funds  this  way.  "That's  how  85%  of  funds  are  sold," 
argues  Black. 

Much  of  Black's  recovery  plan  hinges  on  continued  market 
health.  Many  economists  are  predicting  an  economic  downturn 
up  ahead.  Another  slump  would  be  most  unwelcome  at  a  com- 
pany still  trying  to  wipe  away  the  dirt  of  its  go-go  years.  F 


since  renamed  Janus  Research,  results  are 
mixed.  In  2006  the  research  band  clocked  an  8.7%  return — 7.1 
points  shy  of  the  S&P's  performance.  Janus  Research  did  well 
with  General  Electric  and  Apple,  but  got  hurt  by  slumping 
Qualcomm  and  Sysco. 

PAY.  Short-term  gains  and  window-dressing  used  to  be 
rewarded  at  Janus.  The  game  was  all  about  year-end  prettifying  of 
portfolios  by  selling  dogs  and  glomming  on  to  momentum- 
driven  stocks  that  might  fizzle  later.  No  more.  Black  replaced  the 
old  system,  based  on  one-year  performance  and  asset  growth, 
with  a  new  scheme  that  pays  the  most  for  three-year  records. 

RISK  MANAGEMENT.  The  fund  company,  sadly,  wasn't  pay- 
ing attention  to  this  when  its  portfolios  were  at  their  most  risky. 
Now  Janus  has  a  group  that  monitors  risk.  If  a  stock  pick  looks 
too  loony  or  a  manager  is  buying  too  much  of  one  position,  the 
risk  group  flags  it.  Then  the  fund  manager  has  to  justify  the  move 
to  the  front  office.  The  risk  group  also  ensures  that  cross-hold- 
ings are  minimized.  That's  where  many  Janus  funds  own  the 
same  stocks,  a  copycat  approach  that  the  old  inbred  Janus  had 
too  much  of.  The  risk:  Fund  manager  A  thinks  he's  a  genius  for 
picking  a  rising  stock  when  it's  buy  orders  from  manager  B  down 
the  hall  that  are  propping  up  the  price. 

CONCENTRATION.  The  labors  of  the  risk  police  have  paid  off, 
and  the  huge  bets  of  yore  are  a  memory.  In  1999  Janus  funds  had 
41%  of  their  assets  in  infotech  and  15%  in  telecom. 

Today  diversification  rules  and  the  tech-telecom  portions  are 
much  reduced,  to  20%  and  1%.  The  second-largest  current  sector 
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)n  thousands  of  narrow  streets  in  cities  and  villages  all  over 

Central  America,  you'll  find  tiendas  ...  tiny  stores  selling  groceries 

nd  essentials.  Food  companies  face  a  unique  challenge  delivering 
I 

"sfrigerated  foods  to  these  out-of-the-way  places.  So  Cargill's  supply 
hain  specialists  fit  a  solution  to  the  need.  Sales  representatives 
avel  on  maneuverable  motorcycles  equipped  with  iceboxes  and 
andheld  computers ...  delivering  the  products  tiendas  need,  when 
ley  need  them.  Proving  that  a  delivery  system  doesn't  have  to  be 
ig  to  be  efficient.  This  is  how  Cargill  works  with  customers. 

o  1 1  a  b  o  rate     >     create    >  succeed 


vw.  cargillcreates.  com 
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Cargill 
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Transforming  Buildings  Proves  Profitably 


The  founder  of  one  of  Japan's 
fastest-growing  real  estate 
companies  is  an  entrepreneur 
with  a  unique  vision.  Attrib- 
uting some  environmental  problems  to  the  "scrap-and-build" 
mentality  that  for  years  ruled  Japan's  building  industry,  he  dog- 
gedly concentrates  on  renovating  and 
revitalizing  old  buildings  in  Tokyo. 

This  strategy  has  worked  extreme- 
ly successfully  for  Tomoaki  Horigu- 
chi  (48),  president  of  Sun  Frontier 
Fudousan  Co.,  Ltd.,  founded  in 
1999.  The  firm's  revitalization  busi- 
ness (he  calls  it  "replanning")  is  go- 
ing so  well  its  estimated  earnings  for 
fiscal  2007  have  recently  undergone  a 
major  upward  revision.  Net  sales  are 
now  expected  to  grow  109.2%  year- 
on-year  to  JPY35  billion  (US$299.1 
million),  with  ordinary  income  ris- 
ing by  115.9%  to  JPY7.5  billion 
(US$64.0  million)  and  net  income 
surging  167.2%  to  JPY4.4  billion 
(US$54.5  million). 

"These  are  yet  conservative  fig- 
ures," says  Horiguchi  with  a  confi- 
dent smile,  indicating  he  sees  no  end 
to  his  firm's  continued  expansion  and 
success.  "We  know  how  to  reuse  old 
buildings  effectively,  and  the  market 
is  crying  for  our  kind  of  expertise." 

Horiguchi  attributes  his  opti- 
mism to  the  company's  estimate  based 
on  a  government  survey  that  shows  approximately  JPY4  trillion 
(US$22.6  billion)  worth  of  private  sector  office  buildings  older 
than  20  years  will  need  revitalization  every  year  from  now  on  in 
the  Tokyo  metropolitan  area. 

And  Sun  Frontier  stands  ready  to  deliver  the  goods,  having 
established  a  solid  business  model  that  meets  the  needs  of  this 
grossly  untapped  market:  buying  old  buildings  with  lower  than 


Property  in  Japan  basically  means  land  -  buildings 
are  scrapped  and  built  constantly.  A  young  entrepre- 
neur is  challenging  this  land  myth  and  adding  value  to 
older  buildings  by  totally  transforming  them. 


50%  occupancy  rate  (most 
them  worth  around  JPY2 
million,  or  US$1.7  millk 
so  far),  renovating  them  e 
tensively,  achieving  full  occupancy  before  completion,  and  se 
ing  them  to  investors  or  building  funds,  or  leasing  them  o 
themselves  —  all  in  an  average  purchase-to-resale  time 
just  5.1  months. 

One  of  the  firm's  largest  and  most  recent  projects  —  t 
conversion  of  an  office/apartment/sports  complex  into 
eight-floor,  approximately  19,000-square-foot  office  buil 
ing  is  expected  to  be  completed  in  just 
months.  Sun  Frontier  regards  this  projt 
as  the  symbol  of  its  evolution  into  t 
next  stage  of  its  expansion. 

Sun    Frontier's  succ< 
is  driven  by  its  strate 
of  transforming  buil 
ings  in  Tokyo  —  est. 
dally  in  three  centi 
wards  that  account  i 
50.2%  of  the  city's  ■ 
fice  stock.  Employees 
the  firm's  branches  £ 
seasoned  professions 
fully  versed  in  the  nee 
of  their  respective  m 
kets.  The  firm's  replanni 
staff  is  fully  supported  by 
other  divisions  handling  su 
services  as  real  estate  brokerage, 
fice  and  housing  leasing,  and  propel 
management. 

"The  real  secret  behind  our  success  lies  in  our  unrivaled  It 
ing  capability,"  points  out  Horiguchi.  "The  crucial  part  of  repla 
ning  is  achieving  full  occupancy  before  work  is  completed.  r< 
people  know  virtually  all  the  ins  and  outs  of  their  territories,  inclu 
ing  who  lives  where  and  what  specific  needs  there  are.  This  is  son 
thing  our  rival  firms  can  hardly  emulate." 

"With  conventional  development  projects,"  Horiguc 
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Transformation  Through  Comprehensive  Services 


A  typical  Sun  Frontier  project: 
as  commercial  rents  were  much 
higher  than  offices  in  the  Ginza  area, 
a  25-year-old  office  building  was 
converted  into  a  vibrant  destination, 
resulting  in  a  50%  rent  increase. 
Additionally,  earthquake 
resistance  doubled. 
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proves  itself  useful  to  society,  I  believe  succes 
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Horiguchi's  Little  "Philosophy  Notebook' 


tresses,  "usable  buildings  are  mercilessly  demolished,  produc- 
ng  huge  amounts  of  industrial  waste  and  toxic  emissions  and 
equiring  massive  construction  materials  made  from  precious 
latural  resources.  Through  replanning,  we  are  committing 
lurselves  to  halting  growing  environmental  destruction  while 
reating  a  vibrant  urban  infrastructure  designed  to  coexist  with 
tature.  Our  business  model  significantly  curbs  the  use  of  con- 
truction  materials  that  cause  depletion  of  natural  resources,  as 
/ell  as  industrial  wastes  and  carbon  dioxide  emissions." 

A  case  in  point  is  a  project  undertaken  two  years  ago  to  con- 
ert  a  four-story  dormitory  building  into  a  shopping  and  rental 
ousing  complex  in  Tokyo's  Shibuya  ward.  The  firm  reports 
,864  metric  tons  of  carbon  dioxide  would  have  been  gener- 
ted  had  the  old  premises  been  demolished  and  replaced  with 
ew  construction.  However,  actual  emissions  were  limited  to 
15.8  metric  tons  —  a  56.2%  reduction. 

Horiguchi  admits  his  unconventional  approach  to  business 
ased  on  a  corporate  credo  advocating  altruism  initially  "drew 
Micuie."  In  fact,  even  after  his  firm  listed  on  JASDAQin  fiscal 
005,  institutional  investors  were  generally  reluctant  to  meet 
im. 

"But  that's  a  thing  of  the  past,"  notes  Horiguchi  happily. 
Dur  performance  has  completely  changed  the  initial  percep- 
on.  We  are  now  a  company  to  be  reckoned  with." 


[Delivering  Higher  Returns 


i  Net  Sales 

35,000 


(millions  of  yen) 


5.0 


Ordinary  Profit     (millions  of  yen) 

3,000 


'06* 


FY  '03    04  05 
Non-consolidated 
BIH  Consolidated 

"  Figures  for  2006  estimated  (FY  ending  March  2007) 


FY  '03      '04         '05  '06* 


Non-consolidated 
Consolidated 


Tomoaki  Horiguchi 

President  and  CEO 


Believing  a  company  is  "only  as  good  as  its  employees,"  Tomoaki 
Horiguchi  spends  more  than  80%  of  his  time  fostering  employees 
dedicated  to  Sun  Frontier's  three-point  corporate  policy:  altru- 
ism over  egoism,  effort  second  to  none,  and  absolutely  proactive 
attitude. 

Since  establishing  his  firm,  Horiguchi  has  steadfastly  followed 
a  routine  of  spending  every  Sunday  writing  a  3,000-word  address 
to  present  to  his  employees  at  a  regular  Monday  morning  meeting. 
His  thoughts  touch  on  a  wide  range  of  matters,  both  professional 
and  personal. 

"The  main  purpose  is  to  educate  and  enlighten  the  employees 
about  our  corporate  ethos,"  says  Horiguchi.  "Composing  these  es- 
says, digesting  what  I  have  said,  and  trying  my  utmost  to  live  up  to 
practice  what  I  preach  have  also  been  a  tremendously  enlightening 
tool  for  my  own  growth  as  president  -  a  human  being.  After  all,  a 
company  is  also  only  as  good  as  its  proprietor,  and  I  consider  it  my 
responsibility  to  further  my  own  enlightenment." 

Condensed  versions  of  Horiguchi's  addresses  are  contained  in 
a  204-page  booklet  called  "Philosophy  Notebook"  -  a  must  read 
for  all  his  employees  who  he  expects  to  share  his  vision  and  beliefs. 
A  section  of  the  notebook  is  dedicated  to  a  collection  of  remarks  by 
Kazuo  Inamori,  founder  of  Kyocera  and  an  ordained  Zen  priest  who 
Horiguchi  reveres.  Coming  across  Inamori's  remarks  on  altruism 
on  a  cassette  eleven  years  ago,  Horiguchi  vowed  to  discard  ego- 
centrism  and  start  caring  about  the  needs  and  happiness  of  others 
more  than  his  own,  which  became  the  core  of  his  philosophy. 

"I  always  had  a  craving  for  truth  about  the  real  purpose  of  life," 
reflects  Horiguchi.  "I  found  it  when  I  heard  what  Inamori-san  had 
to  say  about  the  importance  of  serving  all  stakeholders  including 
employees.  The  words  of  one  of  Japan's  most  respected  business 
leaders  hit  me  hard.  And  I  began  to  realize  the  real  worth  of  one's 
life  should  be  judged  by  how  useful  one  is  to  others.  Likewise,  if  a 
company  proves  itself  useful  to  society,  I  believe  success  will  follow 
automatically." 


II  follow  automatically. 
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Balancing  Acts 


Our  Best  Buy  funds  deliver  a  decent  return 
to  investors  while  keeping  costs  under 
control  By  Scott  DeCarlo 


I  NVESTORS  ARE  GETTING  SMARTER  ABOUT  HOW 
I  mutual  funds  spend  their  money,  and  the  fund 
I  business  has  become  more  competitive.  To  that 
I  end  the  Investment  Company  Institute  reports 
IB  that  as  of  2005  fund  expenses,  for  both  stock  and 
bond  funds,  were  at  a  25-year  low.  Our  Best  Buy  funds 
are  not  only  stingy  with  overhead  costs  but  also  have 
done  a  decent  job  in  delivering  risk-adjusted  returns 
over  the  long  haul.  For  equity  funds,  costs  and  perform- 
ance are  equally  weighted.  For  bond  funds,  in  which 
management  is  less  relevant,  costs  are  more  important 
and  are  given  more  weight.  Our  cost  calculations  take 
into  account  sales  load,  fund  overhead  expenses  and 
trading  commissions.  F 


D  A+ 

B  A 

D  A+ 

B  A 


STOCK  FUNDS 

Vanguard  Selected  Value/662-7447 

14.3%  19.1% 

$4,549 

16  5 

.4.4  4 

$0.58e 

$25,000 

T  Rowe  Price  Capital  Appreciation/638-5660 

11.9  14.5 

9,174 

18  _j 

17.2  5 

0.85 

2,500 

Target  Small  Cap  Value-T/225-1 852 

16.8  17.7 

319 

17 

1.4  5 

0.91 

25,000 

Yacktman  Fund/525-8258 

15.3  22.4 

429 

19  : 

15.6  5 

0.94 

2,500 

Fidelity  Value  Fund/343-3548 

13.9  15.1 

17,832 

18 

7.9  4 

0.84 

2,500 

Pennsylvania  Mutual-lnv/348-1414 

15.2  14.8 

4,039 

18 

1.2  4 

1.03 

2,000 

J  Bruce  Fund/872-7823 

28.2  17.7 

304 

14 

0.4  5 

1.14 

1,000 

Vanguard  Strategic  Equity/662-7447 

12.1  13.4 

7,207 

15 

3.3  4 

0.59e 

10,000 

Northern  Small  Cap  Value/595-91 1 1 

14.4  20.3 

649 

16 

1.0  4 

1.03 

2,500 

Royce  Total  Return-lnv/348-1414 

13.5  14.5 

5,961 

17  . 

1.7  4 

1.18 

2,000 

GLOBAL  FUNDS 

Oakmark  Global-l/625-6275 

19.0  24.2 

2,597 

17  1 

9.3  4 

1.27 

1,000 

Vanguard  Global  Equity/662-7447 

13.9  23.6 

4,747 

14  1 

8.8  4 

1.03 

3,000 

Polaris  Global  Value/888-263-5594 

17.7  24.6 

569 

14 

5.9  2 

1.44 

2,500 

American  Funds  Capital  Inc  Builder-A/421  -41 20 

11.5  21.4 

80,853 

15  ; 

!9.5  5 

0.65e 

250 

American  Funds  Capital  World  G  &  l-A/421  -41 20 

12.8  22.4 

79,971 

15  : 

16.8  5 

0.85 

250 

Fidelity  Worldwide  Fund/343-3548 

7.9  17.4 

1,356 

18  ; 

!4.6  4 

1.07 

2,500 

FOOTNOTES-ON  PA'<|fc9P..- ..-     ,  ,  ,  FOR  \iORE.  Ft'.MDS  GO  TO  WWW.FORBES.COM/FUNDSURVEY 
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FOREIGN  FUNDS 

•B 

•A 

Lazard  International  Small  Cap-Open/823-6300 

15.8% 

25.8% 

$801 

16 

$2.4 

5 

$1.37 

$10,000 

A 

•A 

Oakmark  International  Fund-l/625-6275 

13.4 

30.6 

8,440 

16 

21.4 

5 

1.20 

1,000 

C 

B 

Vanguard  International  Value/662-7447 

11.3 

27.4 

7,342 

13 

26.0 

4 

0.66 

3,000 

A 

A 

Harbor  lnternational-lnv/422-1 050 

13.6 

32.2 

17,643 

16 

32.5 

4 

1.37 

2,500 

EUROPEAN  FUNDS 

•B 

•B 

Fidelity  Europe  Capital  Appreciation/343-3548 

10.8 

35.5 

1,195 

18 

7.8 

5 

1.35 

2,500 

A 

B 

Vanguard  European  Stock  lndex-lnv/662-7447 

8.1 

33.5 

24,658 

14 

37.1 

4 

0.34 

3,000 

PACIFIC  FUNDS 

A 

Matthews  Korea  Fund/789-2742 

32.7 

13.0 

248 

13 

3.9 

5 

1.50 

2,500 

B 

D 

T  Rowe  Price  New  Asia/638-5660 

16.9 

36.1 

2,110 

18 

3.5 

4 

1.43 

2,500 

alanced  Funds 


PERFORMANCE 
UP  DOWN 

A          FUND/800  PHONE 

6-YEAR 
.  ANNUALIZED 

1-YEAR 

ASSETS 
11/30/06 
(SMIL) 

WEIGHTED 
AVERAGE 
P/E 

MARKET 
CAP 
(SBIL) 

AVERAGE 
DURATION 
(YEARS) 

EXPENSES 
PER 
$100 

MINIMUM 

INITIAL 
INVESTMENT 

BALANCED  FUNDS 

D 

A 

Vanguard  Wellesley  lncome-lnv/662-7447 

7.3% 

11.2% 

$12,597 

14 

$55.2 

5.2 

$0.24 

$3,000 

D 

A+ 

Berwyn  Income  Fund/992-6757 

9.6 

8.7 

229 

17 

6.6 

NA 

0.72 

3,000 

B 

B 

Vanguard  Wellington  Fund-lnv/662-7447 

3.1 

14.9 

45,169 

16 

58.0 

4.6 

0.29 

3,000 

A+ 

Fidelity  Balanced  Fund/343-3548 

8.6 

11.6 

22,231 

17 

13.3 

NA 

0.64 

2,500 

B 

Oakmark  Equity  &  lncome-l/625-6275 

11.2 

10.8 

11,534 

16 

16.9 

3.2 

0.89 

1,000 

A 

Vanguard  STAR  Fund/662-7447 

6.8 

11.6 

13,789 

17 

28.5 

6.1 

0.36 

1,000 

TAXABLE  U.S.  TREASURY 

A+ 

F 

Vanguard  Long-Term  Treasury-lnv/662-7447 

6.4% 

1.7% 

4.7% 

$2,247 

10.0 

$0.26 

$3,000 

A 

F 

Vanguard  Intermediate  Treasury-lnv/662-7447 

5.4 

3.1 

4.6 

4,012 

5.2 

0.26 

3,000 

A+ 

F 

American  Century  Target  2025-I/826-8323 

7.9 

-1.2 

4.4 

324 

18.6 

0.58 

2,500 

A+ 

F 

American  Century  Target  2020-I/826-8323 

7.4 

0.3 

4.5 

221 

13.7 

0.58 

2,500 

TAXABLE -GINNIE  MAE 

C 

C 

Vanguard  GNMA  Fund-lnv/662-7447 

5.3 

4.3 

5.1 

23,165 

4.5 

0.21 

3,000 

c 

B 

Payden  GNMA  Fund/572-9336 

5.3 

4.4 

5.0 

148 

4.0 

0.50 

5,000 

c 

B 

Fidelity  Ginnie  Mae/343-3548 

4.8 

4.1 

5.0 

3,373 

4.2 

0.45 

2,500 

c 

B 

USAA  GNMA  Trust/531  -8448 

4.7 

4.1 

4.9 

517 

4.4 

0.49 

3,000 

SEE  FOOTNOTES  ON  PAGE  90                 FOR  MORE  FUNDS  GO  TO  WWW.FORBES.COM/FUNDSURVEY 
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D 

B 

C 

C 

:  C 

C 

D 

B 

A+ 

F 

A 

D 

C 

B 

B 

B 

A+ 

D 

A+ 

F 

A+ 

F 

A+ 

D 

D 

A 

D 

A 

F 

A+ 

D 

A 

B 

B 

A 

D 

A+ 

F 

C 

B 

A 

D 

B 

B 

C 

A 

A 

C 

B 

c 

A 

c 

A 

F 

A 

c- 

A 

D 

TAX  ABLE- JUNK 

Westcore-Flexible  Income/392-2673 
Buffalo  High-Yield  Fund/492-8332 
NB  High  Income  Bond-lnv/877-9700 
Fidelity  Capital  &  Income/343-3548 
TAXABLE-SHORT-TERM 
Vanguard  Short-Term  Bond  lndex-lnv/662-7447 
Fidelity  Intermediate  Bond/343-3548 
Fidelity  Intermediate  Govt  Income/343-3548 
Vanguard  Short-Term  Inv  Grade-lnv/662-7447 
TAXABLE-MEDIUM-TERM 
Vanguard  Intermediate  Bond  lndex-lnv/662-7447 
Vanguard  Intermed  Inv  Grade-lnv/662-7447 
Dodge  &  Cox  Income  Fund/621-3979 
TCW  Total  Return  Bond-l/386-3829 
TAXABLE-LONG-TERM 
Vanguard  Inflation-Protected  Secs-lnv/662-7447 
Vanguard  Long-Term  Bond  Index/662-7447 
Vanguard  L-T  Investment  Grade-lnv/662-7447 
American  Century  Inflation-Adj  Bond-lnv/826-8323 
MUNICIPAL-SHORT-TERM 
Vanguard  Limited-Term  Tax-Exempt-lnv/662-7447 
Fidelity  Short-Intermediate  Muni/343-3548 
Vanguard  Short-Term  Tax-Exempt-lnv/662-7447 
Bernstein  Diversified  Muni/227-4618 
MUNICIPAL-MEDIUM-TERM 
Vanguard  High-Yield  Tax-Exempt-lnv/662-7447 
Vanguard  Insured  Long-Term  Tax-Ex-lnv/662-7447 
Vanguard  Long-Term  Tax-Exempt-lnv/662-7447 
Fidelity  Intermediate  Muni  Income/343-3548 
MUNICIPAL-LONG-TERM 
Fidelity  Municipal  Income/343-3548 
T  Rowe  Price  Summit  Muni  Income/638-5660 
T  Rowe  Price  Tax-Free  High  Yield/638-5660 
USAA  Tax-Exempt  Long-Term/531-8448 
MUNICIPAL-ONE-STATE 
Fidelity  California  Muni  Income/343-3548 
Fidelity  Mass  Muni  Income/343-3548 
Vanguard  NJ  Long-Term  Tax-Ex-lnv/662-7447 
Fidelity  New  York  Muni  Income/343-3548 
Vanguard  Penn  Long-Term  T-E-lnv/662-7447 


9.3% 
8.3 
74 
9.9 


4.2 
5.3 
4.5 
4.5 


14.3% 
8.6 
8.0 
13.0 

4.0 
4.3 
3.6 
5.0 


6.1 
6.1 
6.3 
6.2 


3.9 
4.4 
5.3 
5.3 


6.6% 
NA 
7.3 
6.1 

4.9 
4.8 
4.3 
5.1 


$257 
182 
587 
7,203 

5,294 
7,766 
735 
17,677 


4.4 
NA 
4.2 
NA 

2.5 
3.6 
3.3 
1.7 


$0.85 
1.02 
0.91 
0.77 

0.18 
0.46 
0.45 
0.21 


$2,500 
2,500 
2,000 
2,500 


3,000 
2,500 
2,500 
3,000 


7.1 
7.3 
7.6 
6.7 


0.4 
2.6 
2.8 
0.1 


3.4 
3.5 
2.6 
3.9 


3.3 
3.0 
3.2 
3.2 


5.6 
5.4 
5.3 
5.0 


5.5 
4.9 
5.1 
4.0 


5.7 


4.8 


5.9 
63 


5.5 
6.9 


5.8 


4.8 


5.2 
5.4 

5.3 
5.5 


4.6 


5.3 


4.7 
5.2 
4.6 
4.8 


5.1  6,301  5.9  0.18  3,000 

5.3  5,189  5.0  0.21  3,000 

NA  11,709  3.9  0.44  2,500 

5.0  525  5.2  0.44  2,000 


2.4 
5.3 
5.7 
4.4 


9,865 
2,181 
5,859 
1,245 


3.5 
3.2 
3.4 
NA 


6,670 
1,494 
4,083 
3,861 


6.0 
10.6 
11.0 

6.4 

2.2 
3.0 
1.1 
4.0 


0.20 
0.18 
0.25 
0.49 

0.16 
0.49 
0.16 
0.61 


3,000 
3,000 
3,000 
2,500 


3,000 
10,000 

3,000 
25,000 


4.1 
3.9 
3.9 
3.5 


5,674 
3,222 
2,356 
2,103 


5.4 
6.0 
6.2 
5.0 


0.16 
0.16 
0.16 
0.42 


3,000 
3,000 
3,000 
10,000 


3.6 
3.7 
4.1 
3.7 


4,653 
404 
1,573 
2,436 


6.5  0.47  10,000 


5.6 
5.3 
5.4 


3.6 
3.6 
3.9 
3.6 
3.9 


1,576 
1,854 
1,718 
1,405 
2,390 


6.4 
6.6 
6.4 
6.9 
6.1 


0.50 
0.70 
0.55 

0.48 
0.47 
0.16 
0.48 
0.16 


25,000 
2,500 
3,000 


10,000 
10,000 

3,000 
10,000 

3,000 


tPn^!Z^ie ££?tj?  a  V'  f006'  '  Fund.ratfd  f°r  three  Periods  on'K  maximum  allowable  grade:  A.  e:  Estimate.  'Tax  efficiency  based  on  past  performance;  ranking  from  1  (best) 
to  b  (worst).  'Cost  drag.  Annual  expense  ratio  plus  brokerage  commissions  paid  by  the  fund  for  buying  and  selling  securities.  NA:  Not  available.  Sources.  Forbes;  Upper;  Momingstar. 
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BROADENING  PERSPECTIVES 


If  you  want  to  optimize  the  numbers  in  your  investment  portfolio  -  and  maximize  the  number  of  stamps  in  your 
passport  -  Northern  Trust  will  help  get  you  there.  Our  investment  approach  starts  with  strategic  asset  allocation  and 
includes  multifaceted  solutions  such  as  alternative  investments,  enhanced  indexing  and  multi-manager  programs. 
As  one  of  the  world's  largest  asset  managers,  our  clients  look  to  us  to  deliver  a  comprehensive  investment  program 
that  drives  their  overall  financial  plan.  So  you  can  expand  your  portfolio  as  well  as  your  horizons.  To  learn  more  about 
our  investment  solutions,  call  800-468-2352  or  visit  northerntrust.com. 

Northern  Trust 

Private  Banking    |    Asset  Management    |    Financial  Planning    |    Trust  Services    |    Estate  Planning  Services    |    Business  Banking 
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At  the  Extremes 

Measured  by  performance  or  costs,  these 
are  not  average  mutual  funds. 

By  Scott  DeCarlo 


FUND  MANAGERS  TEND  TO  FARE 
well  in  either  bullish  or  bear- 
ish markets— but  not  both. 
Our  first  pair  of  tables  below 
cites  a  few  noteworthy  exceptions,  such  as 
Harbor  International,  run  by  Hakan  Castegren  for  the 
past  19  years.  FORBES  grades  Harbor  A  for  both  up- 
and  down-market  performance.  Castegren  has 

Brilliant 


delivered  a  19.7%  annual  return  over  the  past 
five  years. 

Almost  as  hard  to  do:  Deliver  rotten  results  in 
both  bull  and  bear  markets.  American  Century 
Ultra-Investors  accomplished  that  with  a  doubie- 
D  performance. 

You  should  pay  as  much  attention  to  costs  as 
you  do  to  past  performance.  Van  Wagoner 
Emerging  Growth  is  a  standout  on  the  bad  end  of 
the  bell  curve,  with  a  cost  drag  (operating  expenses 
plus  trading  commissions)  of  $8.09  per  $100  in 
assets.  It's  hard  to  win  a  race  with  that 
kind  of  headwind. 

In  contrast,  three  Fidelity  funds,  one 
E-Trade  fund  and  one  Vanguard  fund  have 
drags  of  less  than  15  cents. 

See  www.forbes.com/fundsurvey  for  more  in- 
formation on  these  funds  and  thousands  more.  F 


Dismal 


PERFORMANCE 

PERFORMANCE 

UP 

▲ 

)0WI\ 

■ 

FUND 

TOTAL 
RETURN 
1-YEAR 

UP 

▲ 

DOW 

M 

FUND 

TOTAL 
RETURN 
1-YEAR 

Harbor  International-lnv 

32.2% 

Saratoga  Large  Cap  Growth-I 

-5.8% 

Oakmark  International  Fund-I 

30.6 

American  Century  Ultra-lnv 

-3.3 

1 

I 

Heartland  Value  Fund 

28.0 

1 

Citizens  Core  Growth-Standard 

-2.0 

Royce  Heritage  Fund-Svc 

22.6 

Phoenix  Nifty  Fifty-A 

-1.5 

Schroder  US  Opportunities-lnv 

20.9 

D 

D 

USAA  Growth  Fund 

-0.5 

Low  Cost  Drag 

COST  DRAG 

TOTAL 
RETURN 

High  Cost  Drag 

COST  DRAG 

TOTAL 
RETURN 

FUND 

PER  SI  00 

1-YEAR 

FUND 

PER  $100 

1-YEAR 

E-Trade  S&P  500  Index 

$0.10 

15.7% 

Van  Wagoner  Emerging  Growth 

$8.09 

1 0.8% 

Fidelity  Spartan  US  Equity  Index-lnv 

0.10 

15.7 

Dreyfus  Founders  Passport-A 

6.61 

30.4 

Fidelity  Spartan  Total  Mkt  Index-lnv 

0.10 

15.7 

US  Global  China  Region  Opportunity 

4.73 

38.0 

Fidelity  Spartan  Extended  Mkt  Index-lnv 

0.11 

15.3 

Driehaus  Emerging  Markets  Growth 

3.92 

41.2 

Vanguard  Tax-Mgd  Growth  &  Income-lnv 

0.14 

15.7 

Robeco  Boston  Partners  Long/Short  Eq-lnv 

3.80 

16.2 

Best  No-Load  Funds 

TOTA 

L  RFTURN 

Worst  No-Load  Funds 

TOTA 

RFTURN 

6-YEAR 

6-YEAR 

|  FUND 

1-YEAR 

ANNUALIZED  i 

FUND 

1-YEAR 

ANNUALIZED 

ProFunds-Real  Estate-lnv 

48.5% 

23.2% 

ProFunds-Semiconductor-lnv 

-14.3% 

-17.9% 

Cohen  &  Steers  Realty  Shares 

37.1 

21.9 

ProFunds-Biotechnology-lnv 

-8.8 

-7.0 

T  Rowe  Price  Real  Estate 

36.8 

22.1 

Touchstone  Sands  Cap  Select  Gr-Z 

-6.5 

0.3 

SSgA  Tuckerman  Active  REIT 

36.0 

21.4 

Saratoga  Large  Cap  Growth-I 

-5.8 

-5.5 

Aston/ABN  Amro  Real  Estate-N 

36.0 

21.0 

TCW  Select  Equities-I 

-5.1 

-1.0 

Best  Load  Funds 

L  RETURN 

Worst  Load  Funds 

TOTA 

L  RETURN 

6-YEAR 

6-YEAR 

;  FUND 

1-YEAR 

ANNUALIZED 

FUND 

1-YEAR 

ANNUALIZED 

First  American  Real  Estate  Secs-A 

39.1% 

22.6% 

Oppenheimer  Real  Asset-A 

-13.1% 

5.9% 

MS  Real  Estate  Fund-A 

38.3 

21.8 

Saratoga  Health  &  Biotech-A 

-5.7 

-6.9 

VanKampen  Real  Estate  Secs-A 

37.4 

21.5 

Enterprise  Equity  Fund-A 

-5.5 

-0.9 

Phoenix  Real  Estate  Secui  ities-A 

36.3 

22.5 

Phoenix  Market  Neutral  Fund-A 

-5.4 

1.8 

Hancock  Real  Estate-A 

36.2 

20.2 

Touchstone  Large  Cap  Growth-A 

-3.9 

-0.1 

Performance  through  Dec.  31,  200  Cost  arag:  Annual  expense  ratio  plus  brokerage  commissions  paid  by  the  fund  for  buying  and  selling  securities. 
Sources:  Forbes;  Upper;  Mornings  . 
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SPEND  HOURS   DEVOUR  QU,ZBR0THER 

ONLINE  FINANCE  MAGS  IN-LAW 


Picking  a  fund  for  your  IRA? 
Let  Janus  do  the  research. 


11/99 


4/03 


Don't  stress  over  your  IRA  contribution  this  year. 
Pick  a  Janus  fund,  and  leave  the  research  to  us. 

Janus  applies  a  painstaking  research  process  to  seek 
opportunities  and  screen  for  risk.  Expertise  sharpened 
over  35  years  has  delivered  performance  like  that  of 
Janus  Fundamental  Equity  Fund  (see  chart). 

Make  a  big  decision  easy.  Talk  to  your  financial  advisor 
about  a  Janus  fund  for  your  IRA. 


2007  FUND  SURVEY 


Fund  Ratings 

How  well  did  your  fund  do  in  last 
year's  bull  market?  In  bad  markets? 
And  how  much  of  a  cost  drag  will 
hamper  it  in  future  years? 

By  John  Chamberlain 


OUR  RATING  PERIOD  FOR  DOMESTIC  STOCK  FUNDS  STARTS  IN 
January  1994  and  covers  four  bull  and  bear  market  cycles.  Funds 
that  have  been  around  for  only  three  cycles  get  a  provisional 
grade  marked  with  a  bullet.  To  be  included  in  these  tables  funds 
had  to  have  earned  at  least  a  provisional  grade  and  have  at  least 
$600  million  in  assets. 

We  grade  funds  on  a  curve  against  a  market  benchmark, 
with,  for  example,  the  top  5%  of  four-cycle  funds  getting  an  A+. 
Our  benchmark  for  domestic  stock  funds  is  the  S&P  500  index, 
which  had  an  average  annual  return  of  2.9%  over  the  last  six 
years.  In  comparison  the  domestic  stock  funds  in  these  tables 
averaged  5.6%.  F 


1     PI  kmUMAMIT 

PERFORMANCE 

IQTALR 

:TIIRN 

UP 

▲ 

DOWN 

6- YEAR 

COST 
DRAG 

UP 

▲ 

DOWN 

• 

6-YEAR 

CO 
DP./ 

FUND 

ANNUALIZED 

1  -YEAR 

PER  $100 

FUND 

ANNUALIZED 

_^  '  

1-YEAR 

PER  J 

AIM  Basic  Value  Fund-A 

5.3% 

13.2% 

$1.23 

D 

A 

American  Funds  American  Mutual-A 

7.7% 

16.2% 

SO.f 

•B 

•C 

AIM  Capital  Development  A 

6.0 

16.2 

1.64 

B 

B 

American  Funds  Fundamental  Inv-A 

7.0 

19.2 

0.( 

AIM  Charter  Fund-A 

1.0 

16.3 

1.34p 

American  Funds  Growth  Fund  Amer-A 

4.3 

10.9 

O.f 

C 

D 

B 

C 

C 

D 

AIM  Constellation  Fund-A 

-1.6 

5.9 

1.47 

C 

B 

American  Funds  Invest  Co  of  Amer-A 

5.8 

15.9 

0.! 

A 

D 

AIM  Dynamics  Fund-A 

-1.9 

16.5 

1.34 

A 

D 

American  Funds  New  Economy-A 

3.5 

14.7 

O.j 

A 

AIM  Energy  Fund-A 

14.5 

9.7 

1.34 

D 

B 

American  Funds  Washington  Mutual-A 

6.5 

18.0 

0.! 

c 

B 

AIM  Financial  Services-A 

4.5 

16.3 

1.34 

•D 

•B 

Ameristock  Mutual  Fund 

3.7 

17.9 

0.J 

AIM  Large  Cap  Growth-A1 

-3.3 

7.1 

1.67 

F 

A+ 

Ariel  Fund 

11.1 

10.3 

1.1 

s 

H 

AIM  Leisure  Fund-A 

8.1 

24.2 

1.36 

D 

A+ 

Ariel  Appreciation  Fund 

9.9 

10.9 

1.; 

c 

B 

AIM  Mid  Cap  Core  Equity-A 

7.5 

11.1 

1.41 

•B 

•C 

Artisan  Small  Cap-lnv 

8.2 

6.9 

u 

•  B 

•A 

AIM  Real  Estate  Fund-A 

23.4 

36.3 

1.31 

D 

c 

Aston/ABN  Amro  Growth-N 

-1.1 

3.3 

i.i 

AIM  Small  Cap  Growth-A 

2.2 

14.3 

1.59 

•B 

•A 

Aston/Optimum  Mid  Cap-N3 

11.9 

20.9 

u 

AIM  Summit  Fund-A 

-3.0 

7.8 

1.40p 

B 

C 

Baron  Asset  Fund 

7.0 

14.6 

V 

a 

AIM  Technology  Fund-A 

-11.5 

10.0 

2.00 

•B 

•  B 

Baron  Growth  Fund 

12.4 

15.5 

iJ 

Alger  Fund-MidCap  Growth-A 

4.1 

9.7 

1.97e 

D 

B 

BB&T  Large  Cap-A 

6.4 

21.2 

i.i 

Allegiant  Multi-Factor  Small  Cap  Val-A 

11.8 

13.0 

1.95 

•B 

•A 

BlackRock  Aurora-A 

10.9 

12.8 

i.i 

c 

B 

AllianceBernstein  Growth  &  Inc-A 

4.3 

16.9 

1.21 

C 

B 

BlackRock  Basic  Value-A" 

7.3 

22.4 

u 

c 

D 

AllianceBernstein  Growth-A 

-1.5 

-2.0 

1.65 

D 

A 

BlackRock  Equity  Dividend-A5 

8.6 

19.0 

i.i 

c 

D 

AllianceBernstein  Large  Cap  Growth-A 

-4-2 

-0.9 

1.67 

C 

D 

BlackRock  Fundamental  Growth-A6 

-2.1 

3.7 

1.: 

A 

D 

AllianceBernstein  Mid-Cap  Growth-A 

2.8 

1  4 

C 

C 

BlackRock  Index  Equity-A 

1.5 

ICC 
1  D.D 

U.' 

•D 

•C 

Allianz  CCM  Capital  Apprec-A 

0.3 

6.6 

1.48 

c 

D 

BlackRock  Investment-A7 

0.1 

14.0 

1. 

•C 

•C 

Allianz  CCM  Mid-Cap-A 

2.5 

3.9 

1.59 

F 

A 

BlackRock  Mid-Cap  Value  Eq-A8 

4.4 

19.5 

1. 

Allianz  NFJ  Small-Cap  Value-A 

16.9 

18.6 

1.33 

A+ 

F 

BlackRock  Small  Cap  Growth  Eq-A 

0.2 

18.7 

1. 

A 

Allianz  OCC  Renaissance-A 

9.7 

12.0 

1.48 

B 

A 

BlackRock  Value  Opps-A9 

12.1  

12.1 

1. 

Allianz  OCC  Target-A2 

-0.9 

14.3 

1.49 

B 

C 

Brandywine  Fund 

2.7 

11.1 

1. 

•C 

•B 

Amer  Beacon  Large  Cap  Value-PA 

10.2 

18.7 

0.94 

B 

C 

Brandywine  Blue 

3.6 

10.9 

1. 

B 

C 

American  Century  Equity  Growth-lnv 

4.3 

14.1 

1.02p 

A 

c 

Calamos  Growth-A 

6.3 

1.4 

1. 

American  Century  Equity  Income-lnv 

10.4 

19.5 

1.09 

D 

B 

Calvert  Social-Equity-A 

4.2 

10.2 

1. 

1 

1 

American  Century  Giftrust 

-1.1 

17.2 

1.27 

A+ 

•A 

CGM  Realty  Fund 

28.9 

29.0 

1. 

American  Century  Growth-lnv 

-1.2 

7.9 

1.08 

F 

A+ 

Clipper  Fund 

 72  

15.3 

1. 

B 

c 

American  Century  Heritage-lnv 

2.6 

17.0 

1.28 

A 

A+ 

Cohen  &  Steers  Realty  Shares 

21.9 

37.1 

1. 

B 

c 

American  Century  Inc  &  Growth-lnv 

4.8 

17.2 

0.85  e 

A 

B 

Columbia  Acorn  Fund-A 

12.7 

14.1 

i 

•B 

•A 

American  Century  Real  Estate-lnv 

22.0 

34.3 

1.59 

•B 

•B 

Columbia  Acorn  USA  Fund-A 

12.8 

7.9 

1. 

F 

D 

American  Century  Select-lnv 

-2.9 

-1.8 

1.06 

D 

D 

Columbia  Large  Cap  Growth-A 

-1.7 

10.1 

1. 

•D, 

•B 

American  Century  Strat  Alloc-Agg-lnv 

5.4 

14.1 

1.64e 

•C 

•C 

Columbia  Large  Cap  Index-A 

2.4 

15.4 

0. 

•D 

•B 

American  Century  Strat  Alloc-Mod-lnv 

5.7 

12.2 

1.59e 

C 

B 

Columbia  Large  Cap  Value-A 

6.1 

17.7 

i 

D 

D 

American  Century  Ultra-lnv 

-1.7 

-3.3 

1.03 

•c 

•C 

Columbia  LifeGoal  Growth-A 

4.8 

16.5 

1 

D 

A 

American  Century  Value  Fund-lnv 

10.4 

18.5 

1.14 

B 

D 

Columbia  Mid  Cap  Growth-A 

1.2 

117  

1 

American  Century  Vista-lnv 

2.0 

9.1 

1.30 

B 

•A 

Columbia  Real  Estate  Equity-A 

18.3 

33.4 

1 

C 

B 

American  Funds  Amcap  Fund-A 

4.2 

8.6 

0.68 

C 

A 

Columbia  Small  Cap  Core-A 

13.6 

15.9 

1 

SEE  FOOTNOTES  ON  PAGE  101                FOR  MORE  FUNDS  GO  TO  WWW.FORBES.COM/FUNDSURVEY 
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ORMA 
DOWN 

MCE 

KJIAI  Kh 

IUKN 

COST 

PERI 
UP 

ORM/S 
DOWN 

NCE 

(DIAL 

IUKN 

COST 

6-YEAR 

DRAG 

▲ 

6-YEAR 

DRAG 

FUND 

ANNUALIZED 

1-YEAR 

PER  $100 

FUND 

ANNUALIZED 

1-YEAR 

PER  $100 

•D 

Columbia  Small  Cap  Growth  ll-A 

2.2% 

12.1% 

$1.59p 

A 

D 

Federated  Mid-Cap  Growth  Strategies-A 

1 .9% 

8.7% 

$1 .59 

•B 

Columbia  Small  Cap  Index-A 

10.8 

14.6 

0.51  e 

B 

B 

Federated  Mid-Cap  Index 

8.3 

9.8 

0.51 

A 

Columbia  Small  Cap  Value  l-A 

13.5 

19.3 

1.36e 

C 

B 

Federated  Stock  Trust 

6.0 

17.4 

1.12 

•P 

Columbia  Strategic  Investor-A 

1.8 

29.1 

1.45e 

C 

D 

Fidelity  Adv  Equity  Growth-T 

-2.5 

6.3 

1.58 

•A 

CRM  Small  CapValue-lnv 

14.8 

14.5 

1.34e 

D 

B 

Fidelity  Adv  Equity  Income-T 

6.6 

16.8 

1.34 

B 

Davis  Financial  Fund-A 

6.4 

18.7 

1.00 

•D 

•C 

Fidelity  Adv  Growth  &  Income-T 

2.2 

12.4 

1.59 

C 

Davis  Venture  Fund-A 

5.6 

15.1 

0.89  p 

D 

D 

Fidelity  Adv  Growth  Oppors-T 

0.6 

4.9 

1.50 

C 

Davis  Opportunity-A 

8.3 

17.6 

1.28 

•D 

•B 

Fidelity  Adv  Health  Care-T 

0.9 

5.7 

1.64p 

A+ 

Davis  Real  Estate-A 

20.8 

34.6 

1.14 

•C 

•D 

Fidelity  Adv  Large  Cap-T 

0.4 

12.4 

1.72 

B 

Delaware  Large  Cap  Value-A 

5.6 

23.4 

1.41 

•  B 

•C 

Fidelity  Adv  Mid  Cap-T 

6.2 

13.0 

1.66e 

A 

Delaware  Small  Cap  Value-A 

14.4 

15.3 

1.55 

•A 

•F 

Fidelity  Adv  Technology-T 

-3.4 

5.8 

2.13  p 

D 

Delaware  Trend  Fund-A 

2.2 

6.9 

1.65 

B 

B 

Fidelity  Adv  Value  Strategies-T 

10.2 

15.6 

1.73 

D 

Delaware  US  Growth-A 

-3.8 

2.3 

1.32e 

A+ 

F 

Fidelity  Aggressive  Growth  Fund 

-9.8 

8.9 

1.28 

A 

Dodge  &  Cox  Stock  Fund 

12.2 

18.5 

0.55 

F 

B 

Fidelity  Asset  Manager  70%10 

2.8 

10.3 

0.91  e 

C 

Domini  Social  Equity 

1.7 

12.7 

0.98  e 

D 

D 

Fidelity  Blue  Chip  Growth 

-1.6 

5.5 

0.63 

B 

Dreyfus  Appreciation  Fund 

2.2 

16.3 

0.94e 

A 

D 

Fidelity  Capital  Appreciation 

6.7 

13.8 

1.15 

C 

Dreyfus  Basic  S&P  500 

2.7 

15.5 

0.20 

JL 

B 

Fidelity  Contrafund 

7.1 

11.5 

1.05p 

C 

Dreyfus  Disciplined  Stock 

1.5 

15.7 

1.08 

c 

C 

Fidelity  Disciplined  Equity 

3.9 

14.6 

1.03 

C 

Dreyfus  Fund 

2.4 

15.6 

0.89 

c 

B 

Fidelity  Dividend  Growth 

2.9 

14.7 

0.67p 

C 

Dreyfus  Growth  &  Income 

2.0 

14.1 

1.18 

c 

B 

Fidelity  Equity-Income 

6.3 

19.8 

0.74 

B 

Dreyfus  Midcap  Index 

8.4 

9.9 

0.51 

D 

B 

Fidelity  Equity-Income  II 

5.3 

13.7 

1.05e 

•B 

Dreyfus  Midcap  Value 

9.3 

9.3 

1.57e 

•  B 

•B 

Fidelity  Export  &  Multinational 

7.5 

8.4 

1.11  p 

B 

Dreyfus  Premier  Core  Value-A 

4.7 

21.0 

1.30 

c 

B 

Fidelity  Fifty  Fund 

5.8 

11.1 

1.34p 

B 

Dreyfus  Premier  New  Leaders-A 

7.9 

13.6 

1.24 

c 

C 

Fidelity  Fund 

2.5 

13.7 

0.75 

•D 

Dreyfus  Premier  S&P  Stars-A 

0.0 

11.2 

1.65 

D 

B 

Fidelity  Growth  &  Income 

1.7 

10.7 

0.69 

C 

Dreyfus  S&P  500  Index 

2.4 

15.2 

0.50 

A 

D 

Fidelity  Growth  Company 

-0.3 

9.6 

1.08 

D 

DWS  Capital  Growth-A 

-2.1 

8.1 

1.12 

B 

D 

Fidelity  Independence 

0.8 

12.3 

1.13p 

A 

DWS  Dreman  High  Return  Equity-A 

7.6 

17.4 

1.14 

•C 

•P 

Fidelity  Large  Cap  Stock 

0.4 

13.0 

1.17e 

A 

DWS  Dreman  Small  Cap  Value-A 

16.3 

23.8 

1.57 

B 

A+ 

Fidelity  Low-Priced  Stock 

17.4 

17.8 

0.88 

C 

DWS  Equity  500  Index-S 

2.7 

15.6 

0.27p 

D 

c 

Fidelity  Magellan  Fund 

0.5 

7.2 

0.73 

C 

DWS  Growth  &  Income-A 

1.6 

13.1 

1.15 

A 

•c 

Fidelity  Mid-Cap  Stock 

3.4 

14.8 

0.91  e 

A 

DWS  Large  Cap  Value-A 

6.6 

15.6 

1.17 

A+ 

p 

Fidelity  New  Millennium 

2.7 

13.5 

1.19 

D 

DWS  Mid  Cap  Growth-A 

3.2 

10.8 

1.45 

A 

p 

Fidelity  OTC  Portfolio 

0.3 

9.4 

0.81 

F 

DWS  Technology  Fund-A 

-7.5 

0.3 

1.63 

B 

A+ 

Fidelity  Real  Estate  Investment 

21.2 

32.8 

0.83 

A 

Eaton  Vance  Large-Cap  Value-A 

8.3 

18.8 

1.21  p 

A 

P 

Fidelity  Select— Biotechnology 

-4.7 

3.6 

1.19 

•C 

Eaton  Vance  Tax-Mgd  Growth  1.1-A 

2.4 

13.3 

0.84  e 

A+ 

B 

Fidelity  Select— Brokerage  &  Inv 

10.6 

21.2 

1.24 

C 

Eaton  Vance  Utilities-A 

9.5 

28.5 

1.22e 

B 

A 

Fidelity  Select— Defense  &  Aero 

14.2 

20.6 

1.07 

c 

Enterprise  Growth  Fund-A 

-1.7 

7.5 

1.99p 

A+ 

.  F- 

Fidelity  Select— Electronics 

-4.5 

0.3 

1.30 

B 

Evergreen  Disciplined  Value-A 

7.5 

20.3 

1.29e 

A 

B 

Fidelity  Select— Energy 

13.9 

14.2 

1.23p 

B 

Evergreen  Equity  Income-A 

6.3 

16.6 

1.46e 

A+ 

B 

Fidelity  Select— Energy  Service 

11.4 

8.7 

1.09p 

c 

Evergreen  Fundamental  Large  Cap-A 

3.0 

11.8 

1 .57  p 

D 

B 

Fidelity  Select— Health  Care 

1.3 

5.1 

1.13 

c 

Evergreen  Growth  Fund-A 

3.9 

10.5 

1.55 

D 

A+ 

Fidelity  Select— Medical  Delivery 

12.8 

-1.6 

1 .22  e 

c 

Evergreen  Large  Cap  Equity-A 

3.4 

17.2 

1.15 

A 

A 

Fidelity  Select— Natural  Gas 

11.6 

5.3 

1.48p 

D 

Evergreen  Mid  Cap  Growth-A 

2.5 

13.1 

1.53 

A+ 

P 

Fidelity  Select— Software/Comp 

4.4 

24.9 

1.28 

D 

Evergreen  Omega  Fund-A 

-0.1 

5.1 

1  77 

A+ 

F 

Fidelity  Select— Technology 

-4.3  

7.5 

1 .55  p 

A 

Evergreen  Special  Values-A 

15.6 

21.4 

1.44e 

A 

P 

Fidelity  Select— Utilities  Growth 

3.3 

30.1 

1.23e 

C- 

Excelsior  Small  Cap 

10.2 

16.4 

1.33 

D 

B 

Fidelity  Small  Cap  independence 

8.8  14.6 

1.03 

C 

Excelsior  Value  &  Restructuring-Shs 

8.4 

14.9 

1.11 

B 

C 

Fidelity  Spartan  500  Index-lnv 

2.8 

15.7 

0.10p 

A+ 

FAM  Value  Fund 

10.6 

8.7 

1.21 

B 

C 

Fidelity  Spartan  US  Equity  Index-lnv 

2.8 

15.7 

0.10 

B 

Federated  American  Leaders-A 

4.4 

16.6 

1.34p 

C 

C 

Fidelity  Stock  Selector 

2.6 

13.1 

1.12 

C 

Federated  Capital  Appreciation-A 

3.0 

16.0 

1.28p 

C 

P 

Fidelity  Trend  Fund 

2.9 

13.1 

0.97 

C 

Federated  Equity  Income-A 

4.3 

23.0 

1.20 

A 

D 

Fidelity  Utilities  Fund 

4.6 

30.5 

1.04e 

B 

Federated  Kaufmann-A 

10.1 

14.6 

2.11  e 

B 

A 

Fidelity  Value  Fund 

13.9 

15.1 

0.84 

C 

Federated  Max-Cap  Index-lnst 

2.6 

15.4 

0.36 

•C 

•B 

Fifth  Third  Disciplined  Large  Cap  Val-A 

6.5 

20.8 

1.44p 
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B 
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D 

Franklin  Capital  Growth-A 

7  A 

—LA 

O  A 

0.4 

1.10p 

A+ 

D 

Janus  Venture  Fund 

7 
0./ 

73  F, 

1 
1 

c 

C 

Franklin  DynaTech  Fund-A 

-\  7 
l.i 

7  £ 

lb 

1.05 

C 

B 

Jennison  Blend  Fund-A 
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A  Q 

1  a  q 
I  U.o 

1 
1 

D 

A 

Franklin  Rising  Dividends-A 
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San  Francisco  has  long  been  recog- 
lized  as  America's  great  center  of  free- 
ninking  idealism  and  frontier  adaptability. 
Knd  the  city's  rich  history  is  evident  in 
i  diverse  array  of  neighborhoods  and 
farming  architecture. 

But  while  San  Francisco's  people  are 
ledicated  to  preserving  their  architectural, 
listorical  and  cultural  treasures,  they  are 
ertainly  not  stuck  in  the  past.  In  fact,  one 
4  i        recent  study  indicates 
that  San  Francisco  is 
y     the  city  most  able  to 
(  take  advantage  of 
opportunities  in  the 
new  economy,  based 
on  its  educated  work- 
force, innovative  spirit 
ind  the  availability  of  venture  funding. 

The  following  profile  introduces  you 
o  one  successful  company  that  helps  peo- 
)le  in  the  Bay  Area  and  across  the  country 
;olve  an  age-old  challenge. 


F  RAN  C  I  SCO 


Kelleher  &  Associates 

wvm.agreatmatch.com 

©  2007  EMI  Network  Inc.  •  800-999-1950  •  www.eminetwork.com  •  EMI  Network  Proprietary  Special  Section  ■  Photo  ©  2003  Don  Kerkhof-lmagewerks  Studio 


OMTI.OfnC 

SAN  FRANCICSO 


Kelleher  &  Associates 

Professional  Matchmakers  for  Exceptional  Singles 


Being  "single  and  searching"  is  supposed  to  be  easier  than  it 
once  was.  We  are  no  longer  expected  to  make  our  way  to  the 
local  bar  to  meet  our  mate.  And  no  one's  twisting  our  arm  to  go 
to  the  firms  Christmas  party,  in  hopes  we'll  meet  a  beautiful  woman 
we  haven't  already  met  in  the  elevator. 

Thanks  to  sawy  technology,  we  can  "virtually"  date  from 
our  very  own  laptop,  and/or  read  our  future  date's  "profile"  from 
the  convenience  of  our  Blackberries  and  Treos. 

And  what  about  all  those  singles 
services  we  keep  hearing  about? 

Speed  dating,  I-dating,  dating  services,  group  dinner  dating, 
lunch  dates;  date,  date,  date... Maybe  that  Christmas  party  doesn't 
sound  so  bad.  Well,  sit  back  and  take  a  deep  breath.  We  found 
one  company  in  this  billion-dollar  industry  that  stands  alone... 
and  the  best  part  about  them,  the  word  "date"  never  comes  up! 

Meet  Jill  Kelleher  and  her  daughter  Amber  Kelleher-Andrews. 
Their  company,  Kelleher  &  Associates,  Inc.,  works  like  an  executive 
search  firm  for  us  busy  professionals.  Hmmm,  "head  hunters"  for 
our  love  life?  What  a  great  concept! 

This  well-known  matchmaking  team  has  graced  the  high-end 
magazines  we  read,  been  featured  in  the  publications  on  the 
airlines  we  fly,  and  has  shown  up  on  our  television  screens  for 
over  two  decades.  That's  right  -  20  years! 

The  Kellehers  have  been  described  as  the  "Matchmakers  to 
the  Rich  and  Famous"  by  20/20,  but  if  asked,  they  will  say  they 
represent  "regular  people"  too.  "Our  clients  are  all  passionate  about 
who  they  are  and  what  they  have  accomplished,  both  personally 
and  professionally,"  says  Jill,  the  company's  founder  and  CEO. 

With  further  research,  we've  uncovered  that  Jill  and  Amber 
have  an  impeccable  reputation  and  represent  today's  top  profes- 
sionals, many  of  whom  hold  high-level  positions  at  major  companies 
this  magazine  writes  about.  Who  knew? 

Jill  and  Amber  knew,  and  so  do  the  hundreds  of  executives 
who  each  year  discreetly  use  Kelleher  to  find  their  perfect  mates. 
"We  keep  our  client  list  totally  confidential,"  says  Jill.  "Men  don't 
tell  people  they  met  their  wife  through  a  matchmaker,  they  tell 
everyone  they  met  through  mutual  friends." 

The  secret  to  the  company's 
longevity  and  success? 

"1  hat's  simple,"  Jill  says.  "It's  our  clientele.  We  represent  the 
most  attractive,  well-educated  and  interesting  people  in  the  world, 
and  they  are  incredible  people  to  work  with." 


In  many  respects,  the  Kellehers  have  replicated  the  advan- 
tages of  a  franchise:  familiarity,  multiple  offices  nationwide  and 
brand  recognition.  Yet  they  have  simultaneously  maintained  their 
hands-on  approach,  another  key  to  their  success. 

Their  headquarters  is  in  the  San  Francisco  Bay  area,  but  the 
Kellehers'  list  of  exceptional  clientele  continues  to  grow  across  the 
nation.  In  fact,  they  have  clients  in  every  state. 

"Why  leave  your  love  life  to  chance?"  asks  Amber.  "Let's 
face  it,  who  you  choose  to  spend  your  life  with  is  one  of  the  most 
important  decisions  you  will  ever  make.  Our  clients  trust  us  toi 
introduce  them  to  the  right  one." 

For  the  busy  executive  who  has  everything  but  "the  right  one, 
the  Kellehers  are  just  a  Blackberry  or  a  Treo  or  a  phone  call  away! 


Kelleher  &  Associates 

Exquisite  Matchmaking  Since  1986 


 ®  

San  Francisco  Bay  A  WWW.agreatmatch.COITl       Nationwide  -  1-800-401-6282 
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COST 

6-YEAR  DRAG 
ANNUALIZED     1-YEAR    PER  SI  00 


X* 

Longleaf  Partners  Fund 

10.7% 

21.6% 

$0.99 

A 

Longleaf  Partners  Small-Cap 

14.6 

22.3 

1.04 

A 

Loomis  Sayles  Small  Cap  Value-R 

12.3 

18.0 

1.36 

B 

Lord  Abbett  Affiliated  Fund-A 

5.0 

17.6 

0.90 

B 

Lord  Abbett  All  Value-A 

7.0 

13.6 

1.29 

D 

Lord  Abbett  Developing  Growth-A 

3.4 

12.4 

1.63p 

C 

Lord  Abbett  Growth  Oppors-A 

1.5 

7.3 

1.71 

B 

Lord  Abbett  Large-Cap  Core-A 

3.3 

12.5 

1.39 

H+ 

Lord  Abbett  Mid-Cap  Value-A 

10.7 

12.4 

1.14e 

A 

Lord  Abbett  Small-Cap  Value-A 

15.1 

20.4 

1.49e 

D 

MainStay  Capital  Appreciation-A 

-4.5 

3.3 

1.36 

B 

MainStay  ICAP  Equity-I'6 

6.2 

20.2 

0.94 

D 

MainStay  Large  Cap  Growth-A 

1.1 

6.5 

1.42e 

B 

MainStay  MAP  Fund-A 

8.7 

16.1 

1.52 

C 

MainStay  S&P  500  Index-A 

2.6 

15.1 

0.74 

A 

MainStay  Small  Cap  Opportunity-A 

17.5 

125 

2.00 

B 

MainStay  Value  Fund-A 

5.1 

18.3 

1.36 

A 

Mairs  &  Power  Growth  Fund 

9.0 

10.2 

0.76p 

C 

Managers  Special  Equity-Mgrs 

5.3 

11.3 

1.68 

A 

Marshall  Mid-Cap  Value-Y 

13.1 

13.9 

1.35 

D 

Mass  Investors  Growth  Stock -A 

-3.5 

7.5 

1.28e 

C 

Mass  Investors  Trust-A 

1.3 

13.2 

1.04 

B 

Masters'  Select  Equity  Fund 

5.2 

9.3 

1.35 

A 

Merger  Fund 

3.5 

11.0 

2.01 

A 

Meridian  Growth 

10.8 

15.8 

0.91 

A 

Meridian  Value  Fund 

10.6 

18.7 

1.25 

D 

MFS  Capital  Opportunities-A 

-2.3 

14.4 

1.42 

D 

MFS  Core  Growth-A 

-2.8 

9.4 

2.05  p 

F 

MFS  Emerging  Growth-A 

-3.0 

7.5 

1.50 

D 

MFS  Mid  Cap  Growth-A 

-5.9 

2.2 

1.60e 

C 

MFS  New  Discovery-A 

1.1 

12.8 

1.72e 

D 

MFS  Research  Fund-A 

0.1 

10.3 

1.28 

D 

MFS  Strategic  Growth-A 

-4.3 

6.2 

1.71  e 

C 

MFS  Utilities-A 

7.5 

31.5 

1.38 

A 

MFS  Value-A 

6.6 

20.7 

1.23e 

B 

MidCap  SPDRs 

8.5 

9.4 

0.30e 

C 

Montag  &  Caldwell  Growth-N 

-1.2 

8.1 

1.13 

B 

MS  Dividend  Growth-A 

3.1 

11.2 

0.96 

B 

MS  Equally  Weighted  S&P  500-A 

8.3 

15.2 

0.65 

D 

MS  Focus  Growth-A 

-2.9 

0.0 

1.18e 

A 

MS  Special  Value-A 

13.9 

25.6 

1.39 

B 

MS  Strategist-A 

4.4 

14.6 

1.04e 

C 

MS  Utilities-A 

3.4 

20.2 

1.25 

B 

Muhlenkamp  Fund 

10.4 

4.1 

1.08e 

C 

Munder  Index  500-A 

2.3 

15.1 

0.66 

A 

Munder  Small-Cap  Value-A 

16.9 

10.5 

1.44 

D 

NB  Focus  Fund-lnv 

2.4 

12.4 

0.95 

A+ 

NB  Genesis  Fund-lnv 

13.4 

7.3 

1.09 

C 

NB  Guardian  Fund-lnv 

5.9 

13.5 

0.97 

B 

NB  Partners  Fund-lnv 

7.9 

13.2 

1.03 

B 

NB  Socially  Responsive-lnv 

7.8 

14.4 

1.12 

C 

Nicholas  Fund 

2.4 

9.3 

0.86  p 

C 

Northern  Growth  Equity 

0.0 

9.7 

1.12 

B 

Northern  Small  Cap  Value 

14.4 

20.3 

1.03 

EE  FOOTNOTES  ON  PAGE  101 


PERFORMANCE 

TOTAI  RF 

TURN 

UP 

A 

DOWN 

FUND 

6-YEAR 
ANNUALIZED 

1-YEAR 

COST 
DRAG 
PER  SI  00 

F 

A 

Oakmark  Fund-I 

8.8%  18.3% 

$1.14p 

•C 

•A 

Oakmark  Select  Fund-I 

10.9 

13.6 

1.06 

D 

B 

Old  Mutual  Analytic  Defensive  Equity-A 

6.5 

8.3 

1.32e 

•B 

•  B 

Olstein  All  Cap  Value17 

9.1 

14.4 

2.34e 

B 

D 

Oppenheimer  Capital  Appreciation-A 

0.0 

7.5 

1.28e 

C 

D 

Oppenheimer  Discovery  Fund-A 

0.5 

4.8 

1.56 

D 

C 

Oppenheimer  Equity  Fund-A 

3.5 

10.3 

1.04 

D 

D 

Oppenheimer  Growth  Fund-A 

-4.0 

4.6 

1.28 

D 

C 

Oppenheimer  Main  Street-A 

3.3 

14.9 

1.07 

D 

B 

Oppenheimer  Quest  Value-A 

4.7 

16.0 

1  42 

B 

A 

Oppenheimer  Small  &  Mid  Cap  Val-A 

16.3 

18.0 

1.68 

C 

B 

Oppenheimer  Value-A 

9.1 

158 

1.20 

D 

B 

Parnassus  Equity  Income-lnv 

7.9 

14.7 

1.20p 

C 

A 

Pennsylvania  Mutual-lnv 

15.2 

14.8 

1.03 

•B 

•A 

Phoenix  Real  Estate  Securities-A 

22.5 

36.3 

1.36e 

D 

B 

Pioneer  Equity  Income-A 

6.5 

23.3 

1.08 

C 

C 

Pioneer  Fund-A 

3.4 

16.4 

1.11 

B 

-c 

Pioneer  Growth  Opportunities-A'8 

6.8 

4.8 

1.26p 

C 

A 

Pioneer  Mid  Cap  Value-A 

11.0 

12.3 

1.29e 

D 

B 

Pioneer  Value-A 

5.6 

155 

1.12e 

C 

C 

T  Rowe  Price  Blue  Chip  Growth 

1.1 

9.7 

0.93 

D 

A+ 

T  Rowe  Price  Capital  Appreciation 

11.9 

14.5 

0.85 

D 

B 

T  Rowe  Price  Dividend  Growth 

4.8 

16.4 

1.13 

D 

A 

T  Rowe  Price  Equity  Income 

8.0 

19.1 

0.74 

B 

C 

T  Rowe  Price  Equity  Index  500 

2.6 

15.4 

0.36 

D 

B 

T  Rowe  Price  Growth  &  Income 

3.7 

14.4 

1.03 

B 

C 

T  Rowe  Price  Growth  Stock 

3.4 

14.0 

0.82 

•C 

•B 

T  Rowe  Price  Health  Sciences 

5.1 

9.6 

1.12 

A+ 

D 

T  Rowe  Price  Media  &  Telecom 

12.2 

28.6 

1.20 

A 

B 

T  Rowe  Price  Mid-Cap  Growth 

7.8 

6.8 

0.91 

•  B 

•A 

T  Rowe  Price  Mid-Cap  Value 

14.9 

20.2 

1.03 

C 

D 

T  Rowe  Price  New  America  Growth 

1.0 

7.2 

1.04 

A 

A 

T  Rowe  Price  New  Era 

15.4 

17.0 

0.82 

A 

D 

T  Rowe  Price  New  Horizons 

7.1 

7.4 

1.02 

•D 

•  B 

T  Rowe  Price  Personal  Strategy  Growth 

7.0 

14.1 

1.01e 

A+ 

F 

T  Rowe  Price  Science  &  Tech 

-8.4 

7.1  

1.21 

B 

B 

T  Rowe  Price  Small-Cap  Stock 

9.9 

12.8 

1.01 

B 

A+ 

T  Rowe  Price  Small-Cap  Value 

17.2 

16.2 

0.92 

B 

C 

T  Rowe  Price  Spectrum  Growth 

6.5 

16.4 

0.86  e 

•C 

•B 

T  Rowe  Price  Value  Fund 

8.4 

19.8 

0.99 

D 

D 

Principal  Large  Cap  Growth-A 

-2.5 

9.2 

1.44e 

D 

B 

Principal  Large  Cap  Value-A 

4.5 

19.5 

1.26e 

D 

B 

Principal  MidCap  Blend-A 

7.1 

13.7 

1.36e 

C 

•C 

Putnam  Asset  Allocation  Growth-A 

6.2 

16.8 

1.54e 

B 

D 

Putnam  Capital  Appreciation-A 

2.1 

12.1 

1.47 

•D 

•B 

Putnam  Classic  Equity-A 

3.3 

13.7 

1.28 

A 

F 

Putnam  Discovery  Growth-A 

-3.2 

10.7 

1.88 

D 

B 

Putnam  Equity  Income-A 

7.4 

19.3 

1.08 

D 

B 

Putnam  Fund  for  Growth  &  Income-A 

4.5 

15.8 

1.01 

A 

B 

Putnam  Global  Natural  Resources-A 

13.9 

19.1 

1.43p 

•C 

•D 

Putnam  Growth  Opportunities-A 

-6.4 

9.3 

1.47p 

D 

B 

Putnam  Health  Sciences-A 

-0.9 

3.0 

1.14e 

B 

D 

Putnam  Investors  Fund-A 

0.4 

13.9 

1.30p 

A 

F 

Putnam  New  Opportunities-A 

-2.7 

8.7 

1.25 
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performance                                   i      .  -" 

UP  D0M^^^r,'                 >  V^^fflSHH 

A  FUND 

6-YEAR 
'  ANNUALIZED 

TURN.  . ., 

1-YEAR 

COST  1 

DRAG  1 
PER  S100  1 

PERFORMANCE 
UP  DOWN 

A  FUND 

TOTAL  RE 

6- YEAR 
ANNUALIZED 

TURN 
1-YEAR 

CO! 
DFV 
PER  S 

•c 

•A 

Putnam  NewValue-A 

8.5% 

1 5.9% 

$1.27e 

C 

R 

Torray  Fund 

5.1% 

13.7% 

$1.' 

A 

F 

D,.»..                     C    0     [rn   .fninii    f  .  i  /  i  .  •  1  t  1  1 

Kutnam  uiv.  a  emerging  uruwin-H 

-7.1 

13.3 

1.63p 

•B 

•B 

Touchstone  Mid  Cap  Growth-A 

8.6 

14.3 

1.i 

•D 

•C 

Putnam  Research  Fund-A 

-0  1 

11.4 

1.35p 

•A 

•D 

Turner  Midcap  Growth-I 

-0.8 

6.7 

1.! 

B 

c 

ruindm  utilities  urowin  ot  incuriie  m 

3.5 

26.7 

1.34 

•D 

•D 

UBS  Pace  Large  Co  Growth  Equity-A 

-2.3 

9.1 

!■■ 

A 

D 

Putnam  Vista  Fund-A 

-2.4 

5.6 

'  1.27e 

•D 

•  B 

UBS  Pace  Large  Co  Value  Equity-A 

6.9 

18.6 

i.; 

C 

D 

Putnam  Voyager  Fund-A 

-3.1 

5.2 

1.23e 

c 

•B 

UBS  US  Large  Cap  Equity-A 

7.5 

14.0 

.!•: 

B 

•C 

Kdinier  Lure  equity  \j 

2.6 

12.3 

1.28 

D 

A 

UMB  Scout  Small  Cap 

12.3 

12.1 

jj 

A 

•B 

nainier  jmaii/iviiu  v.djj  cijuuy  \j 

10.1 

14.7 

1.54 

A 

F 

USAA  Aggressive  Growth 

-4.2 

5.3 

lj 

D 

C 

|}m.  ,  ,,.,1,    ■,  Drier  inlinpH  t  mill 
KIVcl  jUUICtr  LMbLipMMCU  Cl^Uliy  M 

1.3 

13.5 

1.37e 

D 

B 

USAA  Growth  &  Income 

3.6 

9.6 

iJ 

B 

B 

D|„orC/i| irro  niwpr^rfioH  Fnnitv  Inf-A 
r\l Vci  jUUI Lc  LMvcIiMitU  LUjUiiy  tux. 

11.3 

19.7 

1.11 

D 

D 

USAA  Growth  Fund 

-3.5 

-0.5 

i.j 

D 

c 

nlvt?rjOUltc  LmvIUcIIU  L/ppui  lUllliy  r\ 

1.0 

23.2 

1.20 

D 

B 

USAA  Income  Stock  Fund 

5.5 

19.0 

0.' 

B 

c 

RiworQrti  irrp  Pmiitu  V/aIiip-A 

6.3 

20.3 

1.22 

•C 

•  C 

USAA  S&P  500  Index-Member 

2.7 

15.5 

0. 

B 

D 

Piwpr^nnrrp  r^mirt/tn- A 
nlvcl jUUlLtr  vjiuwiii  M 

-3.2 

10.9 

1.66p 

B 

B 

Value  Line  Emerging  Opportunities 

9.0 

11.9 

1. 

D 

C 

D  iwor^m  in  c  1  arnp  C  an  Fnilllw-A  ' 
mvtrl  jUUI  lc  Ltliyt   V-afJ  LLjlliiy  r\ 

-1.0 

10.1 

1.25 

•A 

•D 

Vanguard  Capital  Opportunity-lnv 

7.0 

16.8 

0. 

D 

c 

Ri\/pr^ni irrp  MiH  fan  firnwth-A 

1.8 

-0.2 

1.18 

D 

B 

Vanguard  Dividend  Growth 

1.7 

19.6 

0. 

•B 

•B 

Rit/pr^nnrrp  ^itiaM  Cn  InHpx-A 

10.5 

14.3 

0.96  e 

A+ 

A 

Vanguard  Energy  Fund-lnv 

20.5 

19.7 

0. 

B 

A 

Rnv/rp  1  n\A/  PrirpH  *itnf l(-*i\/f 

nuyLC  LUVV  1  1  ILCU  JIU^IV  JVV 

14.3 

19.0 

1.67 

D 

B 

Vanguard  Equity  Income-lnv 

6.7 

20.6 

o.. 

A 

A 

Rnwrp  Mirrn-fan  Fund-lnv 

17.0 

22.3 

1.72 

B 

C 

Vanguard  Explorer  Fund-lnv 

6.9 

9.7 

0. 

•A 

•B 

Royce  Opportunity-lnv 

16.2 

18.8 

1.44 

A 

D 

Vanguard  Extended  Mkt  Index-lnv 

8.1 

14.3 

0. 

B 

A 

Rnwrp  Prpmipr-lnu 

HUyvC   1   ICIIIHI  IIIV 

14.0 

8.8 

1.20 

B 

C 

Vanguard  500  Index-lnv 

2.8 

15.6 

0. 

D 

A+ 

Royce  Total  Return~lnv 

13.5 

14.5 

1.18 

B 

c 

Vanguard  Growth  &  Income-lnv 

3.2 

14.0 

0. 

C 

D 

RS  Core  Equity-A21 

-0.8 

16.9 

1.18 

B 

D 

Vanguard  Growth  Equity 

-2.9 

6.1 

1. 

A+ 

F 

RS  Emerging  Growth 

-3.4 

9.5 

1.90 

C 

D 

Vanguard  Growth  Index-lnv 

0.5 

9.0 

0. 

•B 

•A 

RS  Partners  Fund-A 

21.5 

11.2 

1.76 

B 

A 

Vanguard  Health  Care-lnv 

6.6 

10.9 

0. 

B 

A 

RS  Value  Fund 

17.2 

16.4 

1.70 

•C 

•C 

Vanguard  LifeStrategy  Growth 

5.5 

16.1 

0. 

C 

C 

Russell  Diversified  Equity-S 

2.4 

13.6 

1.17 

B 

D 

Vanguard  Morgan  Growth-lnv 

2.9 

11.2 

0. 

c 

'  c 

Russell  Quantitative  Equity-S 

2.9 

13.6 

1.08 

A 

C 

Vanguard  Primecap  Fund-lnv 

4.4 

12.3 

0. 

A 

A+ 

Russell  Real  Estate  Securities-S 

21.1 

35.7 

1.24 

•B 

•A 

Vanguard  REIT  Index-lnv 

20.9 

35.1 

0. 

 , 

B 

B 

Russell  Special  Growth-S 

8.3 

15.2 

1.62 

•C 

•A 

Vanguard  Selected  Value 

14.3 

19.1 

0. 

A+ 

•F 

Rydex  OTC-lnv 

-5.9 

6.3 

1.31 

B 

C 

Vanguard  Small-Cap  Index-lnv 

10.2 

15.6 

0. 

•B 

•C 

Schwab  Core  Equity 

3.4 

15.6 

0.81 

•B 

•B 

Vanguard  Strategic  Equity 

12.1 

13.4 

0. 

•D 

•B 

Schwab  MarketTrack  Growth 

4.9 

15.1 

0.88e 

•B 

•D 

Vanguard  Tax-Mgd  Capital  Apprec-lnv 

2.7 

14.4 

0. 

•C 

•C 

Schwab  S&P  500  Fund-Sel 

2.8 

15.7 

0.19 

•C 

•C 

Vanguard  Tax-Mgd  Growth  &  Inc-lnv 

2.9 

15.7 

0. 

B 

C 

Schwab  Small  Cap  Index-Sel 

7.9 

16.8 

0.44 

.  B 

C 

Vanguard  Tot  Stock  Mkt  Index-lnv 

4.1 

15.5 

0 

B 

c 

Selected  American  Shares-D 

5.5 

15.6 

0.62 

C 

D 

Vanguard  US  Growth-lnv 

-6.5 

1.8 

0 

A+ 

F 

Seligman  Commun  &  Info-A 

5.1 

21.8 

2.03 

B 

C 

Vanguard  Value  Index-lnv 

5.6 

22.1 

0. 

D 

B 

Sentinel  Common  Stock-A 

4.7 

16.0 

1.06 

B 

B 

Vanguard  Windsor  Fund-lnv 

8.1 

19.3 

o 

C 

A 

Sentinel  Small  Company-A 

10.2 

15.5 

1.33 

C 

B 

Vanguard  Windsor  ll-lnv 

7.7 

18.2 

0 

F 

A+ 

Sequoia  Fund 

7.4 

8.3 

1.01 

•A 

•D 

VanKampen  Aggressive  Growth-A 

-4.8 

4.8 

1 

B 

B 

Sound  Shore  Fund 

8.0 

16.6 

1.14e 

B 

C 

VanKampen  American  Value-A 

9.2 

20.3 

1 

B 

C 

SPDRTrust-1 

2.5 

15.7 

0.12e 

C 

A 

VanKampen  Comstock  Fund-A 

6.6 

16.1 

o 

B 

C 

SSgA  S&P  500  Index 

2.8 

15.6 

0.20e 

P 

D 

VanKampen  Enterprise  Fund-A 

-3.0 

6.5 

1 

F 

C 

STI  Classic  Capital  Appreciation-A 

-0.6 

9.9 

1.71 

c 

B 

VanKampen  Growth  &  Income-A 

6.8 

16.0 

0 

C 

B 

STI  Classic  Large  Cap  Relative  Val-A 

5.7 

16.9 

1.30 

•A 

•D 

Vdl  IIMH 1  MJCI 1  IVIIU  V.CIU  VJIUWIII  M 

3.0 

9.0 

1 

D 

B 

STI  Classic  Large  Cap  Value  Equity-A 

6.8 

22.1 

1.37 

D 

D 

VanKampen  Pace  Fund-A 

-0.5 

3.6 

1 

B 

A 

Stratton  Small-Cap  Value 

15.7 

13.8 

1.32e 

A 

•A 

VanKampen  Real  Estate  Secs-A 

21.5 

37.4 

1 

B 

D 

TA  IDEX  Transamerica  Equity-A" 

-3.0 

1.1 

1.43 

A 

D 

V^nKamnpn  Stratpnir  Grn\A/th-A 

-6.2 

2.6 

1 

D- 

B 

TCW  Dividend  Focused-I 

4.4 

18.4 

1.44 

B 

B. 

Victory  Diversified  Stock-A 

6.4 

13.9 

1 

B  ' 

D 

TCW  Select  Equities-I 

-1.0 

-5.1 

0.94 

D 

B 

W&R  Accumulative-A 

0.7 

12.8 

2 

A 

B 

Third  Avenue  Value 

12.5 

14.7 

1.16 

D 

C 

W&R  Core  Investment-A 

1.4 

17.0 

1 

c 

A 

Thompson  Plumb  Growth  Fund 

6.5 

15.0 

1.20 

A 

D 

W&R  New  Concepts-A 

2.4 

8.9 

1 

•B 

•C 

Thornburg  Value  Fund-A 

4.9 

22.0 

1.52 

A+ 

D 

W&R  Science  &  Technology-A 

3.5 

7.6 

D 

 — 

c  ' 

Thrivent  Large  Cap  Stock-A 

0.4 

11.6 

1.11 

C 

D 

W&R  Vanguard  Fund-A 

-0.4 

2.7 

! 

• 

c 

Thrivent  Mid  Cap  Stock-A 

6.0 

13.2 

1.49 

c 

A+ 

Wasatch  Core  Growth 

10.7 

6.7 

11 

SEE  FOOTNOTES  ON  PAGE  1%^.          FOR  MORE  FUNDS  GO  TO  WWW.F0RBES.COM/FUNDSURVEY 
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TAKE  A  BITE  OUT  OF  TAXES. 


Our  tax-free  funds  can  help  you  keep  more  of  what  you  earn. 


Franklin  tax-free  income  funds  can  provide  strong 

FRANKLIN 

tax-free    tax  benefits  for  most  investors  in  federal  income  tax 

FUNDS 

I  brackets  of  25%  or  higher.  Designed  to  generate 
monthly  tax-free  income  while  preserving  your  capital/  they 
can  also  help  smooth  out  the  effects  of  market  volatility  on 
your  investments  as  part  of  a  well  diversified  portfolio. 

With  nearly  30  years'  experience,  and  as  the  nation's  largest 
tax-free  fund  manager11  we're  often  able  to  negotiate  the  purchase 
terms  of  new  bond  issues  to  best  meet  the  needs  of  our  fund 
investors.  For  more  information  see  your  financial  advisor,  call 
1-800-FRANKLIN  or  visit  franklintempleton.com. 


FRANKLIN  TEMPLETON 
INVESTMENTS 

<  GAIN  FROM  OUR  PERSPECTIVE®  > 


You  should  carefully  consider  a  fund's  investment  goals,  risks,  charges  and  expenses  before  investing.  You'll  find  this  and  other  information  in  the  fund's 
prospectus,  which  you  can  obtain  from  your  financial  advisor.  Please  read  the  prospectus  carefully  before  investing. 

3ond  prices  generally  move  in  the  opposite  direction  from  interest  rates.  As  the  prices  of  bonds  in  a  fund  adjust  to  a  rise  in  interest  rates,  the  fund's  share  price  may  decline. 
tDividends  are  generally  subject  to  state  and  local  taxes,  if  any.  For  investors  subject  to  the  alternative  minimum  tax,  a  small  portion  of  fund  dividends  may  be  taxable. 
Distributions  of  capital  gains  are  generally  taxable. 

If  tSource:  Strategic  Insight,  10/31/06.  Based  on  long-term  tax-free  income  fund  assets. 
zranklin  Templeton  Distributors,  Inc.,  One  Franklin  Parkway,  San  Mateo,  CA  94403. 
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PfRI 
W 

A 

ORMA 

MCE                                            v  >i 
FUND 

l0rAL,F 

""^6- YEAR 
ANNUALIZED 

^TURN 

1-YEAR 

COST 
DRAG 
PER  $100 

PERFORMANCE 
UP  DOWN 

A  FUND 

TOTAI  Rl 

6-YEAR 
ANNUALIZED 

:turn 

0 
Dl 

1-YEAR  PER 

•A 

•A 

VVdidlLM  IVIKTU  V-dp  rUMU 

18.9% 

17.0% 

2.46 

B 

B 

Oakmark  Global-I 

19.0% 

24.2%  1 

B 

B 

Wdidltn  Jllidll  \-ay  UIUWUI 

9.1 

8.4 

1.30 

B 

D 

Oppenheimer  Global  Fund-A 

7.6 

17.4  1 

C 

A 

VA/oit?  Partnpr<  V/alnp 
Weill  rdlllldi  Vdluc 

6.0 

22.5 

1.24 

Oppenheimer  Global  Opps-A 

8.4 

11.0  J  J 

C 

A 

VA/oit7  Walnp  FnnH 
Well/  value  ruilu 

6.6 

21.8 

1.22 

A+ 

D 

Oppenheimer  Gold  &  Special-A 

30.5 

43.6  1 

D 

A 

Walk  Farnn  CAR  1  Amp  C ^n  Value-A 

9.7 

21.6 

1.21 

Putnam  Global  Equity-A 

1.2 

23.1  1 

B 

C 

Welk  Farnn  f nmmnn  Stock-A 

7.5 

15.3 

1.60 

1 

B 

RiverSource  Global  Equity-A 

3.4 

19.1  1 

•C 

•c 

\A/plk  F^rnn  Divprr,ifipd  Eauitv-A 

2.7 

13.9 

1.36e 

RS  Global  Natural  Resources 

23.0 

8.1  1 

•D 

•  B 

Wplk  Farnn  Fnuitv  Incomp-A 

4.7 

18.4 

1.20 

Templeton  Global  Smaller  Cos-A 

15.1 

24.3  1 

A 

D 

UVpllc  Farnn  f"irnwth-lnv/ 
Vwcllj  rdiyu  yiuwui  iiiv 

-2.8 

7.7 

1.75p 

C 

B 

Templeton  Growth  Fund-A 

10.9 

21.8  1 

B 

C 

Weils  Fargo  Opportunity-lnv 

5.1 

11.7 

1.45e 

Templeton  World  Fund-A 

9.0 

20.9  1 

B 

o 

Wilshire  Large  Co  Growth-lnv 

0.0 

5.0 

1.45 

1 

I 

Tweedy,  Browne  Global  Value 

9.7 

20.1  1 

D 

-B 

WM  Growth  &  Income-A 

3.4 

11.8 

0.94 

UBS  Global  Allocation-A 

9.6 

13.6  1  J 

•C 

•B 

WM  SAM— Conservative  Growth-A 

5.1 

11.9 

1.39e 

A+ 

B 

US  Global  Resources 

30.0 

22.2  1 

•B 

•C 

WM  SAM-Strategic  Growth-A 

4.6 

12.7 

1.43e 

A+ 

B 

US  Global  World  Precious  Minerals 

40.4 

52.3  1 

8.1 

11.8 

0.96 

USAA  Cornerstone  Strategy 

6.4 

13.8  1 

A 

C 

WM  West  Coast  Equity-A 

GLOBAL  FUNDS 

A+ 

B 

USAA  Precious  Metals  &  Minerals 

37.3 

43.2  1 

B 

B 

AIM  Global  Aggressive  Growth-A 

8.1 

26.2 

1.90 

Vanguard  Global  Equity 

13.9 

23.6 1 J 

D 

B 

AIM  Global  Health  Care-A 

3.3 

4.4 

1.71 

Vanguard  Precious  Metals  &  Mining 

31.8 

34.3  C 

C 

F 

AllianceBernstein  Global  Tech-A 

-5.5 

8.1 

1.96 

VanKampen  Global  Franchise-A 

13.1 

21.3  1 

A 

C 

American  Century  Global  Gold-lnv 

31.3 

27.0 

0.69e 

FOREIGN  FUNDS 

D 

A+ 

American  Funds  Capital  Inc  Builder-A 

11.5 

21.4 

0.65e 

Acadian  Emerging  Markets-lnst 

29.3 

32.7  1 

B 

B 

American  Funds  Cap  World  G  &  l-A 

12.8 

22.4 

0.85 

AIM  Developing  Markets-A 

22.1 

38.8  2 

B 

C 

American  Funds  New  Perspective-A 

8.2 

19.9 

0.82 

B 

•C 

AIM  International  Growth-A 

7.9 

27.9  1 

B 

C 

American  Funds  Smallcap  World-A 

8.5 

23.0 

1.30 

•B 

•C 

AllianceBernstein  Intl  Growth-A 

12.8 

25.0  1 

D 

A 

BlackRock  Global  Allocation-A 

10.9 

15.9 

1.27e 

C 

A 

Alpine  Intl  Real  Estate  Equity-Y 

23.9 

38.7  1 

A 

B 

BlackRock  Global  Resources-A 

25.8 

5.0 

1.56p 

r 

•c 

•B 

Amer  Beacon  Intl  Equity-PA 

10.0 

26.0  1 

B 

C 

BlackRock  Global  SmallCap-A" 

9.0 

18.2 

1.82 

B 

•D 

American  Century  Emerging  Markets-lnv 

18.0 

42.6  7 

B 

D 

BlackRock  Global  Value-A" 

7.6 

12.4 

1.94 

•A 

•B 

American  Century  Intl  Discovery-lnv 

12.9 

31.5  4 

D 

A 

Calamos  Global  Growth  &  Income-A 

8.4 

15.9 

1.52 

B 

•D 

American  Century  Intl  Growth-lnv 

3.2 

25.0  1 

Dreyfus  Premier  WW  Growth-A 

3.5 

20.6 

1.27 

10.1 

219    j  C 

D 

B 

American  Funds  EuroPacific  Growth-A 

B 

C 

DWS  Global  Opportunities-A 

7.9 

21.6 

1.84 

American  Funds  New  World-A 

17.2 

33.4  1j 

B 

C 

DWS  Global  Thematic-A 

8.9 

29.9 

1.82p 

r 

Artisan  International-lnv 

7.2 

25.6  J 

A 

C 

DWS  Gold  &  Precious  Metals-A 

32.1 

28.9 

1.95 

Bernstein  Emerging  Markets  Valued 

26.5 

28.9  i 

D 

B 

Eaton  Vance  WW  Health  Sciences-A 

0.6 

0.0 

1.54e 

Bernstein  Tax-Managed  Intl27 

11.0 

24.9 

D 

A+ 

Evergreen  Asset  Allocation-A 

9.8 

11.3 

1.00e 

B 

A 

BlackRock  EuroFund-A26 

9.5 

335 

Evergreen  Precious  Metals-A 

35.9 

36.4 

1.51 

• 

9.7 

26.5 

A+ 

C 

BlackRock  Intl  Value-A29 

B 

B 

Fidelity  Adv  Energy-T2* 

13.4 

16.1 

1.42 

BlackRock  Pacific-AM 

9.2 

18.7 

A 

C 

Fidelity  Select-Gold 

27.6 

25.4 

1.13 

Wm  Blair  International  Growth-N 

10.8 

23.1 

C 

C 

Fidelity  Worldwide 

7.9 

17.4 

1.07 

Boston  Co  Intl  Core  Equity 

14.3 

29.6 

C 

A+ 

First  Eagle  Global-A 

18.3 

20.5 

1.25e 

Calvert  World  Values  Intl  Equity-A 

5.9 

26.6 

A 

A 

First  Eagle  Gold-A 

33.9 

21.3 

1.75p 

A+ 

•C 

Columbia  Acorn  International-A 

12.4 

34.2 

A 

C 

Franklin  Gold  &  Precious  Metals-A 

26.1 

31.7 

1.01  p 

"  Mr 

Columbia  International  Stock-A 

6.3 

24.5 

D 

A 

Franklin  Mutual-Discovery-A 

12.5 

23.0 

1.49 

H 

Columbia  International  Value-A 

11.4 

28.2 

D 

B 

Hartford  Global  Health-A 

7.1 

10.2 

1.76 

D 

•B 

Columbia  Multi-Advisor  Intl  Equity-A 

7.3 

25.0 

C 

D 

Hartford  Global  Leaders-A 

3.2 

13.2 

2.13 

Delaware  Emerging  Markets-A 

24.9 

27.1  : 

D 

C 

iShares  S&P  Global  100  Index 

2.5 

19.8 

0.41 

D 

•A 

Delaware  Intl  Value  Equity-A 

10.3 

22.9 

A 

B 

Ivy  Global  Natural  Resources-A 

24.1 

25.8 

1.83 

C 

A+ 

Dreyfus  Premier  Emerging  Markets-A 

21.9 

27.2 

F 

A 

Janus  Global  Life  Sciences 

-1.4 

-1.9 

1.17 

•c 

•A 

Dreyfus  Premier  Intl  Value-A 

9.7 

22.4 

B 

D 

Janus  Global  Technology 

-73 

8.0 

1.24 

A 

•C 

Driehaus  Emerging  Markets  Growth 

24.1 

41.2 

b 

D 

Janus  Worldwide 

-1.1 

17.9  

0.98 

C 

D 

DWS  International  Fund-A 

4.6 

25.8 

A 

B 

Jennison  Natural  Resources-A 

23.3 

21.4 

1.29 

B 

A 

DWS  Latin  America  Equity-A 

23.8 

41.8 

D 

B 

MFS  Global  Equity-A 

8.2 

24.2 

1.68 

A 

B 

Eaton  Vance  Greater  India-A 

24.2 

36.3 

D 

A* 

MFS  Global  Total  Return-A 

16.6 

1.79e 

Evergreen  International  Equity-A 

8.2 

22.6 

"C 

B 

MS  Global  Dividend  Growtn  S 

8.0 

21.4 

1.28 

a 

a 

Excelsior  Emerging  Mkts-Shs 

22.7 

33.8 
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 ICHAI  KhMlRN 

COST 

6-YEAR  DRAG 
ANNUALIZED     1-YEAR    PER  $100 


Fidelity  Adv  Overseas-T 

5.8% 

1 8.8% 

1.77 

Fidelity  Canada  Fund 

15.7 

15.0 

1.26 

Fidelity  China  Region 

10.6 

29.7 

1.36 

Fidelity  Diversified  International 

11.6 

22.5 

1.25 

Fidelity  Emerging  Markets 

21.4 

33.4 

1.63 

Fidelity  Europe 

9.8 

25.2 

1.44 

Fidelity  Europe  Capital  Apprec 

10.8 

35.5 

1.35 

Fidelity  International  Discovery 

11.0 

24.2 

1.37 

Fidelity  Japan  Fund 

4.0 

-5.0 

1.22 

Fidelity  Japan  Smaller  Cos 

9.9 

-21.5 

1.18 

Fidelity  Latin  America 

25.4 

44.3 

1.43 

Fidelity  Overseas  Fund 

7.1 

20.5 

1.19 

Fidelity  Pacific  Basin 

10.3 

16.2 

1.43 

Fidelity  Southeast  Asia 

18.1 

37.2 

1.79 

First  American  International-A 

4.0 

21.3 

1.66 

First  Eagle  Overseas-A 

19.6 

22.3 

1.34 

Franklin  Mutual-European-A 

13.1 

27.0 

1.48 

Goldman  Emerging  Mkts  Equity-A 

19.5 

27.8 

1.81 

Harbor  International-lnv 

13.6 

32.2 

1.37 

Harding  Loevner  Emerging  Mkts 

22.8 

28.7 

2.21 

ING  International  SmallCap-A 

8.9 

26.1 

1.91 

ING  International  Value-A 

10.7 

28.3 

1.67 

ING  Russia  Fund-A 

51.3 

67.5 

2.18 

iShares  MSCI  Australia  Index 

20.5 

31.4 

0.59 

iShares  MSCI  Canada  Index 

12.3 

17.4 

0.59 

iShares  MSCI  Germany  Index 

6.7 

35.7 

0.58 

iShares  MSCI  Hong  Kong  Index 

7.7 

29.7 

0.57 

iShares  MSCI  Japan  Index 

4.3 

5.5 

0.57 

iShares  MSCI  Mexico  Index 

26.9 

44.0 

0.59 

iShares  MSCI  Singapore  Index 

11.8 

46.1 

0.58 

iShares  MSCI  Spain  Index 

16.2 

49.5 

0.58 

iShares  MSCI  UK  Index 

7.3 

29.8 

0.58 

Janus  Overseas  Fund 

10.8 

47.2 

1.12 

JPMorgan  Intl  Equity  Index-A 

8.4 

26.4 

1.12p 

JPMorgan  Japan-A 

5.4 

-4.1 

2.40 

Julius  Baer-lnternational  Equity-A 

12.4 

31.8 

1.56 

Laudus  Intl  MarketMasters-lnv 

10.2 

24.5 

1.96 

Laudus  Rosenberg  Intl  Small  Cap-lnv 

18.1 

27.4 

1.70 

Lazard  Emerging  Markets-Open 

23.5 

29  9 

1.69p 

Lazard  International  Equity-Open 

5.3 

22.6 

1.36 

Lazard  Intl  Smali  Cap-Open 

15.8 

25.8 

1.37 

Legg  Mason  International  Equity-P 

10.3 

26.4 

2.37 

MainStay  International  Equity-A 

9.7 

30.5 

2.07 

Matthews  Asian  Growth  &  Income 

20.1 

23.4 

1.36 

Matthews  China  Fund 

22.5 

64.8 

1.36 

Matthews  Pacific  Tiger  Fund 

20.8 

27.2 

1.54 

PERFORMANCE 

TOTAI  RF 

TURN 

UP 

▲ 

DOWN 

FUND 

6-YEAR 
ANNUALIZED 

1-YEAR 

COST 
DRAG 
PER  $100 

•D 

•B 

Mercantile  International  Equity-A 

9.8% 

23.1% 

$1.92 

•D 

•B 

MFS  International  Growth-A 

8.9 

25.7 

1.96 

•C 

•A 

MFS  International  Value-A 

11.5 

28.1 

1.82 

•B 

•B 

MFS  Research  International-A 

9.2 

27.2 

1.81  p 

A 

B 

MS  European  Equity-A 

5.3 

29.5 

1.74p 

•A 

•C 

NB  International  Fund-lnv 

12.8 

25.2 

1.69 

•C 

•C 

Northern  Intl  Growth  Equity 

5.1 

25.0 

1.82 

A 

•A 

Oakmark  International  Fund-I 

13.4 

30.6 

1.20 

•A 

•A 

Oakmark  International  Small  Cap-I 

22.9 

34.9 

1.62 

•D 

•C 

Old  Westbury  International 

5.4 

19.2 

1.26 

B 

A 

Oppenheimer  Developing  Mkts-A 

23.8 

25.2 

1.70 

•A 

•D 

Oppenheimer  Intl  Growth-A 

6.8 

29.6 

1.50 

B 

C 

T  Rowe  Price  Emerging  Mkts  Stock 

21.2 

32.0 

1.53 

B 

B 

T  Rowe  Price  European  Stock 

6.6 

31.6 

1.22 

A+ 

C 

T  Rowe  Price  Intl  Discovery 

13.2 

27.6 

1.63 

C 

C 

T  Rowe  Price  International  Stock 

4.8 

19.3 

1.14 

A 

A 

T  Rowe  Price  Latin  America 

27.6 

51.2 

1.55 

B 

D 

T  Rowe  Price  New  Asia 

16.9 

36.1 

1.43 

B 

C 

Principal  Diversified  Intl-A 

7.7 

27.1 

2.05e 

?A 

•c 

Putnam  International  Capital  Oppors-A 

10.2 

32.2 

1.69e 

A 

B 

Putnam  International  Equity-A 

6.2 

28.2 

1.45 

•C 

•B 

Putnam  Intl  Growth  &  Income-A 

8.6 

27.4 

1.61  p 

r 

•B 

•F 

Putnam  Intl  New  Opportunities-A 

5.5 

25.7 

1.99 

D 

D 

RiverSource  Intl  Opportunity-A 

2.8 

23.8 

1.76 

C 

C 

Russell  Emerging  Markets-S 

20.8 

31.2 

2.08 

C 

C 

Russell  International  Securities-S 

7.2 

25.4 

1.44 

•c 

•c 

Schwab  International  Index-Sel 

6.8 

25.0 

0.50 

c 

B. 

SSgA  Emerging  Markets 

22.4 

33.5 

1.46e 

•B 

•C 

SSgA  International  Stock  Selection 

10.4 

30.5 

1.20e 

•D 

•B 

STI  Classic  International  Equity-A 

7.4 

24.4 

1.68 

•B 

•C 

STI  Classic  Intl  Equity  Index-A 

7.2 

26.4 

1.13 

D 

B 

Templeton  Developing  Mkts-A 

20.3 

28.3 

2.15 

D 

A 

Templeton  Foreign  Fund-A 

9.5 

19.9 

1.25e 

•B 

•D 

UBS  Pace  International  Equity-A 

6.8 

28.1 

1.73p 

•D 

•A 

UMB  Scout  International31 

9.3 

21.5 

1.15 

A 

A+ 

US  Global  Eastern  European 

39.6 

32.8 

2.58p 

r 

C 

B 

USAA  International  Fund 

9.7 

27.3 

1.36 

C 

B 

Vanguard  Emerging  Mkts  Index-lnv 

20.5 

29.4 

0.58 

A 

B 

Vanguard  European  Stock  Index-lnv 

8.1 

33.5 

0.34 

•A 

•B 

Vanguard  International  Explorer 

13.8 

30.3 

0.63 

B 

C 

Vanguard  International  Growth-lnv 

7.5 

25.9 

0.70e 

C 

B 

Vanguard  International  Value 

11.3 

27.4 

0.66 

D 

D 

Vanguard  Pacific  Stock  Index-lnv 

7.1 

12.0 

0.34 

•B 

•C 

Vanguard  Total  Intl  Stock  Index 

9.1 

26.6 

0.32  e 

B 

D 

VanKampen  Emerging  Markets-A 

20.6 

36.4 

2.45 

B 

D 

W&R  International  Growth-A 

3.4 

22.0 

2.14p 

>rmance  through  Dec  31,  2006  Cost  drag:  Annual  expense  ratio  plus  brokerage  commissions  paid  by  the  fund  for  buying  and  selling  securities.  «Fund  rated  for  three  periods  only; 
mum  allowable  grade  A.  p:  Estimate  based  on  prior  fiscal  brokerage  commissions  e:  Estimate  'Reflects  performance  of  AIM  Blue  Chip  prior  to  3/27/06  merger  'Formerly  Allianz  PEA 
;t-A.  'Formerly  ABN  Amro  Mid  Cap  Fund-N.  "Formerly  Merrill  Lynch  Basic  Value  Fund-A.  formerly  Merrill  Lynch  Equity  Dividend  Fund-A.  'Formerly  Merrill  Lynch  Fundamental  Growth-A. 
ects  performance  of  State  Street  Investment  prior  to  January  2005  merger.  "Reflects  performance  of  State  Street  Mid  Cap  Value  prior  to  January  2005  merger.  'Formerly  Merrill  Lynch  Value 
jrtunities  Fund-A  '"Formerly  Fidelity  Asset  Manager-Growth.  "Reflects  performance  of  Janus  Olympus  prior  to  10/31/06  merger.  "Reflects  performance  of  Growth  Fund  of  Washington 
to  December  2001  merger.  ''Formerly  Salomon  Brothers  Capital-A.  '"Formerly  Salomon  Brothers  Fund-O.  '^Formerly  Salomon  Brothers  Investors  Value-A.  ''Formerly  ICAP  Equity.  "Formerly 
:in  Financial  Alert  Fund.  "Reflects  performance  of  Safeco  Growth  Opportunities  prior  to  12/10/04  reorganization.  "Reflects  performance  of  RiverSource  Stock  fund  prior  to  3/13/06  merger, 
lects  performance  of  RiverSource  New  Dimensions  prior  to  3/13/06  merger.  ''Formerly  Guardian  Park  Avenue  Fund-A.  "Reflects  performance  of  TA  IDEX  Alger  Aggressive  Growth  prior  to 
4  merger  and  TA  IDEX  Janus  Growth  prior  to  10/27/06  merger.  "Formerly  Merrill  Lynch  Global  Allocation  Fund-A.  '"Formerly  Merrill  Lynch  Global  SmallCap-A.  "Formerly  Merrill  Lynch 
al  Value  Fund-A.  "Formerly  Fidelity  Advisor  Natural  Resources-T.  "May  impose  annual  $100  maintenance  fee.  "Formerly  Merrill  Lynch  EuroFund-A.  "Formerly  Merrill  Lynch  International 
?-A.  '"Formerly  Merrill  Lynch  Pacific  Fund-A.  "Formerly  UMB  Scout  Worldwide.  Sources.  Forbes;  Upper,  Morningstar. 


FOR  MORE  FUNDS  GO  TO  VVWW.FORBES.COM/FUNDSURVEY 
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INSURANC 


TheStandard' 


You  wanl  to  be  ready  for  life's  unexpected  opportunities.  Pursuing  your  passions 
is  easier  when  you  feel  secure.  For  100  years,  The  Standard  has  protected  people 
dreams  and  given  them  the  confidence  for  whatever  comes  next.  So  explore 
even  thing  life  offers.  We'll  be  there  with  you.  STANDARD.COfi 


The  Standard  is  a  marketi 
Portland,  Ore.  in  all  states 
N.Y.  Investment  services  a 


I 


Financial  Group.  Inc.  and  subsidiaries.  Insurance  products  are  offered  by  Standard  Insurance 
re  insurance  products  are  offered  by  The  Standard  Life  Insurance  Company  of  New  York  of  White  Plain. 
Corp  Investment  Advisers  of  Portland,  Ore.  Product  features  and  availability  vary  by  state  and  compan 


Makers+Breakers 


Scorecard 


|  t  wasn't  a  bad  year  for  our  stock  tip  column.  Over  the  course  of 
2006  we  made  53  long  recommendations  that  would  have  lined 
your  pockets  with  a  9.9%  overall  return,  after  our  customary 
1%  deduction  for  transaction  fees.  To  be  sure,  someone  buying 
the  market  on  Jan.  2  and  holding  would  have  done  better,  but 
not  all  our  money  was  being  put  to  work  on  the  first  day.  Investing 
identical  amounts  in  the  S&P  Index  at  the  same  times  as  our  recom- 
mendations would  have  netted  an  8.5%  gain.  This  marks  the  eighth 
consecutive  year  that  our  Makers  have  bested  the  broad  market. 

On  the  Breakers  side  we  have  a  mixed  score.  Our  short-selling 
candidates  failed  to  go  down,  which  means  you  would  have  lost 
money  selling,  but  they  went  up  less  than  the  market,  which  means 
that  our  selection  wasn't  bad  Our  25  shorts  collectively  went  up  2.9%, 
which  means  you  would  have  lost  3.9%,  including  the  transaction 
penalty.  Similarly  timed  chunks  of  the  S&P  500  would  have  climbed 
7.9%  (assuming  no  transaction  cost). 

One  of  the  best  negative  calls  was  Whole  Foods  Market.  The 
stock  was  doing  fine  until  management  lowered  its  2007  sales  fore- 
cast. The  purveyor  of  organic  foods  finished  the  year  down  35%. 

The  best  of  the  Makers  was  First  Marblehead.  The  business  of 
securitizing  private  student  loans  proved  to  be  a  lucrative  one  in  2006, 
and  the  stock  advanced  153%.  The  runner-up  is  a  chip  manufac- 
turer for  autos  and  mobile  electronic  devices,  Freescale  Semicon- 


FOR  MORE  FINANCIAL  STATS  GO  TO  WWW.FORBES.COM/MAKERS 


ductor,  up  57%.  The  2004  Motorola  spinoff  jumped  when  private 
equity  investors  plotted  a  takeover. 

Our  worst  Maker  was  electronics  retailer  Circuit  City,  down  31%. 
Worst  Breaker:  Spanish  phone  giant  Telefonica.  A  well-executed 
acquisition  strategy  and  a  resurgence  in  telecom  stocks  pushed  it 
up  30%.  — John  Ray 


First  Marblehead 


INITIAL  PRICE 

=,-i-j  i  ■    -  i  *J  3 

YEAR-END  PRICE 

$54  m 


r  ~j 
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America's  Car  Mart 


INITIAL  PRICE 

$18.69 


YEAR-END  PRICE 

$11.86 


Freescale  Semiconductor      Whole  Foods  Market 


INITIAL  PRICE 

$25.44 

YEAR-END  PRICE 

$39.99 


James  Hardie  Industries 

INITIAL  PRICE 
YEAR-END  PRICE 


INITIAL  PRICE 

$72.02 

YEAR-END  PRICE 

$46.93 


Zoran 

INITIAL  PRICE 

$19.22 

YEAR-END  PRICE 

$14.58 


Stock  price 


Fertile  Ground 

Rural  America  has  long  sworn  by  TRACTOR 
SUPPLY  CO.  (46,  TSCO),  whose  658  outlets 
sell  farm  and  ranch  equipment,  which 
also  folks  use  for  gardening,  and  other 
outdoorsy  stuff.  And  Wall  Street  has  been 
fond  of  it,  too.  From 
2002  to  2005  the  com- 
pany's revenue  grew  an 
average  25%  a  year,  with 
earnings  per  share  ris- 
ing 42%  a  year. 

But  this  past  year 
:he  growth  slowed  a 
mite.  Earnings  for  the 
first  nine  months  were 
jp  just  12%  to  $61  million.  And  in  the 
:hird  quarter  profits  came  in  a  hair  below 
:he  prior- year  period.  The  reason:  A  slow- 
ng  housing  market  and  high  gasoline 
trices  held  back  sales  gains. 

No  surprise,  the  stock  is  down  sub- 
stantially from  its  $67  high  last  spring.  At 


20  times  trailing  earnings,  it  is  not  cheap, 
but  Lehman  Brothers  analyst  Bradley 
Thomas  expects  solid  growth  to  resume. 
He  expects  the  number  of  stores  to  double 
in  seven  years.  The  chain's  same-store 
sales  logged  a  respectable  2.4%  increase  in 
the  most  recent  quarter. 

Cannily,  Tractor  Supply  is  introducing 
its  own  line  of  power  tools,  expanding  its 
pet  food  and  clothing  offerings,  and 
ramping  up  advertising.  During  the  third- 
quarter  earnings  conference  call,  the  com- 
pany said  its  multifuel  stove  (it  burns 
wood  pellets,  cherry  pits  and  even  corn)  is 
proving  popular. 

— Alex  Davidson 


Needled 


Billionaire  entrepreneur  Alfred  Mann's 
MANNKIND  (16,  MNKD)  is  on  the  right  track, 
scientifically.  The  biotech  firm  has  a 
promising  product  in  clinical  trials:  an 
inhaled  insulin  system.  That's  a  prefer- 
able treatment  for  the  5  million  U.S.  dia- 


betics who  now  jab  themselves  with  a 
needle. 

But  Zack's  analyst  Grant  Zeng  says  the 
tiny  outfit  is  burning  up  too  much  cash 
to  keep  up  with  the  giants— $101.5  mil- 
lion in  2005,  and  another  $135  million  in 
2006's  first  nine  months,  with  no  rev- 
enues. This  prompted  the  company  to 
arrange  a  loan  from  its  deep-pocketed 
founder  and  issue  more  equity,  diluting 
current  shareholders.  The  drug  won't  get 
approval  until  2009  at  the  soonest. 

The  company  des- 
perately needs  a  part- 
ner, but  who  is  left? 
Pfizer  has  bought  rights 
to  already  approved  in- 
haled insulin  Exubera. 
Eli  Lilly  has  its  own 
candidate  in  late-stage 
trials.  While  off  from  its 
$22  high,  Mannkind  still  is  up  42%  in  the 
past  year.  We  say  short  it. 

— David  Armstrong 


Stock  price 


1/31/06  1/4/07 
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Portfolio  Strategy 


Kenneth  L.  Fisher 


A  BROKEN  RECORD 


|  'M  STARTING  TO  SOUND  LIKE  A  BROKEN  RECORD.  MY  2007 
I  forecast  is  for  the  global  stock  market,  as  measured  by  the 
I  Morgan  Stanley  World  Index,  to  be  up  somewhere  between 
I  10%  and  40%,  while  the  S&P  500  will  up  but  by  a  lesser 
I  amount.  By  either  measure  the  stock  market  will  trounce 

both  bonds  and  cash.  The  problem:  This  was  precisely  my  last 

year's  forecast. 

In  2006  the  World  was  up  20.1%  (including  dividends).  The 
S&P  500  was  up  15.8%.  The  ten-year  bond  delivered  a  total 
return  of  2.4%,  and  cash  was  boring.  It  was  what  I  initially  envi- 
sioned as  a  good  to  great  year — better  than  most  folks  expected. 
And  that  is  just  what  I  see  now. 

Some  of  the  same  forces  are  driving  stocks.  By  a  yardstick 
that  I  consider  very  important,  namely  the  spread  between  bond 
yields  and  stock  earnings  yields  (the  inverse  of  the  price/earnings 
ratio),  global  stocks  are  75%  too  cheap.  The  S&P  500  should  earn 
$90  before  nonrecurring  items  this  year,  which  comes  to  6.4%  of 
the  index's  price  of  1414.  Compare  that  with  a  ten-year  bond 
yield  of  4.6%.  Historically,  the  equity  yield  is  below  the  bond 
yield.  In  2000  this  relationship  was  reversed:  Stocks  had  an  earn- 
ings yield  of  3.5%,  while  the  bond  yielded  6.5%. 

The  discount  on  stocks  won't  all  get  made  up  in  one  year.  But 
a  chunk  of  it  may.  We  still  cling  to  skeptical  sentiment  we  learned 
to  embrace  between  2001  and  2003.  But  this  spread  between  low- 
yielding  bonds  and  high-yielding  equities  is  driving  both  cash- 
based  stock  buybacks  and  debt-financed  takeovers  of  companies 
by  competitors  or  private  equity  players.  Until  that  gap  gets 
closed  the  bull  market  will  live  on. 

Then,  too,  as  I  detailed  on  Oct.  16,  we  haven't  had  a  nega- 
tive third  year  of  a  President's  term  since  1939.  And  only  two 
single-digit  positive  years.  Third  years  are  sweet.  The  question 
is  how  sweet. 

As  each  year  starts  FORBES  requires  its  stock-picking  colum- 
nists to  deliver  a  retrospective  on  the  previous  year's  recommen- 
dations. The  statistics  department  calculates  what  would  have 
happened  to  a  fictional  $  1 0,000  put  into  each  pick,  less  a  1% 
trading  haircut,  versus  $10,  CO  put  into  the  S&P  500  at  the 
same  time  with  no  haircut.       j  through  this  kind  of 


report  card  for  1 1  of  the  22  years  I've  done  this  column. 

The  retrospective,  too,  is  sounding  like  a  broken  record.  My 
prior  ten  years'  report  cards  are  detailed  in  Appendix  L  of  my 
book  The  Only  Three  Questions  That  Count,  just  out  from  John 
Wiley.  My  columns  did  11.7%  annually  for  that  decade  versus 
6.8%  for  the  S&P  tracker.  I  lagged  the  S&P  in  only  two  of  those 
years,  1997  and  2002. 

For  2006  I  recommended  54  stocks,  one  more  than  in  2003, 
and  my  picks  returned  15.7%,  versus  8.7%  for  the  S&P  500 
tracker,  an  eerily  similar  seven -point  spread. 

In  2006  I  did  well  primarily  because  my  picks  had  a  slight 
value  bias  in  a  year  when  value  beat 
growth  and  because  they  included  for- 
eign stocks  in  a  year  when  the  dollar 
was  weak.  Someday  I'll  have  to  return 
to  leaning  primarily  on  U.S.  stocks,  as 
I  was  doing  in  the  late  1990s, 
but  that  day  hasn't  come  yet. 
This  year,  once  again,  foreign 
stocks  should  do  better  than 
U.S.  ones.  Quite  apart  from 
what  happens  to  the  dollar,  for- 
eign stocks  will  be  helped  by 
their  low  starting  valuations. 
The  expected  2007  earnings 
yield  on  the  Morgan  Stanley- 
World  Index  is  7.6%,  a  whop- 
ping 3.6%  spread  over  the  ten- 
year,   GDP-weighted  global 
long-term  government  bond 
rate — twice  that  for  U.S.  equities. 

My  best-performing  stock  was  Finland's  Metso  (50,  MX),  up 
from  $33  in  the  July  3  issue.  This  industrial-machinery  firm  is 
excelling  as  the  global  economy  expands.  While  up  a  lot,  it's  stil 
too  cheap  at  13  times  2007  earnings,  and  I'd  hold  on  to  it. 

From  Jan.  30  the  Dutch  heavy- machinery  maker  CNH  Global 
(26,  CNH)  and  steelmaker  Mittal  Steel  (40,  MT)  were  up  as  much 
but  not  as  fast.  But  these  two  are  now,  in  my  view,  fully  valued, 
and  I'd  ditch  them. 

On  Apr.  17  I  said  Inco,  the  worlds  second-largest  nickel  pro- 
ducer, was  cheap  at  $49  and  plausible  as  a  takeover.  I  was  very 
lucky  on  this  one:  Companhia  Vale  do  Rio  Doce  bought  it  at  $> 
on  Oct.  24. 

My  worst  stinker  was  also  from  the  Apr.  17  issue,  Bausch  & 
Lomb  (52,  BOL),  which  I  recommended  at  $68,  immediately  befort 
a  spate  of  bad  news  and  eye  illness  associated  with  its  contact  len< 
solutions.  While  my  timing  was  terrible,  I  still  like  the  basics.  The 
stock  is  now  goes  for  14  times  expected  2007  earnings.  Hold  fast 

The  other  2006  losers  I'd  hold  are  King  Pharmaceuticals  (16 
KG)  and  Puerto  Rican  bank  Popular  (18,  BPOP).  These  three,  alom 
with  Metso,  will  go  into  my  2007  report  card. 


2006  was  a 
good  year 
for  stocks,  and 
better  than 
most  folks 
expected. 
Expect  a  repeat 
in  2007. 


I  Forbes 


Money  manager  Kenneth  L.  Fisher's  most  recent  book  is 
The  Only  Three  Questions  That  Count  (John  Wiley  &  Sons, 
2007).  Visit  his  home  page  at  www.forbes.com/fisher. 
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IN  ENTERTAINMENT 

See  where  they  rank.  What  they're  worth. 
And  most  of  all  -  how  they  spend  it.  : 

Saturday,  Jan.  20  @  6/ 


Absolute  Return  Lisa  W.  Hess 


empire  Clear  Channel  Communications.  Even  behemoths  like 
Home  Depot,  with  a  market  cap  of  $82  billion,  become  plausible 
fodder  for  the  takeover  gristmill. 

The  fuel  that  feeds  this  frenzy  is  abundant  credit.  To  finance 
private  equity  deals  many  banks,  bond  funds,  insurers,  pension 
plans  and  foreign  investors  are  happy  to  make  loans  and  buy 
bonds  at  yields  that  are  not  much  higher  than  what  safe  Trea- 
surys  throw  off.  LBO  bids  today  are  debt  intensive,  with  debt  run- 
ning to  eight  or  nine  times  operating  income  (earnings  before 
interest,  taxes,  depreciation  and  amortization).  Five  years  ago  the 
ratio  was  typically  a  far  less  risky  five  to  six  times. 


WHERE'S  WALDO? 


Y  FIRST  COLUMN  LAST  YEAR  WAS  HEADLINED 
"Long  and  Optimistic."  I  was  quite  nervous 
about  this  forecast.  As  it  turned  out,  my  view 
should  have  been  even  longer  and  even  more 
optimistic,  for  2006  was  quite  a  year.  Astonish- 
ingly, not  a  single  significant  equity  market  finished  down.  The 
two  worst  showings  were  Japans  market,  up  a  modest  6.9%,  and 
Koreas,  up  4%.  The  vast  majority  of  markets  increased  by  some- 
where between  12%  and  30%,  a  sweeping  success  for  the  bulls. 
Helping  feed  the  stock  surge,  of  course,  is  the  current  bout  of 
merger  mania. 

The  stocks  I  wrote  about  last  year  climbed  18.4%,  after  sub- 
tracting 1%  in  hypothetical  trading  costs.  Equal  investments 
made  in  the  S8tP  500  at  the  same  times  would  have  climbed 
9.4%.  Only  2  of  my  18  recommendations  were  down  at  all: 
Korea's  Hyundai  Motors  (my  best  performer  in  2005),  off  25%, 
and  RHJ  International,  an  investment  vehicle  for  Japanese  stocks; 
it  slipped  7%. 

My  2006  picks  were  highly  eclectic,  ranging  from  Chinese 
coal  companies  to  big  U.S.  drugmakers  to  Norwegian  paper  pro- 
ducers. Most  have  done  well  enough  that  I  suggest  selling  them, 
keeping  only  two  U.S.  housing- related  stocks— USG  (55,  USG)  and 
Home  Depot  (40,  HD)— as  well  as  the  Mexican  home  builders: 
Homex  (52  hxm),  Corporation  Geo  (5,  geob.mx),  Urbi  Desarollos 
(3,  URBI.MX)  and  Consorcio  Ara  (6,  ARA.MX).  The  domestic  hous- 
ing plays  haven't  risen  much  because  real  estate  issues  are  in  foul 
odor  now,  but  this  will  change.  If  you  haven't  already,  get  them 
while  they're  relatively  cheap. 

My  big  advice  for  2007  is  to  be  ultracareful  about  buying  cor- 
porate bonds,  whether  investment  grade  or  not.  Why?  Private 
equity  buyers,  who  aren't  friends  to  the  bondholders  of  compa- 
nies they  acquire.  The  buyout  guys  tend  to  load  too  much  debt 
on  their  acquisitions,  hurting  the  credit  quality  of  existing  bonds. 

The  private  equity  investors  are  hell-bent  on  gobbling  up  any- 
thing, large  or  small,  often  by  joining  forces  with  other  leveraged 
buyout  funds.  Such  alliances,  known  as  club  deals,  have  produced 
acquisitions  of  huge  companies  on  the  order  of  hospital  chain 
HCA,  real  estate  power  Equity  Office  Properties  and  media 


The  LBO  gang 
can  strike 
anyplace.  When 
they  do,  credit 
quality  slumps. 
So  finding  a 
safe  corporate 
bond  is  tough. 


Before  abundant  credit  became  the  order 
of  the  day,  buyers  of  corporate  bonds  were 
protected  by  a  bulwark  of  covenants  that  for- 
bade overleveraging  the  balance  sheet  and 
other  sins.  No  more.  Bond  issuers  lately  no 
longer  need  to  plug  covenants 
into  their  issues  for  them  to 
attract  buyers. 

With  any  company  poten- 
tially in  play,  the  bondholders 
are  vulnerable.  As  soon  as  an 
LBO  deal  is  announced,  the 
bonds  of  the  target  company 
often  plunge  in  price.  Take  the 
HCA  bonds  due  2015:  In  the 
beginning  of  2006,  before  the 
buyout  offer,  they  sold  at  par. 
Now  they  trade  at  85  cents  on 
the  dollar. 

In  this  climate  finding  a  good  corporate  bond  reminds  me  of 
the  popular  children's  book,  Where's  Waldo?  Released  in  1987,  the 
book  contains  dense  illustrations  wherein  the  child  is  supposed 
to  find  the  Waldo  character  hidden  in  the  jumble. 

If  you  insist  on  buying  corporate  paper,  you  must  look  really 
hard  to  find  Waldo,  the  rare  corporate  debt  that  offers  fair  reward 
for  the  risk  of  default.  A  good  example  is  Realogy,  the  largest  res- 
idential real  estate  broker  in  the  U.S.,  spun  off  from  the  Cendant 
conglomerate.  In  mid-December  private  equity  group  Apollo 
Management  announced  a  $9  billion  bid  for  Realogy.  But  the 
impact  on  Realogy's  $1.2  billion  in  bonds  issued  just  two  months 
before  was  a  price  increase. 

That's  because  Realogy's  notes  have  excellent  and  atypical 
covenant  protections:  change  of  control  puts  and  coupon  step- 
ups  for  any  ratings  downgrade.  Thus  bondholders  have  the 
choice  of  either  putting  the  bonds  back  to  the  company  at  par  or 
receiving  a  higher  coupon. 

If  corporate  bond  investors  demanded  such  covenants  as  a 
matter  of  routine,  they  would  put  a  real  damper  on  the  LBO 
mania.  LBOs  would  not  be  stopped,  but  at  least  the  bond  buyers 
wouldn't  be  the  easy  victims. 


Forbes 


Lisa  W.  Hess  is  a  New  York  money  manager.  Visit  her 
home  page  at  www.forbes.com/hess. 
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WALL  STREET'S  DARLING  IS  BACK:  GOLDILOCKS, 
whose  economy  is  neither  too  hot  nor  too  cold, 
but  just  right  for  optimistic  investors.  Inflation 
is  under  control,  earnings  are  still  strong,  the 
outlook  is  for  solid  growth.  That's  why  we're  in 
the  second-longest  rally  since  1929,  at  four  years,  three  months 
and  counting.  Since  July  2006  in  particular  stocks  have  rocked. 

Market  momentum  pushed  the  Dow  Jones  industrial  average 
above  12,000  in  October  and  juiced  22  record  highs  before  year- 
end.  Small  caps  have  been  stellar.  In  2006's  final  quarter  their 
benchmark,  the  Russell  2000,  jumped  9%.  That  was  essentially  a 
year's  worth  of  performance  in  three  months.  Aftertax  corporate 
profits,  as  a  share  of  gross  domestic  product,  have  risen  to  their 
highest  level  since  1929.  This  could  be  an  odd  coincidence;  it  is 
certainly  a  worrisome  year  for  comparison. 

Investors  Intelligence,  which  polls  Street  sentiment,  reported 
recently  that  60%  felt  bullish  and  were  convinced  the  economy  is 
just  right.  The  run  has  lulled  investors  into  a  false  sense  of  secu- 
rity. After  all,  Goldilocks  was  no  saint.  She  broke  into  someone 
else's  cottage,  stole  their  porridge  and  busted  Baby  Bear's  chair. 
As  a  contrarian,  I  have  always  related  better  to  the  bears.  They 
are  the  ones  who  recognized  something  was  not  quite  right.  That 
is  how  I  feel  as  we  start  the  new  year. 

A  correction  is  inevitable.  I'm  anticipating  at  least  a  10%  mar- 
ket drop  sometime  this  year.  Why?  Earnings  expectations  are 
overly  optimistic.  After  increasing  20%  in  2005  and  15%  last  year, 
Wall  Street  is  still  banking  on  10%  earnings  growth  for  2007, 
double  the  historical  average.  But  economic  expansion  is  pro- 
jected to  slow  to  2.5%  in  2007,  down  from  3.3%  in  2006.  The 
smart  money  knows  it  is  not  possible  for  corporate  profits  to  out- 
pace the  underlying  economy  for  very  long. 

This  is  a  time  to  be  conservative.  So  I  am  sticking  with 
quality  companies:  the  slow-and-steady  Eddies  with  the  sturdy 
franchises,  deep  economic  moats  (protecting  them  from  com- 
petition) and  robust  cash  flows  that  enable  them  to  hold  firm 
in  a  slowing  economy. 

My  approach  to  value  investing  is  not  for  the 
impatient.  Some  of  my  contrarian  plays  take  a  while 
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to  work  out;  my  long-term  strategy  has  done  well  for  me.  That 
said,  2006  was  a  tough  year  for  my  column.  The  stocks  I  wrote 
about  advanced  4%  since  their  initial  2006  mentions  (after 
deducting  a  hypothetical  1%  for  trading  costs)  compared  to  9% 
for  investments  made  (with  no  trading  costs)  in  the  S&P  500  at 
the  same  times. 

I  have  been  bullish  on  the  media  industry,  and  a  number  of 
these  stocks  suffered  in  2006  amid  soft  advertising  and  wide- 
spread presumption  that  eyeballs  will  be  lost  to  the  Internet.  My 
worst-performing  pick  was  the  regional  newspaper  company 
Journal  Register  (7,  JRC),  which  tumbled  40%  since  my  April 
mention,  largely  from  weak  results  in  auto- 
dependent  Michigan. 

Still,  the  company  has  a  well-respected 
brand  and  strong  market  share  in  its  communi- 
ties. Journal  Register  also  is  adapting  well  to  the 
shift  of  classified  advertising 
to  electronic  forms.  Its  online 
revenues  are  projected  to  rise 
40%  in  2007  following  an  es- 
timated 30%  increase  in  2006. 
Plus,  management  inked  a 
strategic  deal  with  Yahoo  to 
link  newspapers  with  the 
Internet  giant's  broad — and 
younger — audience.  Journal 
Register  trades  at  a  40%  dis- 
count to  my  $12  estimate  of  its  intrinsic  worth. 

One  of  my  winners  was  Energizer  Holdings  (71,  ENR),  which 
makes  batteries  and  razors;  the  stock  is  up  43%  since  I  wrote 
about  it.  The  company  was  able  to  boost  battery  prices  enough  to 
offset  the  higher  cost  of  zinc  and  to  participate  in  the  sector's  vol- 
ume expansion.  Instead  of  going  head-to-head  with  Gillette's 
Fusion  razor,  Energizer  wisely  focused  its  Schick  products  on 
women  and  international  consumers.  It  trades  at  a  10%  discount 
to  my  $79  value  estimate. 

Tying  it  was  Realogy,  the  real  estate  firm  spun  off  from  Cen- 
dant. In  December  Apollo  Management  agreed  to  buy  Realogy. 

Baxter  International  (46,  bax),  my  next  best  pick,  surged 
23%.  The  health  care  company  has  prospered  over  the  last  three 
years  under  Chief  Executive  Robert  Parkinson's  watch.  He 
pruned  lower-margin  products,  slashed  debt  in  half  and  reinvig- 
orated  research  and  development.  Advate,  Baxter's  hemophilia 
drug,  is  the  only  such  treatment  made  without  human  or  animal 
plasma  proteins,  thus  eliminating  blood- borne  impurities.  After 
penalizing  Baxter  for  the  past  few  years,  Wall  Street  is  finally 
rewarding  its  prowess.  No  longer  as  cheap,  the  stock  trades  at  an 
8%  discount  to  my  $50  estimate  of  private  market  value. 

I  am  hanging  on  to  Journal  Register,  Energizer  and  Baxter, 
and  they  will  go  into  next  year's  performance  calculation  at  their 
Dec.  31  prices.  F 


The  unusual 
length  of  the 
recent  run  has 
lulled  investors 
into  a  false  sense 
of  security. 
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John  W.  Rogers  Jr.  is  chairman  and  chief  executive  officer  of 
Chicago-based  Ariel  Capital  Management,  LLC,  the  adviser  to  the  Ariel 
Mutual  Funds.  Visit  his  home  page  at  www.forbes.com/rogers. 
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ROBERT  B.  STRASSLER  CALLS  HIMSELF  A 
"scholar  without  credentials."  He  doesn't  read 
Greek  or  Latin,  nor  does  he  have  a  tenured  job  at 
a  university.  He  retired  20  years  ago  after  a  pros- 
perous couple  of  decades  running  an  oil  drilling  equip- 
ment business.  Yet  this  amateur  scholar  may  turn  out  to  be  one  of 
the  bestselling  classicists  of  all  time. 

Ten  years  ago  Strassler,  69,  published  The  Landmark  Thucydides 
(Free  Press),  a  desk-whomping  713-page  edition  of  the  Greek  his- 
torians account  of  the  Peloponnesian  War.  Strassler  worked  on  it 
for  seven  years — without  a  publishers  advance.  His  goal:  to  unlock 
antiquity's  most  intricate,  difficult 
narrative  for  a  modern  audience.  He 
succeeded  brilliantly:  1 14  detailed 
maps  in  line  with  the  text,  hundreds 
of  margin  notes,  a  header  on  every 
page  showing  time  and  place,  and 
11  appendixes  that  illuminate 
military,  economic  and  political 
concepts  of  the  time. 

The  book  was  a  smash  (as 
classics  go),  selling  30,000  copies 
in  hardcover  and  40,000  in  paper- 
back, even  though  the  cost  of  that 
edition  ($25)  was  twice  that  of  the 
mass-market  Penguin  paperback. 
"I  would  never  use  the  Penguin 
again,"  says  Joshua  D.  Sosin,  asso- 
ciate professor  of  classical  studies 
at  Duke  University. 

Now  Strassler  is  expanding 
his  project  across  the  bookshelf. 
There  are  four  more  Landmark 
editions  in  the  works:  A  new 
translation  of  Herodotus  by 
adjunct  professor  Andrea  Purvis 
of  Duke  University,  with  21 
appendixes  and  123  maps,  will 
appear  in  late  2007,  to  be  fol- 
lowed by  reader-friendly  vol- 
umes of  Xenophon's  Hellenica, 
Arrian  and  Polybius.  "The  work 
he's  doing  is  monumental,"  says 
Edward  Kastenmeier,  Strassler's 
editor  at  his  current  publisher, 
Pantheon.  "Bob  put  it  together 
on  his  own." 

Strassler's  father  made  a  bun- 
dle in  the  wake  of  the  Depression, 
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running  syndicates  that  bought  and  fixed  up  liquidated  compa- 
nies. Strassler  was  introduced  to  the  classics  at  Fieldston,  a  prep 
school  in  the  Bronx,  and  again  as  a  history  major  at  Harvard.  In 
his  junior  year  there  he  pestered  the  deans  into  assigning  him  a 
former  Oxford  don  to  tutor  him  three  hours  a  week  in  the  history 
of  ancient  Greece.  Says  Strassler,  "It  was  the  best  thing  Harvard 
ever  did  for  me." 

Later,  after  graduating  from  Harvard  Business  School  in  the 
top  5%  of  his  class  in  1961,  he  went  into  the  family  business.  His 
father  told  him  to  revive  or  dump  a  Tulsa  company  that  made 
equipment  for  oil  rigs.  "My  dad  told  me,  'Get  in  earlier  than  every- 
one and  stay  later.  Open  up  every 
piece  of  mail.  Anything  you  don't 
understand,  you  call  the  addressee 
and  get  them  to  explain,'"  he  says. 

Strassler  handled  the  busi- 
ness well  through  an  oil  boom, 
but  when  a  bust  came,  in  1983, 
he  was  worn  out.  His  bond  port- 
folio seemed  like  a  better  place 
for  his  and  his  family's  money- 
no  employees  or  regulations  to 
worry  about.  So  he  lit  out  for  the 
Berkshires  and  joined  the  board  of 
Simon's  Rock  College,  a  liberal  arts 
school  in  Great  Barrington,  Mass. 
At  the  request  of  the  provost  he 
taught  a  class  in  ancient  Greek 
literature  in  translation,  sympa- 
thizing with  students  who  found 
Thucydides  impenetrable:  The 
Modern  Library  edition  has  one 
map  of  the  entire  Hellenic  world, 
with  180  labels  on  it.  Students 
must  constantly  flip  back  and 
forth  to  figure  out  where  they  are. 
The  Penguin  edition  has  no  mar- 
gin notes,  no  glossary  and  an 
index  Strassler  deems  "useless." 

In  1989  he  drew  up  a  pro- 
posal for  a  much  more  inviting 
version  and  cast  around  for  a  pro- 
fessor to  do  the  work.  Some  said 
they  were  busy;  others  couldn't 
understand  why  Strassler  would 
bother  making  Thucydides  acces- 
sible to  the  lay  reader.  That  got 
Strassler  steamed.  "These  people 
would  rather  write  about  how  the 
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letter  sigma  changed  over  200  years.  That's 
what  you  get  points  for,"  he  says.  "Then 
they  cry  in  their  beer  that  no  one  reads  the 
classics  anymore." 

So  he  put  together  his  own  sample 
edition,  with  roughed-out  maps,  margin 
notes,  an  index  and  a  list  of  appendixes, 
and  sent  it  out  again.  Yale  historian 
Donald  Kagan,  an  expert  on  the  Pelopon- 
nesian  War,  was  enthusiastic  and  intro- 
duced Strassler  to  his  book  agent,  Glen 
Hartley.  The  proposal  went  out  to  a  dozen 
publishers.  Only  one,  Simon  &  Schusters 
Free  Press,  agreed  to  take  it  on — but  with- 
out an  advance.  Strassler  had  to  finance 
the  entire  project  himself.  Fine,  he  said; 
but  give  me  veto  power  over  every  change. 
Strassler,  a  perfectionist,  would  periodi- 
cally call  his  editor,  Adam  Bellow  (son  of 
Saul),  and  run  down  a  list  of  dozens  of 
items  that  needed  discussing.  Strassler 
hated  the  initial  index  the  publisher  had 
put  together.  He  wrote  a  100-page  letter 
detailing  all  the  errors.  In  the  end,  he  did 
the  index  himself.  "Bobs  a  very  nice  man," 
says  Bellow.  "But  underneath  there's  a 
skeleton  of  steel." 

In  1997,  before  the  glow  faded  from 
the  raves  over  Thucydides,  Strassler 
started  work  on  the  new  translation  of 
Herodotus.  He  scored  a  big  advance  from 
Pantheon,  using  that  money  to  fund  a 
classics  factory,  of  which  he  is  chief  execu- 
tive officer.  He  expects  his  future  costs  to 
run  higher  than  what  he  paid  for  Thucy- 
dides: $30,000  for  the  designer,  $20,000 
for  the  cartographer,  and  $500  per  appen- 
dix to  professors. 

He  will  be  chief  editor  on  Herodotus 
and  Xenophon,  but  the  volumes  follow- 
ing will  be  shepherded  by  well-creden- 
tialed  scholars.  Strassler's  role  will  be 
reduced  to  series  editor.  Not  having  tenure, 
he  says,  has  worked  to  his  advantage:  "It 
makes  me  nonthreatening.  Scholars  can 
help  me  without  fear  of  my  stepping  on 
their  toes." 

In  light  of  his  success,  he  is  surprised 
not  to  have  engendered  competition.  "I 
thought  I  would  be  copied,"  he  says,  "but 
no  one  picked  up  on  it."  That  strikes  him 
odd,  since  the  classics  remain  the  under- 
pinning of  Western  philosophy:  "We  are 
the  heirs  of  the  Greeks  and  the  prisoners 
of  their  thought."  F 
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The  Forum  of  Young  Global  Leaders,  a  Foundation  set  up  in  partnership  with  the  World  Economic  Forun 
is  proud  to  announce:  ^^^|^^^^* 

•  The  Young  Global  Leaders'  active  participation  in  the  World 
Economic  Forum  Annual  Meeting  2007  to  advance  efforts  to 
shape  a  better  world  by  2020. 

•  The  new  class  of  Young  Global  Leaders  2007,  which  includes 
250  leading  executives,  public  figures  and  intellectuals 
under  the  age  of  40  from  around  the  world,  who  have 
been  selected  to  collectively  shape  the  future. 

The  Forum  of  Young  Global  Leaders  is  a  unique,  multistakeholder  community  of  the  world's  mo: 
extraordinary  leaders  who  are  ready  to  dedicate  a  part  of  their  time  and  energy  to  jointly  work  towards 
better  future.  Each  year  250  exceptional  individuals  are  identified,  drawn  from  every  region  of  the  world  ar 
from  a  myriad  of  disciplines  and  sectors. Together  they  engage  in  the  2020  Initiative,  a  comprehensi'N 
endeavour,  to  understand  current  and  future  trends,  risks  and  opportunities  at  both  the  global  and  region 
levels,  formulate  a  positive  vision  for  the  world  in  2020  and  put  forward  concrete  strategies  to  translate  the 
vision  into  action. 


To  browse  the  list  of  Young  Global  Leaders,  or  for  more  information  on  the  Foundation,  please  visit 
www.youngglc  iers.org 
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"ft  Liberty  Trading  Group 
Visit  www.optionsellers.com 

^5NBCS 

Call  1-800-999-SALE  or  visit 
www.NBCSllc.com 

"ft  Publisher's  Guild 
Call  1-800-399-0892 

"ft  ROMFAB 

Call  1-818-787-6460  or  visit 
www.fastexercise.com 

^  Steven  Sears  CPA/ Attorney 
Call  1-949-262-1100  or  visit 
www.searsatty.com 

"ft  Strong  Travel  Services 
Call  1-214-361-0027 

^  Valef  Yachts 

Call  1-800-223-3845  or  visit 

www.VALEFYACHTS.com 

"ft  Worldwide  Business  Consultants 
Call  1-800-733-2191  or  visit 
www.corbettandkish.com 

Computer/Technology 

"ft  Fujitsu  Computer  Systems 
Corporation 

Financial  Services 

"fti  Franklin  Templeton  Investments 

Call  1-800-FRANKLIN  or  visit 

www.franklintempleton.com 


"ft  Marsico  Funds 

Call  1-888-860-8686  or  visit 

www.marsicofunds.com 

"ft  Resources  Global  Professionals 
Call  1-800-900-1131  or  visit 
www.ResourcesGlobal.com 

"ft  T  Rowe  Price 

Equity  Income  Fund 

Call  1-877-556-5684  or  visit 

www.ira.troweprice.com 

"ft  T  Rowe  Price 

Growth  Stock  Fund 

Call  1-877-556-5684  or  visit 

www.ira.troweprice.com 

"ft  T  Rowe  Price 
Spectrum  Growth  Fund 
Call  1-877-556-5684  or  visit 
www.ira.troweprice.com 

"ft  T  Rowe  Price 

Capital  Appreciation  Fund 

Call  1-877-556-5684  or  visit 

www.ira.troweprice.com 

"ft  T  Rowe  Price 
Value  Fund 

Call  1-877-556-5684  or  visit 
www.ira.troweprice.com 

Travel 

"ft  Singapore  Airlines 
Experience  unparalleled  luxury  in 
our  new  Boeing  777-300ER 
Business  Class  from  San  Francisco 
to  Seoul  and  Singapore  three  times 
weekly.  Daily  flights  available 
March  2007. 

Call  1-800-742-3333  or  visit 
www.singaporeair.com 


Advertisement  January  29,  2007 

Business  Classified 


Coins 


John  ±  Christian 


designers  a  Craftsmen 


/ 


ORDER  BY 

FEB.  12th 

VALENTINE'S 
DELIVERY! 


yjumeros- Collection 

Jour  Anniversary  (Date 

in  Roman  Numerals! 

December  11, 1998  =  XH  XI  MCMXCVIII 

FROM  $590 


j.      .     _    .    _  „■    .     _  r.  3  day  Rush  Availablei 

View Out 'Entire Collection  Online,  available  in  sterling,  gold  a  plating 


free  catalogue     RINGBOX.COM  1-888-646-6466 


Business  Opportunity 


American  Diagnostic  Centers 


Net  annual  income  of  $500,000 

Own  and  operate  a  Medical  Diagnostic  Center 
in  your  area.  Business  Management 
experience  is  a  must.  $800,000  Cash 
investment  required.  Can  reach  profitability 
in  6  months.  Partnership  also  available. 

(866)  862-1222 
info@americandiagnosticcenters.com 
www.americandiagnosticcenters.com 


Legal  Servft/fes*^^ 


lobal  Investing 


Ontor 
This  Book!!! 

Call  Ally. 
Mli  > .  Lcving 
312-W07-5WO 

Fathers' 

Rights 
l  

HO?? 


CK  TOR.YIARKETS/FL'NDS 
www.GlobalMarketsReport.com 


LEAU!N<;  INVESTORS  <;uc>ET<)  OFF  SHORE  FI  NOS 

50toi*plrk)rmim;i)\ii.\  offshork 
market  charts  &  top  fl  m>^ 

FARN  <)\  F.K  Ml'/.  RETURN  FOR  ONU  S.VI  A  MONTH 
I  WFFK  FREE  TRIAL 


Forbes 

Subscriber  Se 


To  plan  your  order,  to  renew,  change 
your  address  or  other  customer  service, 
visit  our  site  at... 

www.forbes.com/customerservice 
or  call:  800-888-9896 


OVER  4,000 
VINTAGE  ONE  OUNCE 
GOLD  COINS  NOW  AVAILABLE 


Large  hoard  of  classic  $20  Liberty  Head  Double  Eagles  now 
available.  Each  coin  is  guaranteed  genuine  and  at  least  100 
years  old. 

Don 't  Miss  This  Opportunity.  Order  Sow! 

Incredibly,  we  are  making  these  numismatic  treasures  from  a 
bygone  era  available  for  only  $30  above  the  price  of  gold  Rare 
coins  have  additional  value  over  gold  bullion.  To  order  your 
coins  call  1-800-301-3868  now  or  visit  us  on  the  web  at 
www.coinoffer.com.  Your  satisfaction  is  assured  with  our  30- 
day  money  back  guarantee. 


CALL 


1-800-301-3868 

Westminster  Mint 
1660  Hwy.  100  •  Suite  429  •  Minneapolis,  MN  55416 


Bank  Finance 


Bank  Says  'NO'?... 
We  Say  'YES'l 

Get  the  Line  you  need  (min  $50K). 
No  hassles.  No  gimmicks. 
No  audits.  Personalized  service. 
Very  affordable.  No  upfront  fees. 
We  are  not  Brokers.  Only  B2B. 

Call  Mr.  Weil  (CEO)  800-499-6179 

www.4capitalsolutions.com 

(We  approve  90%  of  all  qualified  businesses) 


For  Advertising  Information 
and  Rates  Call: 

Media  Options 
1-800-442-6441 

mediopt@aol.com 
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ossified 


LIFE  INSURANCE  ALERT  FOR  SENIORS 

NEW!  How  to  sell  your 
unwanted  and  unneeded  life 
insurance  policies  for  cash 


About  lnsure.com 

"The  best  Web  site  I've  found..." 

The  Dallas  Morning  News 

"...we'd  recommend  you  do  your 
insurance  shopping  here..." 

Barron's 

"New  source  for  best  buys  in 
insurance.  One  way  to  get  to 
know  the  insurance  market." 

Kiplinger's 

"...this  site  is  flush  with 
useful  features." 

Forbes.com 

"...as  good  as  a  Web  site  on 
insurance  can  possibly  be.  Hats 
off  and  a  gold  star  to  the  top 
insurance  site  on  the  Web." 

Insurance  for  Dummies 

"The  premier  Web  site  in  terms 
of  detail  and  ease  of  use,  (best 
of  all,  it's  free)  is  lnsure.com..." 

Yahoo!  FINANCE 


Here  are  the  facts: 

•  Investor  groups  and  financial  institutions 
are  now  paying  cash  to  buy  unwanted 
life  insurance  policies.  Whole  life, 
universal  life,  term  life,  joint-life, 
last-to-die  and  key-man  life  may  qualify. 

•  You  might  own  an  unwanted  and 
unneeded  life  insurance  policy  that 
is  eligible  to  be  sold  for  cash  and  not 
even  know  it! 


Recent  Purchase  Offers 

69  year-old  male:  $500,000  policy 
Cash  offer:  $100,000 
72  year-old  female:  $750,000  policy 
Cash  offer:  $165,000 
78  year-old  male:  $1,200,000  policy 
Cash  offer:  $408,000 
83  year-old  female:  $2,000,000  policy 
Cash  offer:  $406,000 


Rising  premiums  or  changed  family  circumstances  can  create  a  situation  where 
you've  decided  that  a  life  insurance  policy  is  no  longer  wanted  or  needed. 

For  example,  many  people  with  unwanted  cash  value  insurance  mistakenly 
believe  that  the  policy  value  is  worth  no  more  than  the  actual  cash  value. 
Even  worse,  many  people  mistakenly  believe  that  their  unwanted  term  life 
insurance  can  only  expire  worthless  or  be  lapsed  for  zero  value. 

How  to  obtain  a  free  life  insurance  policy  valuation.  If  you  are  at  least  55 
years  of  age  and  have  at  least  SI  00,000  of  life  insurance  coverage  in  force, 
please  mail  the  coupon  below,  call  us  toll-free  at  1-800-556-9393,  ext.  101 
or  visit  us  online  at  www.insure.com. 


Instant  quotes  from  over  200  companies 
Life  •  Auto  •  Health  •  Home  •  and  More! 


Insure.com 


YES!  Please  send  me  free  information  on  how  I  might  be 
able  to  sell  my  unwanted  life  insurance  policies  for  cash. 


./_ 


./_ 


Date  o(  birth  (MM/DU/YY) 


City  State 

Major  Illness  History:    U  Heart  Disease    _J  Cancer   LJ  Diabetes   LJ  Stroke   3  Other 

(Please  check  all  that  apply.) 

Mail  to:  lnsure.com,  8205  South  Cass  Avenue,  Suite  102,  Darien,  IL  60561 


Ad  Code:  FORBS  1/07 


NOTE.  The  sale  of  an  unwanted  and  unneeded  life  insurance  policy  is  called  a  "life  selflement"  and  is  an  aclivity  thai  is  regulated  in  at  least  37  states.  You  should  never  lapse, 
cancel  or  sell  a  life  insurance  policy  until  after  you  have  first  obtained  independent  and  unbiased  information  regarding  all  of  your  options  and  choices  The  National  Associaion 
of  Insurance  Commissioners  has  published  a  useful  brochure  entitled,  "Selling  Your  Life  Insurance  Policy:  Understanding  Life  Settlements'  Copies  may  be  obtained  by  calling 
(816)  842-3600  or  visiting  www.naic.org.  This  message  and  offer  is  void  where  prohibited  by  law.  Quotesmilh.com,  Inc.  DBA  lnsure.com  generates  revenues  from  the  receipt  of 
industry-standard  fees  and  commissions  paid  to  il  by  participating  insurance  companies,  life  setllement  providers  and  investors.  Copyright  ©1984-2007  Quolesmith.com,  Inc.  All 
rights  reserved  CA  agent  #0A13858.  LA  agent  #200696,  MA  agent  #333509159  Quotesmith  com,  Inc  dba  Insure  com  Insurance  Services  in  CA  under  agent  #0827712.  in  LA 
under  agent  #205078  Quotesmith  com,  Inc  dba  Insure  com  Insurance  Services,  Inc  in  UT  under  agent  #90093  Quotesmith  com  dba  Insure  com  and  Life  Quotes,  Inc  in  CO 
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Business  Classified 


luxury  Yachting 


Capital  Available 


vRent  A  Greek 
^^Gruising  Palace 


And  sail 
among  the 
,000  Greek 
islands 


THEN  YOU  CAN  SELECT  YOUR  OWN 
ENVIRONMENT,  YOUR  OWN  SCENERY,  YOUR  OWN  ISLAND! 
Charter  a  motor  yacht,  motor  sailer  or  sailing  yacht  (for  4  to  200  guests, 
from  60'  to  490'  and  $1,500  to  $200,000  per  day  for  entire  yacht  with 
its  full  crew)  from  VALEF  YACHTS,  agents  for  the  largest  fleet 
of  crewed  yachts  for  charter  in  Greece. 

IT  COSTS  NO  MORE  THAN  BEING  ON  A  CRUISE  SHIP 

BUT 

•  You  can  plan  your  own  itinerary  with  your  own  captain 
•  Your  food  with  your  own  chef 
•  Your  drinks  with  your  own  steward,  or  leave  it  up  to  them 
to. .  .pamper  you. 

VALEF  YACHTS  LTD. 

International  Headquarters:  7254  Fir  Rd.,  P.O.B.  385,  Ambler,  PA  19002  USA 
Tel:  (215)  641-0423  •  (800)  223-3845  •  Fax:  (215)  641-1746 
E-mail:  lNFO@VALEFYACHTS.com  •  Website:  VALEFYACHTS.com 


Options  Tn 


Start  writing  options  for  income 
in  your  portfolio. 

Liberty  Trading  Group  is  the 
first  brokerage  firm  in  the  US 
to  specialize  exclusively  in 

selling  options. 
Free  sample  newsletter  at 
www.optionsellers.com 
(Futures  Trading  Involves  Risk  of  Loss) 


Steven  Sears 
CPA- Attorney 

NEVADA  LLCs 

ASSET  PROTECTION1 

Tax  &  Estate  Planning. 
Family  LPs,  Corporations. 
Trusts.  International  Banking 

FOR  A  PRIVATE  CONSULTATION  CALL  949-262-1100 

Timeshare 


Art  Who 


Timeshares|Gallart 

.com 

Buy/Sell  Fine  Art 


(800)  640-7639  1305.932.6166 

holidaygrOUp.COm/fm    ■  20633  Biscayne  Blvd.  Aventura.  FL  33180 


Custom  Made  Shirts 


Custom  Made  Shirts 

V      Made  to  fit  you. 

For  Men  &  Women. 
'•'  From  finest  impoted  Cottons 
II    (    Box  of  six  from  $89  eac^ 
H  SH/H.  Free  Monogramming 
I  Gift  Certificates  Avauaole 
e-mail:  info@britishtailors.com 
Call  Toll  Free:  1-866-857-8487 


Forbe 

Subscriber  Service 


To  plan  your  order,  fo  renew, 
range  your  address  or 
other  customer  service, 
visit  our  site  at.... 
www.forbes.com/customerservice 
v  cai!...800-888-9896 


We  See  Your  Success 


Purchase  Order  Finance  I  Trade  Finance  I  Letters  of  Credit 
Domestic  &  International  Accounts  Receivable  Factonng 


Business  Opportunity 


BUSINESSES  FOR  SALE 


International  Intermediary 
has  Middle  Market  Businesses  for  Sale 

GW  EQUITY 

Merger?  A  ^qusibofts 
877-213-1792 


www.GWEQUITY.com 


"LOOK"  This  is  Different 


If  you  can  comfortably  afford  a  "one 
time"  investment  of  SI  1,900  you 
could  earn  SI 5.000  plus  every  month 
and  it's  easy  and  fun!  We  guarantee  to 
show  you  how  -  in  your  area  -  where  it 
counts,  "a  Corporate  First".  Includes 
a  one-on-one  training  Program. 
CALL:  1-877-808-0800 


Why  do  You  Nee< 
to  Own  a 
Private  Bank? 

Free  Report 

800-733-2191 
WBC 

est  1991 


BEEN  BURNED 

Dispute?  Owed  Money?  Been  Taken 
Advantage  of  on  an  investment  or 
business  deal?  Ready  to  take  action  ar 
be  compensated7  Don't  put  good  mon 
after  bad.  No  cost  unless  we  get  resul 

Client  First  LLC 
509-966-0359  FAX:  509-966-04^ 


Looking  for  a  sale  or 
licensing  Agreement  to  a 
Diaper  Manufacturer  Diaper 
With  Legs  Patent  # 
6.926702. 
Diaper  will  not  leak,  for  young  and  old 
call  Lisa  Wilkinson.  Inventor 
931-946-2836  or 
373  Spring  St 
Spencer,  TN  38585 


YOU  ARE  LOOKING  TO  BUT  OR 
SELL  A  BUSINESS  AND  TOU 
ARC  MATCHED  WITH  THE 
RIGHT  OPPORTUNITY  QUICKLY! 


For  Advertising  Information  and  Rates  Contact: 

Media  Options  1800-442-6441 
mediopt@aol.com 


You  con  charge  your  ad 
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Business  Classified 


Exercise  in  exactly  4  minutes  per  day 

Winner  of  the  1991  Popular  Science  Award  for  the 
"Best  of  What's  New"  in  Leisure  Products 


$14,615 


ROM  •  MANUFACTURED  IN  CALIFORNIA  SINCE  1990 


TIME  IS  IT.  Over  92%  of  people  who  own  exercise  equipment  and 
88%  of  people  who  own  health  club  memberships  do  not 
exercise.  A  4  minute  complete  workout  is  no  longer  hard  to 
believe  for  all  the  people  who  since  1990  have  bought  our 
excellent  Range  of  Motion  machine  (ROM).  Over  97%  of  people 
who  rent  our  ROM  for  30  days  wind  up  purchasing  it  based  upon 
the  health  benefits  experienced  during  that  tryout,  and  the  ROM 
performance  score  at  the  end 


to  over  100  years  old  and  highly  trained  athletes  as  well.  The 
ROM  adapts  its  resistance  every  second  during  the  workout  to 
exactly  match  the  user's  ability  to  perform  work.  It  balances  blood 
sugar,  and  repairs  bad  backs  and  shoulders.  Too  good  to  be  true? 
Get  our  free  video  and  see  for  yourself.  The  best  proof  for  us  is 
that  97%  of  rentals  become  sales.  Please  visit  our  website  at: 
www.FastExercise.com. 


of  each  4  minute  workout  that 
tells  the  story  of  health  and 
fitness  improvement.  At  under 
20  cents  per  use,  the  4 
minute  ROM  exercise  is  the 
least  expensive  full  body 
complete  exercise  a  person 
can  do.  How  do  we  know  that 
it  is  under  20  cents  per  use? 
Over  90%  of  ROM  machines 
go  to  private  homes,  but  we 
have  a  few  that  are  in 
commercial  use  for  over  12 
years  and  they  have  endured 
over  80,000  uses  each, 
without  need  of  repair  or 
overhaul.  The  ROM  4  minute 
workout  is  for  people  from  10 


The  typical  ROM  purchaser  goes  through  several  stages: 

1.  Total  disbelief  that  the  ROM  can  do  all  this  in  only  4  minutes. 

2.  Rhetorical  (and  sometimes  hostile)  questioning  and  ridicule. 

3.  Reading  the  ROM  literature  and  reluctantly  understanding  it. 

4.  Taking  a  leap  of  faith  and  renting  a  ROM  for  30  days. 

5.  Being  highly  impressed  by  the  results  and  purchasing  a  ROM. 

6.  Becoming  a  ROM  enthusiast  and  trying  to  persuade  friends. 

7.  Being  ignored  and  ridiculed  by  the  friends  who  think  you've  lost  your  mind. 

8.  After  a  year  of  using  the  ROM  your  friends  admiring  your  good  shape. 

9.  You  telling  them  (again)  that  you  only  exercise  those  4  minutes  per  day. 
10.  Those  friends  reluctantly  renting  the  ROM  for  a  30  day  trial. 

Then  the  above  cycle  repeats  from  point  5  on  down. 

The  more  we  tell  people  about  the  ROM  the  less  they  believe  It. 

From  4  minutes  on  the  ROM  you  get  the  same  results  as  from  20  to  45 
minutes  aerobic  exercise  (jogging,  running,  etc.)  for  cardio  and 
respiratory  benefits,  plus  45  minutes  weight  training  for  muscle  tone  and 
strength,  plus  20  minutes  stretching  exercise  for  limberness/flexibility. 


"  ROM  is  the  best 
time  management 
tool  ever. " 


Anthony  Robbins 


Motivational  speaker  Anthony 
Robbins  calls  the  ROM  a  fan- 
tastic time  management  tool. 
He  owns  3  ROM  machines:  one 
at  his  home,  one  at  his  resort  in 
Fiji,  and  one  that  travels  with 
him  to  all  his  seminars. 


Order  a  FREE  DVD  or  video  from  www.FastExercise.com  or  call  (818)  787-6460 

Factory  Showroom:  ROMFAB,  8137  Lankershim  Blvd.,  North  Hollywood,  CA  91605 
Fax:  (818)  301-0319  •  Email:  sales@FastExercise.com 


RENT  A  ROM  FOR  30  DAYS.  RENTAL  APPLIES  TO  PURCHASE. 


TILQILGHLTS 

On  the  Business  of  Life 


sho 


he  more  sensible  U.S.  manufacturers  have  already  started  or  are  about  to  put  into  the  works 
measures  necessary  to  halt  their  plants?  pollution  of  water.  We  have  a  great,  big,  rich,  bountiful,  bustling 
growing  booming  land,  but  it's  not  such  a  great,  big  rich,  bountiful,  bustling  growing  booming  land 
that  we  can  get  along  without  clear  water.  Marie  Antoinette  may  have  thought  cake  could  solve  the  bread 
shortage.  No  one  thinks  gin  can  solve  the  water  shortage.  —MALCOLM  S.  FORBES  (1965) 


I  am  I  plus  my  surroundings  and  if  I  do 
not  preserve  the  latter,  I  do  not  preserve 
myself. 

—JOSE  ORTEGA  Y  GASSET 


That  which  is  not  good  for  the  beehive 
cannot  be  good  for  the  bees. 

—MARCUS  AURELIUS 


The  poor  tread  lightest  on  the  earth.  The 
higher  our  income,  the  more  resources  we 
control  and  the  more  havoc  we  wreak. 

—PAUL  HARRISON 


In  the  world  there  is  nothing  more 
submissive  and  weak  than  water.  Yet  for 
attacking  that  which  is  hard  and  strong 
nothing  can  surpass  it. 

—LAO-TZU 


A  pool  is,  for  many  of  us  in  the  West,  a 
symbol  not  of  affluence  but  of  order,  of 
control  over  the  uncontrollable. 

—JOAN  DIDION 


There's  so  much  pollution  in  the  air  now 
that  if  it  weren't  for  our  lungs  there'd  be  no 
place  to  put  it  all. 

—ROBERT  ORBEN 


The  fouling  of  the  nest  which  has  been 
typical  of  man's  activity  in  the  past  on  a 
local  scale  now  seems  to  be  extending  to 
the  whole  system. 

—KENNETH  BOULDING 


Rivers  in  the  United  States  are  so  polluted 
that  acid  rain  makes  them  cleaner. 

—ANDREW  MALCOLM 

Beware  pathetic  fallacy.  Man's  confident 
assumption  that  his  environment  is  so 
sympathetic  to  his  moods  as  to  kick  in 
with  complimentary  props  when  he 
requires  them  bespeaks  the  kind  of 
arrogance  that  invites  comeuppance. 

—ALAN  COREN 


The  nation  that  destroys  its  soil 
destroys  itself. 

—FRANKLIN  D.  ROOSEVELT 


Conservation  is  a  state  of  harmony 
between  men  and  land. 

— ALDO  LEOPOLD 


If  the  voice  of  the  brook  was  not  the  first 
song  of  celebration,  it  must  have  been  at 
least  an  obbligatofor  that  event. 

—HAL  BORLAND 


The  long  fight  to  save  wild  beauty 
represents  democracy  at  its  best.  It  requires 
citizens  to  practice  the  hardest  of  virtues- 
self-restraint. 

—EDWIN  WAY  TEALE 


Do  no  dishonor  to  the  earth  lest  you 
dishonor  the  spirit  of  man. 

—HENRY  BESTON 


We  are  the  children  of  our  landscape. 

—LAWRENCE  DURRELL 


is  a  park  any  better  than  a  coal  mine? 
What's  a  mountain  got  that  a  slag  pile 
hasn't?  What  would  you  rather  have 
in  your  garden — an  almond  tree  or  an 
oil  well? 

—JEAN  GIRADOUX 


the  rain  a  father? 
Or  who  hath  begotten 
the  drops  of  dew? 


—JOB  38:28 
Sent  in  by  Fowler  White,  Torrington,  Conn. 
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Temperance 


$5  Price  per  gallon  equivalent1 


Ethanol 


'Before  taxes  and  retailer  markup. 
Sources:  EIA;  CBOT;  Bloomberg. 


CARRIE  NATION,  SAVE  US  FROM  THE  SCOURGE  OF  ALCOHOL 
sweeping  across  the  country!  Smash  our  gas  pumps. 

Ethanol,  so  beloved  of  politicians  and  farmers,  has  powerful  ef- 
fects. Growing  corn  and  turning  it  into  a  transportation  fuel  wreaks 
havoc  on  our  aquifers,  our  soil  and  our  bank  accounts.  The  prob- 
lem is  destined  to  get  worse,  for  reasons  that  Jonathan  Fahey  out- 
lines on  page  35.  In  a  mad  rush  for  subsidies,  farm  co-ops,  Vera- 
Sun  and  other  outfits  erected  a  few  too  many  ethanol  plants.  Now 
there's  an  impending  glut,  and  the  distillers  need  to  get  bailed  out. 
The  folks  in  Wash- 
ington, D.C.  will  no 

doubt  oblige.  Look  i_ 

for  George  Bush  and 
his  Democrat  friends 
(at  least,  the  ones 
planning  to  run  in 
the  Iowa  primary 
next  year)  to  increase 
either  the  tax  subsi- 
dies for  this  fuel  or 
the  mandates  on  mo- 
torists to  use  it. 

Just  what  ethanol  does  for  the  cause  of  energy  independence 
is  a  matter  of  controversy.  Two  well-known  cynics,  David 
Pimentel  of  Cornell  and  Tad  Patzek  of  UC,  Berkeley,  calculate 
that  producing  a  gallon  of  corn  ethanol  consumes  29%  more  fos- 
sil fuel  energy  than  the  ethanol  displaces.  The  federal  govern- 
ment has  a  study  with  the  opposite  conclusion:  The  ethanol  costs, 
in  fossil  fuel  terms,  26%  less  than  it's  worth.  A  report  from  some 
researchers  at  Washington  State  University  comes  down  in  the 
middle,  with  ethanol  making  a  slight  contribution  to  the  coun- 
try's energy  supply. 

What  about  the  economics?  Drivers  put  up  with  alcohol  only 
because  it  seems  to  be  competitive  in  price  (after  the  benefit  of  a 
federal  subsidy)  with  gasoline.  But  this  volume- for- volume  com- 
parison is  an  illusion.  A  gallon  of  ethanol  has  only  two-thirds  as 
much  chemical  energy  as  a  gallon  of  gas.  You  have  to  burn  1.5 
gallons  of  ethanol  to  go  as  far  as  the  gasoline  will  take  you. 

That  fact  alone  could  chop  the  ethanol  industry  down  to 
size — if  only  drivers  knew  it.  Let's  make  it  known.  Rejigger  gas 
pumps  so  that  they  charge  by  the  Btu,  not  by  the  gallon.  What 
amounts  to  the  same  thing:  The  advertised  price  on  the  pump 
would  not  be  per  gallon  of  fuel  but  per  gallon  of  pure  gasoline 
equivalent.  Any  $2  ethanol  that  the  retailer  throws  into  the  mix  is 
going  to  cost  him,  in  effect,  $3.  It  can't  compete  with  $2  gasoline, 
not  without  a  lot  of  help  from  the  people  buying  votes  in  Iowa. 
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Hung  Up  on  Ma  Bell 

As  chief  executive  of  Comptel  (Competitive  Telecommunications  Associa- 
tion), which  represents  companies  that  offer  communications  services  that 
compete  with  AT&T,  I  take  issue  with  your  repetition  of  AT&T's  claim  in 
"Whitacre's  Way"  (Jan.  8,  p.  84)  that  "net  neutrality"  is  about  giving  Google 
and  other  Internet  companies  a  "free  ride"  on  its  network.  Net  neutrality  has 
nothing  to  do  with  a  free  ride.  It  merely  reinstates  basic  nondiscrimination 
rules  of  the  road  that  prevent  AT&T  (or  other  network  operators)  from  taking 

a  free  ride  at  the  expense  of  the  rest  of 
the  market. 

Moreover,  Comptel  members  and 
Internet  companies  to  whom  they 
provide  services  pay  AT&T  billions  of 
dollars  each  year  for  access  to  its  net- 
work. As  you  note,  this  is  not  a  new 
network — it  is  based  upon  "copper 
lines  already  laid"  that  the  American 
public  has  paid  for  over  several  decades 
and  for  which  AT&T  claims  billions  of 
dollars  in  depreciation  every  year. 
Instead  of  heralding  AT&T  as  the 
Company  of  the  Year,  FORBES  should 
raise  concerns  about  the  reestablishment 
of  a  telecommunications  monopoly  that 
will  stifle  the  Internet,  reduce  innovation 
and  raise  prices  for  businesses  and  con- 
sumers. 

EARL  W.  COMSTOCK 
Chief  Executive,  Comptel 
Washington,  D.C. 


Lord  of  the  rings:  Business  is  looking 
up  for  AT&T  Chief  Ed  Whitacre. 


Spanish  Lesson 

"The  Artful  Billionaire"  (Dec.  25,  2006, 
p.  80)  was  of  great  interest  to  me,  espe- 
cially for  its  enumeration  of  billionaires 
who  have  recently  opened  or  plan  to 
open  museums  for  their  own  art  collec- 
tions. One  not  surprising  omission  is 
that  of  the  Thyssen-Bornemisza  Collec- 
tion, now  in  Madrid.  It  was  assembled 
by  members  of  the  billionaire  Thyssen 
family,  owners  of  the  infamous  Krupp 
Works.  Thyssen's  is  perhaps  the  second- 
largest  collection  in  private  hands  in  the 
world  today,  after  that  of  the  Royal 
Picture  Gallery  of  Queen  Elizabeth  II. 

However,  the  collection  was  amassed 
by  the  family  of  German  steel  baron  Fritz 
Thyssen,  who  was  intimately  connected 


with  Hitler's  rise  to  power.  It  contains 
works  acquired  under  duress  from 
prominent  Jewish  collectors  fleeing  Ger- 
many, such  as  Camille  Pissarros  "Rue  St. 
Honore  in  the  Rain,"  a  great  impression- 
ist urban  landscape  whose  ownership  is 
claimed  by  the  Cassirer  family.  The  mat- 
ter will  be  decided  by  the  courts,  and 
thus  the  flight  of  the  collection  to  Spain  is 
doubly  troubling.  Camille  Pissarro  was, 
after  all,  a  member  of  an  Iberian  Jewish 
family  that  fled  the  Inquisition.  The 
Thyssen  collection,  on  the  other  hand, 
was  brought  to  Spain  to  elude  legal 
claims  in  Germany  that  might  long  ago 
have  returned  the  great  painting  to  the 
family  of  its  Jewish  owners. 

ALLEN  TOBIAS 
Brooklyn,  N.Y. 
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"Bringing  a  vision  to  life  is  electrifying  to  me.  A  client  of  mine  wanted  to  create  a  beautiful  beamed 
ceiling.  She  had  her  BlackBerry®  and  I  had  mine.  In  an  afternoon,  we  collaborated  on  ideas  and  it  was 
designed.  We  always  have  a  lot  of  deadlines.  Always.  But  with  my  BlackBerry,  I'm  getting  work  done, 
so  I  can  go  and  enjoy  the  home  I've,  designed  for  myself." 

Join  the  conversation  at  www.blackberry.com/ask. 
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Gorilla  Tactics 


Hooray  for  Editor  William  Baldwin! 
(Side  Lines,  "Bananas  for  the  Monkey," 
Jan.  29,  p.  14).  He  says  "Put  half  your 
assets  in  low-cost  index  funds."  Cost  is 
not  the  only  problem  for  some  of  even 
the  best  actively  managed  funds.  Because 
these  managers  get  great  returns,  investors 
throw  money  at  them.  The  fund  managers 
then  must  invest  in  stocks  they're  not 
crazy  about,  close  the  fund  or  leave.  When 
my  superstar  manager  left  Janus  seven 
years  ago,  I  switched  all  my  assets  to  index 
funds.  I've  never  been  sorry. 

VICTOR  J.  PRESUTTI  JR. 

Dayton,  Ohio 

We  are  a  $180  million  merger  arbitrage 
hedge  fund  and  since  our  inception  have 
returned  283%,  versus  the  S&P  500  Index's 
60%.  We  have  low  volatility  and  have  had 
no  down  years.  Feel  proud  steering  clients 
away  from  us  and  into  the  S&P  Index? 

SETH  P.  WASHBURNE 
Founder 

Washburne  Capital  Management 
New  York,  N.  Y. 

Electronic  Cognition 

I  found  "Car  Talk"  (Jan.  29,  p.  52)  more 
alarming  than  comforting.  Allowing  soft- 
ware unfettered  control  of  our  automobiles 
removes  one  of  our  chief  assets:  human 
decision  making.  Suppose  a  driver  purposely 
swerves  into  a  car  to  avoid  hitting  a  child 
in  the  middle  of  a  road.  The  child  doesn't 
?mit  a  signal,  so  the  device  would  presum- 
ably stop  the  driver  from  veering  toward  the 
ather  car.  If  stop  signs  can  automatically  stop 
:ars,  how  do  people  rush  to  the  hospital  in 
in  emergency?  Computers  can't  know  the 
true  nature  of  everything  that  surrounds 
[them.  Why  not  let  the  car  simply  sound  an 
lert,  when  necessary,  rather  than  take  con- 
rol?  No  one  likes  a  backseat  driver. 

STEVEN  GARDEN 
Chicago,  III. 


 Readers  Say 

Migration  Madness 

Former  President  of  Mexico  Ernesto 
Zedillo  points  to  U.S.  policy  as  the  exclu- 
sive source  of  U.S. -Mexico  immigration 
problems  in  "Current  Events"  (Jan.  8, 
p.  25).  He  also  says  the  U.S.  economy  is  the 
big  beneficiary  of  lax  US.-Mexico  border 
control.  What  he  fails  to  mention  is  that 
the  U.S.  economy  has  been  growing  in 
excess  of  its  neighbors'  for  over  a  hundred 
years,  far  before  there  were  armies  of  illegal 
Mexican  immigrants  coming  to  the  U.S. 
The  real  cause  of  this  influx  is  pervasive, 
state-sponsored  corruption  in  Mexico, 
resulting  in  a  concentration  of  wealth  and 
opportunity  in  the  hands  of  the  few  ruling 
families.  The  solution  to  the  U.S. -Mexico 
immigration  problem  is  political  and  eco- 
nomic reform  in  Mexico,  which  would 
provide  jobs  to  its  citizens. 

GEORGE  SKAKEL 
Greenwich,  Conn. 

With  all  due  respect  to  the  editors  of  the 
best  business  magazine  in  existence,  your 
arguments  on  illegal  immigration  no  longer 
match  the  new,  stark  reality  in  the  South- 
west, particularly  California.  California's 
schools  rank  47th  in  academic  achievement 
despite  per-pupil  spending  in  the  top  third 
of  the  nation.  Fifty-three  percent  of  Los  An- 
geles County's  student  body  are  "English 
learners."  In  the  past  five  years  83  hospital 
emergency  rooms  in  southern  California 
have  closed  because  of  the  Federal  Emtala 
statute  (Emergency  Medical  Treatment  and 
Active  Labor  Act),  requiring  that  everyone 
receive  treatment  regardless  of  ability  to  pay 
If  you  are  an  illegal  alien  with  no  identifi- 
cation, welcome  to  your  free  healdi  care.  If 
you  are  a  working-class  citizen  with  a  valid 
Social  Security  number,  you're  the  one 
who  foots  the  bill  for  the  health  care  of  these 
illegal  aliens.  There  is  something  diabolical 
about  a  system  that  allows  the  cheaters  to 
prosper  at  the  expense  of  the  law-abiding. 

TIM  DONNELLY 
Twin  Peaks,  Calif. 
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Ask 

Someone 
Why  They 
Love  Their 
BlackBerry 

In  1999,  BlackBerry"  hit  the  street. 
'Word  of  mouth  ignited.  People 
loved  the  wireless  freedom.  Today 
there  are  millions  of  BlackBerry 
owners  and  their  passion 
continues  to  be  the  best  form  of 
advertising.  Everyday.  All  around. 
People  are  using  BlackBerry  to  live 
larger  and  more  successful  lives. 


Tell  us  why  you  love  yours  at 
www.blackberry.com/ask. 
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Fact  and  Comment 

By  Steve  Forbes,  Editor-in-Chief 
"With  all  thy  getting  get  understanding." 

Unhealthy 

ARNOLD  SCHWARZENEGGER'S  PROPOSAL  FOR  UNIVERSAL  HEALTH  the  price  of  the  procedure  was  well  over  $1,000.  They  are  cheaper 

coverage  in  California  underscores  the  abysmal  ignorance  of  so  today— $400  and  up— but  not  as  cheap  as  they  should  be.  If  you 

many— including  boatloads  of  business  executives  and  entrepre-  had  high-tech-like  productivity,  MRIs  would  cost  under  $100. 
neurs— about  what  it  takes  to  bring  rationality,  productivity  and         Under  todays  flawed  system,  mandatory  health  insurance  for 

lower  prices  to  the  health  care  market.  The  biggest  problem  is  the  all  would  guarantee  a  rapid  move  to  de  facto  nationalized  health 

disconnect  between  providers  and  consumers.  When  the  consumer  care.  This  would  mean  more  money  for  less  health  care — in  other 

has  little  control  over  a  market,  that  market  goes  haywire.  The  most  words,  rationing  via  waiting  lines.  Innovation  would  wither, 
vivid  example  of  this,  of  course,  is  the  now  defunct  Soviet  Union.         Alas,  the  Presidents  health  insurance  tax  proposals  are  no  so- 

Instead  of  covering  catastrophes,  most  private  health  care  poli-  lution,  either — just  futzing  around  with  a  flawed  system, 
cies  cover  everything — after  a  relatively  low  deductible.  The  fact  that         Health  Savings  Accounts  are  slowly  gaining  ground,  just  as 

the  consumer  has  no  restraint  in  demanding  products  and  serv-  401(k)s  did  two  decades  ago.  Catastrophic  health  insurance  is  rel- 

ices  under  this  approach  is  a  basic  flaw  usually  understood  by  most  atively  cheap — for  most  of  us,  a  few  hundred  bucks  a  year.  Prop- 

nonsocialist  experts.  But  the  other  fundamental  flaw — that  there  erly  structured,  HSAs  would  enable  employers  to  give  a  good 

is  a  lack  of  the  kind  of  productivity  we  get  elsewhere — is  not.  The  portion  of  the  high  deductible  to  their  workers.  When  people 

health  care  field  is  dominated  by  a  cost-plus  mentality.  control  the  money,  they  endeavor  to  get  more  value  for  it,  and 

Its  no  surprise,  for  instance,  that  when  MPds  first  came  along  productivity  gains  ensue. 

We  Can  Still  Win  in  Iraq 

AT  LONG  LAST  WE  WILL  BE  PURSUING  A  SENSIBLE  MILITARY  experience  in  fighting  militant  guerrilla-like  forces  in  Haiti,  Nicaragua, 
strategy  in  Iraq.  Until  now  our  operations  there  have  routinely  Mexico  and  China  in  the  early  part  of  the  20th  century.  But  all  that 
violated  the  most  basic  precept  of  Counterinsurgency  101:  Secure  hard-learned  experience  was  ignored  in  Vietnam  and  again  in  Iraq, 
the  population.  Too  often  American  troops  have  cleared  out  a  We'll  see  if  President  Bush  can  follow  through  on  his  January  speech 
town,  city  or  neighborhood,  only  to  have  been  pulled  out — and  outlining  our  new  strategy  He  got  the  basics  right:  "This  time,  we'll 
the  bad  guys  have  promptly  gone  back  in.  have  the  force  levels  we  need  to  hold  the  areas  that  have  been  cleared. 

We  did  something  similar  in  Vietnam  in  the  1960s,  opting  to  In  earlier  operations,  political  and  sectarian  interference  prevented 
conduct  massive  search-and-destroy  operations.  We  kept  hanker-  Iraqi  and  American  forces  from  going  into  neighborhoods  that  are 
ing  to  fight  the  Viet  Cong  and  the  North  Vietnamese  regulars,  as  home  to  those  fueling  the  sectarian  violence.  This  time,  Iraqi  and  Amer- 
if  Vietnam  were  a  replay  of  World  War  II.  Not  until  the  fourth  year  ican  forces  will  have  a  green  light  to  enter  those  neighborhoods." 
of  our  major  buildup  did  we  finally  adopt  an  approach  that  worked —  Amazing,  isn't  it,  that  there  have  been  areas  in  Iraq  where  in- 
systematically  routing  out  the  enemy  throughout  the  country,  while  surgents  have  had  sanctuaries,  just  as  al  Qaeda  had  in  Afghanistan 
training  and  aiding  the  South  Vietnamese  to 
take  on  more  of  the  combat  load.  The  pro- 
gram succeeded;  unfortunately  the  political 
clock  had  run  out.  Because  of  the  Watergate 
scandal  the  Nixon  Administration  was  un- 
able to  secure  proper  funding  for  the  South 
Vietnamese.  In  the  spring  of  1975  Hanoi 
launched  a  conventional  military  offensive 
and  conquered  South  Vietnam. 

Its  not  as  if  we  haven't  conducted  success- 
ful counterinsurgencies  before.  Our  biggest 
success  was  the  Philippine  Insurrection  of 
1899-1902.  The  U.S.  Army's  and  Marines'  death 
toll  was  about  50%  higher  than  it  has  been  in 
Iraq.  But  we  learned  as  we  went  and  success- 
fully stamped  out  the  rebellion.  We  also  gained 
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U.S.  troops  headed  for  the  Philippines  circa 
1900,  where  our  casualties  were  far  higher 
than  they  have  been  in  Iraq. 


before  9/11?  And  almost  as  astonishingly,  sec- 
tarian militias  have  been  allowed  to  prolifer- 
ate. They  will  now  be  disarmed  or  destroyed. 
Bush  also  wisely  laid  down  the  law  to  Syria 
and  Iran.  Up  to  now  we've  largely  turned  a 
blind  eye  to  those  two  rogue  states'  providing 
crucial  training  and  support  to  rebels  in  Iraq. 

The  Administration  shouldn't  hesitate 
to  enlarge  the  "surge"  in  U.S.  forces  in  Iraq 
by  another  10,000  to  20,000  troops— 
or  more — if  necessary.  But  the  bottom  line 
is  that  success  will  depend  not  so  much  on 
the  numbers  of  our  armed  forces  in  Iraq 
but  on  how  they  are  deployed.  Initially,  the 
number  of  casualties  may  go  up.  But  in  the 
months  ahead  the  tide  should  turn. 


I 


— Good  Politics 


fact  and  Comment  

Good  Times 

THE  NEXT  CRITICAL  GOAL  AFTER  ENSURING  THE  SAFETY  OF 
Iraq's  population  is  prosperity.  The  most  important  factor  in  the 
increasingly  positive  situation  in  Northern  Ireland  has  been 
the  fantastic  economic  boom  in  the  Republic  of  Ireland  to  the 
south,  along  with  the  relatively  good  performance  of  the  U.K. 
economy,  which  spills  over  into  Northern  Ireland.  Until  a  gener- 
ation and  a  half  ago  Ireland's  was  one  of  the  poorest  economies  in 
western  Europe.  Now  it  is  the  most  vigorous,  with  a  per  capita 
income  exceeding  that  of  Britain,  France  or  Germany. 

Factions  may  continue  to  distrust  or  hate  one  another,  but  in 
an  environment  of  economic  expansion  most  people's  focus 
becomes  more  constructive.  Humorist  P.J.  O'Rourke  put  it  well 
recently  in  a  Wall  Street  Journal  interview:  "[The  violence  in 
Northern  Ireland]  would  still  be  going  on  full-force  today  if  the 
sons  of  bitches  hadn't  accidentally  gotten  rich.  What  happened 
was,  more  and  more  people  started  getting  cars,  and  television  sets, 
and  got  some  vacation  time  down  in  Spain,  and  it  wasn't  that  they 
wanted  to  stop  fighting  and  killing  each  other  and  being  lunatics, 
but  they  got  busy  and  forgot.  So  our  job  is  to  make  the  Iraqis  get 
busy  and  forget.  'You  know,  I  meant  to  kill  all  those  other  people 
but,  well,  jeez,  I  had  to  get  the  kids  off  to  school,  the  car  was  filthy 
and  I  had  to  take  it  down  to  the  car  wash,  the  dog  got  sick  on  the 
rug.  Killing  all  those  Shiites  is  still  on  my  to-do  list. 

Understandably  the  President  focused  more  on  the  military  sit- 
uation than  on  the  economics,  but  it  was  heartening  to  hear  him 
say  that  Iraq  will  be  enacting  legislation  to  share  its  oil  wealth  with 
each  Iraqi  citizen.  Let's  hope  this  program  is  modeled  on  the  one  in 
Alaska:  About  one-fourth  of  the  states  oil  and  gas  royalties  goes  into 
an  entity  called  the  Permanent  Fund,  the  assets  of  which  are  man- 
aged by  investment  professionals.  About  half  the  revenue  stream  is 


distributed  to  the  state's  citizens  each  year;  the  remainder  is  rein- 
vested. Last  year  each  qualified  resident  of  Alaska  received 
$1 ,106.96  from  the  fund.  In  Iraq's  program  every  Iraqi  citizen  living 
in  the  country  should  get  a  cut,  regardless  ot  where  he  or  she  resides. 

One  of  the  good  things  done  after  the  fall  of  Saddam  Hussein 
was  that  a  flat  tax  and  laws  that  encourage  foreign  investment 
were  instituted.  You'd  never  know  it  from  the  mayhem  in  and 
around  Baghdad,  but  much  of  Iraq  is  experiencing  an  economic 
boom.  The  country  doesn't  have  the  stultifying  restrictions  on 
investment  that  are  routinely  found  in  its  Mideast  neighbors. 

Behind  the  scenes  we  should  encourage  Iraq  to  adopt  a  cur- 
rency board  to  fight  potentially  destructive  inflation.  Under  such 
a  regime  no  local  currency  would  be  issued  unless  it  had  100% 
backing  from  hard  currency  reserves,  such  as  the  dollar  or  the 
euro.  Estonia  adopted  such  a  mechanism  and  Latvia  a  variation 
of  one  in  the  1990s  and  achieved  monetary  stability  even  as 
nearby  Russia  was,  for  a  long  time,  racked  by  inflation.  Addition- 
ally, the  Iraqi  government  should  secure  legislation  promoting 
basic  property  rights  and  pursue  administrative  reforms  that 
make  it  easier  for  local  entrepreneurs  to  start  legal  businesses. 

Prosperity  and  letting  every  Iraqi  get  a  cut  of  the  country's  oil 
money  would  permit  a  diffusion  of  political  power  from  the  cen- 
ter. With  three  distinct  major  groups — and  two  of  these  on  the 
cusp  of  allout  war — not  to  mention  several  smaller  minorities, 
Iraq  must  have  local  autonomy  in  the  style  of  Switzerland  (or 
Bosnia)  if  the  country  is  to  have  a  peaceful  future. 

The  new  military  strategy  and  a  pro-free-market,  muscular 
economic  strategy  could  well  turn  Iraq  into  a  prosperous,  far  less 
violent  place,  which  would  have  an  immeasurably  positive 
impact  on  the  rest  of  its  rough  neighborhood. 


Watch  Out 


SMART  ENTREPRENEURS  WILL  ALWAYS  FIGURE  OUT  WAYS  TO  RE- 
fine  and  sell  products  and  services  that  people  thought  either  had 
no  market  or  had  peaked  out.  Look  at  today's  booming  market  for 
gin  and  vodka.  Not  many  years  ago  hard 
liquor  seemed  destined  to  go  the  way  of 
some  now  virtually  extinct  soft  drinks  such 
as  Moxie.  Now  trendy  martinis  are  the  rage. 

Another  example:  traditional  Swiss- 
style  mechanical  timepieces.  Quartz 
watches— invented  by  an  American,  re- 
jected by  the  Swiss  and  brilliantly  adapted 
by  die  Japanese  a  la  Seiko— had  decimated 
the  market  for  the  mechanical  devices.  Today 
the  demand  for  these  watches  is  booming. 
In  fact,  the  industry  is  plagued  with  an 
acute  shortage  of  watchmakers.  According  to  WOSTEP  (Watch- 
makers of  Switzerland  Training  &  Educational  Program),  there  are 
approximately  25,000  open  positions  for  qualified  watchmakers  in 
the  U.S.  and  overseas,  with  only  5,000  people  able  to  fill  them.  The 
starting  salary  in  the  U.S.  for  a  trained  watchmaker  is  now  $55,000. 


With  several  years'  experience  such  a  person  can  easily  earn  twice  that 
In  this  country  the  key  task  for  a  certified  watchmaker  is  to 
maintain  fine  mechanical  watches.  There  are  only  five  WOSTEP 
watchmaking  schools  in  the  U.S.  Be- 
coming certified  is  no  easy  task;  it 
involves  a  two-year  intensive  training 
program.  But  what  a  payoff!  Swatch 
Group — which  brought  a  renewed 
sense  of  excitement  and  fashion  to 
mechanical  timepieces  when  the  tradi- 
tional industry  was  reeling — opened 
the  Nicolas  G.  Hayek  Watchmaking 
School  in  New  Jersey  last  fall.  Rolex  has 
two  schools,  and  there's  an  institute 
in  Washington  State,  as  well  as  one  in 
Okmulgee,  Okla.,  that's  tied  to  the  university  there.  And  that's  it. 

Who'da  thunk  it  a  few  years  back:  a  once  seemingly  Jurassic-era 
occupation  commanding  a  high  salary?  Its  no  surprise,  however, 
that  the  U.S.  Department  of  Labor  cited  watchmaking  as  "downward 
trending"  and  predicted  it  would  "die  out  in  five  to  ten  years."  F 
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The  more  you  have  to  sto 
the  more  reliability  matters. 

Fujitsu  ETERNUS®  Storage  Systems:  Uncompromising 
reliability  for  your  most  demanding  applications. 


To  help  enterprises  manage  the  flood  of  mission-critical  data,  Fujitsu  ETERNUS  Storage  Systems  deliver  the 
reliability  and  availability  data  centers  require.  For  continuous  data  access  and  easier  maintenance,  major 
components  are  highly  redundant  and  hot-swappable.  The  controller  modules'  software  can  also  be  upgraded 
without  shutting  down  or  rebooting.  A  built-in  statistical  failover  mechanism  ensures  stable  operation  by  disabling 
components  exhibiting  intermittent  failures.  Furthermore,  disk  data  encryption  using  128-bit  AES  provides  security 
against  data  theft.  Go  to  us.fujitsu.com/computers/reliability3  for  more  information. 


DATA  PROTECTION— Online,  efficient  disk-to-disk 
backup  using  tiered  storage 


DISASTER  RECOVERY— Cost-effective,  secure 
remote  data  replication  over  iSCSI 
with  IPsec  data  encryption 


FUJITSU 


THE    POSSIBILITIES    ARE  INFINITE 


Other  Comments 


Re-examine  all  you  have  been  told...  dismiss  whatever  insults  your  own  soul. 

—WALT  WHITMAN 


A  Bit  Of  JllStice?  In  what  surely  qualifies  as  the  single 
most  promising  United  Nations  reform  effort  to  date,  federal 
prosecutors  in  New  York,  jointly  with  the  New  York  District 
Attorney,  have  announced  the  indictment  of  the  man  who  ran 
the  UN's  former  Oil-for-Food  program:  Benon  Sevan.  Charged 
with  conspiring  to  commit  fraud  and  taking  close  to  $160,000  in 
bribes  related  to  Oil-for-Food  deals,  Sevan,  if  convicted,  could 
face  a  prison  sentence  of  up  to  50  years.  The  indictment  is,  in  its 
way,  a  neat  retort  to  attempts  by  Sevan's  old  boss,  former 
Secretary-General  Kofi  Annan,  to  downplay  the  landmark 
Oil-for-Food  scam  in  terms  of  "If  there  was  a  scandal."  Sevan's 
indictment  challenges  what  some  of  the  UN's  own  auditors  have 
described  as  Turtle  Bay's  "culture  of  impunity." 

—CLAUDIA  ROSETT,  Foundation  for  Defense  of 
Democracies,  National  Review  Online 

Radical  Islam's  Death  Knell  Presidents  Reagan, 

Bush  senior  and  Clinton,  who  respectively  skedaddled  out  of  Beirut, 
skipped  Baghdad  and  fled  from  Mogadishu,  didn't  risk,  lose  or  solve 
much  against  the  terrorists.  In  contrast,  George  W.  Bush  wagered 
everything  by  going  into  Afghanistan  and  Iraq.  And  he  will  either 
make  things  much  worse  or  much  better  for  millions — depending 
on  how  successfully  the  United  States  can  endure  the  messy  type 
of  war  that  jihadists  welcome  and  the  American  military  usually 
seeks  to  avoid.  Military  success  on  the  ground  now  demands  that 
we  expand  the  rules  of  engagement  to  allow  our  troops  to  shoot 
more  of  the  jihadists,  disarm  the  militias,  train  even  more  Iraqi  troops 
to  take  over  security  more  quickly,  and  seal  the  Syrian  and  Iranian 
borders.  This  solution,  of  course,  is  easier  said  than  done.  The  mil- 
itary must  use  more  force  against  those  who  are  destroying  Iraqi 
democracy  at  precisely  the  time  the  American  public  has  become 
exasperated  with  both  the  length  and  human  cost  of  the  war. 
Imagine  this  war  as  a  sort  of  grotesque  race.  The  jihadists  and 


sectarians  win  if  they  can  kill  enough  Americans  to  demoraliz 
us  enough  that  we  flee  before  Iraqis  and  Afghans  stabilize  thei 
newfound  freedom.  They  lose  if  they  can't.  Prosperity,  securit 
and  liberty  are  the  death  knell  to  radical  Islam.  It's  that  elementa 
—VICTOR  DAVIS  HANSON,  Hoover  Institutior 

Chicago  Tribun 

Waste  Not  A  man  must  not  deny  his  manifest  abilities,  fo| 
that  is  to  evade  his  obligations. 

—ROBERT  LOUIS  STEVENSON 

Up  to  No  Good  So  the  new  Democratic  speaker  of  th< 
House,  Nancy  Pelosi,  has  a  word  for  oil  company  profits- 
"obscene."  It's  not  a  good  omen  for  the  future  of  the  America! 
economy  when  one  of  the  top  politicians  says  that  companies  an 
making  too  much  money  for  their  shareholders.  That's  wha 
companies  are  supposed  to  do  in  capitalism — maximize  profits 
If  Ms.  Pelosi  were  really  worried  about  high  gasoline  prices  fo 
consumers,  she'd  be  focusing  not  on  oil  company  profits,  whicl 
are  about  10  cents  a  gallon,  but  on  taxes,  which  in  New  York  an 
about  68  cents  a  gallon.  Yet  somehow  there's  no  effort  by  Ms 
Pelosi  to  cut  the  federal  gasoline  tax. 

— New  York  Sur 

Short  End  of  the  Stick  The  need  for  Social  Secu 

rity  reform  is  obvious.  [But]  while  solvency  is  important,  the  goa 
of  Social  Security  reform  should  be  more  than  just  balancing  the 
books.  We  should  try  to  provide  workers  with  the  best  possible 
retirement  options,  and  that  involves  giving  them  more  contro 
and  ownership  of  their  retirement  funds.  Social  Security  taxes  are 
already  so  high  relative  to  benefits  that  Social  Security  has  quite 
simply  become  a  bad  deal  for  younger  workers,  providing  a  lov 
below-market  rate  of  return.  In  fact,  many  young  workers  wil 
end  up  paying  more  in  taxes  than  they  receive  in  benefits.  The) 
will  actually  lose  money  under  the  program. 

—MICHAEL  D.  TANNER,  Cato  Institute 
Washington  Examiner 


ing 


"I  just  feel  fortunate  to  live  in  a  world  with  so 
much  disinformation  at  my  fingertips." 


Man's  (One  and  Only)  Best  Friend  Bdj 

residents  can  [now]  have  just  one  child  and  one  dog,  according  tc 
a  new  regulation  designed  to  curb  the  canine  population.  Prett) 
soon  it  will  be  one  cat,  one  gerbil,  one  cricket. ...  a  Malthusiar. 
fanatic's  version  of  Noah's  ark,  in  which  all  species  are  split  off  intc 
ones  in  order  to  frustrate  their  drive  to  go  forth  and  propagate. 

— Far  Eastern  Economic  Review 

Love  With  Abandon  Where  there  is  no  extrava- 
gance there  is  no  love,  and  where  there  is  no  love  there  is  no 
understanding. 

—OSCAR  WILDE 
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If  we  managed  their  contract  workers,  Rome 
might  have  been  built  in  a  day. 


tact  Lisa  Quattrini,  Executive  Vice  President,  at  1-888-828-2750. 

EN  EMBUS 

Axium  International  Company/Certified  MBE.  ensemblemsp.com  Workforce  Solutions. 


What  do  you  call  a  year  in  which  you  sell  63  million 
Earth-friendly  products?  A  healthy  start. 


The  Home  Depot"  is  committed  to  home  improvement,  including  the  home  we  call  Earth. 
We  started  this  initiative  in  1990  and  brought  our  vendor  partners  aboard. Together,  we  offer 
customers  a  wide  range  of  eco-savvy  options.  Last  year,  sales  of  ENERGY  STAR  qualified 
products  increased  by  25%.  And  the  energy  saved  by  the  compact  fluorescent  lightbulbs  we've 
sold  could  light  the  homes  in  Washington,  D.C.,  for  three  and  a  half  years.  AN  of  which 
lets  us  know  that  we're  on  the  right  path.  For  our  people.  For  our  communities.  For  our  planet. 


©2007.  HOMER  TLC.  Inc.  All  rights  reserved. 


Current  Events 


By  Paul  Johnson 


The  Middle  East  Situation  Is  Not  Hopeless 


NEXT  TO  COURAGE,  PATIENCE  IS  THE  MOST  VALUABLE  OF  POLIT- 
ical  virtues,  and,  like  courage,  it's  often  in  short  supply.  Nowhere  is 
patience  more  needed  than  in  the  Middle  East.  Many  tend  to  look 
at  that  area  as  a  hopeless  and  confused  muddle,  producing  noth- 
ing but  bloodshed,  and  they  blame  President  Bush  for  igniting  the 
conflagration.  Yet,  in  fact,  long-term  patterns  of  change  are  dis- 
cernible there,  but  patience  is  needed  to  allow  them  to  develop. 

The  Western  occupation  of  Iraq  has  had  two  consequences — 
one  intentional,  the  other  less  so.  It  transferred  the  location  of 
Muslim  extremist  violence  from  Western  cities  such  as  New  York 
and  London  to  the  Muslim  heartland  of  the  Arab  world.  But  the 
violence  in  Iraq  has  had  the  unforeseen  consequence  of  resur- 
recting, in  acute  form,  the  smoldering  violence  between  the  two 
chief  branches  of  Islam,  the  Sunni  and  the  Shia.  The  civil- 
religious  war  between  these  two  sects  is  now  the  dominant  factor 
in  the  insurgency  in  Iraq  and  increasingly  influences  the  political 
allegiances  of  the  entire  region.  Few  people  outside  Islam — and 
not  all  that  many  within — understand  why  Sunnis  and  Shiites 
hate  one  another  so  much.  The  quarrel  goes  back  an  entire  mil- 
lennium, originally  arising  from  a  dispute  over  the  right  of  the 
Prophet  Muhammed's  descendants  to  rule.  Over  time  the  two 
branches  acquired  distinctive,  all-pervading  and  radically  differ- 
ent views  of  their  religion. 

How  Sunnis  and  Shia  Differ 

The  Sunnis — who  traditionally  have  constituted  the  majority  of  Mus- 
lims, especially  in  the  Arab  world — place  great  emphasis  on  the  value 
of  consensus:  the  need  for  general  agreement  over  questions  regard- 
ing their  faith;  the  rule  of  the  majority.  The  Shia,  in  contrast,  are 
the  dissenters.  They  revolt  against  the  concept  of  majority  opinion 
and  have  great  faith  in  their  charismatic  leaders,  or  Imams,  whom 
they  believe  to  be  divinely  inspired.  Their  faith  contains  an  element 
of  passion  and  suffering  not  found  to  the  same  degree  among  the 
Sunnis.  The  Shia  love  martyrs  and  encourage  martyrdom.  They  pro- 
duce violent  troublemakers  like  the  Ayatollah  Khomeini.  They  lis- 
ten to  hellfire-and- brimstone  sermons  and  watch  Islamic  passion 
plays.  They  take  part  in  processions  in  which  frenzied  men  beat 
themselves  with  chains  and  lacerate  their  bodies  with  knives. 

Since  the  16th  century  Iran  has  been  a  Shia-majority  country, 
one  of  the  few  in  Islam.  But  there  are  Shiite  minorities  everywhere, 
and  they  are  more  active  in  proselytizing  than  are  the  Sunnis — 
and  their  numbers  are  said  to  be  growing.  Saddam  Hussein  ran  a 
Sunni  regime  in  Iraq,  and  virtually  all  his  officials  and  army  offi- 
cers were  Sunnis.  Because  of  this,  the  Western -imposed  regime 


was  and  is  mainly  Shiite.  Its  struggles  to  preserve  itself — and 
impose  law  and  democracy — have  ignited  the  old  religious  wars, 
not  only  in  Iraq  but  also  increasingly  in  neighboring  countries. 

By  nature  of  their  faith,  Shiites  are  more  militant,  more  inclined 
to  violence.  They  are,  therefore,  more  easily  recruited  to  extremist 
sects  and  tend  to  take  them  over.  They  dominate  Hezbollah,  for 
instance.  Shiite  extremism  also  colors  the  aggressive  international 
politics  of  Iran — its  threats  to  "wipe  out"  Israel,  as  well  as  its  deter- 
mination to  manufacture  and  use  nuclear  weapons. 

The  fact  that  the  Shiites  are  gaining  ground  on  the  Sunnis  in  some 
areas  has  produced  a  reaction  in  such  Sunni  states  as  Saudi  Arabia, 
Jordan  and  Kuwait,  with  a  good  deal  of  money  and  arms  going  to 
Sunni  militant  groups.  The  Iranians  have  responded  by  supplying  money 
and  arms  to  Shiite  terrorist  groups.  And  so  the  conflict  intensifies.  Nearly 
all  the  killing  in  Iraq  is  now  carried  out  by  rival  Arab  sectarian  gangs 
for  purposes  that  make  sense  only  in  terms  of  Islamic  dogmas. 

Age  of  Reason  Coming 

Some  Western  commentators,  recognizing  that  the  crisis  in  the 
Middle  East  is  now  assuming  the  nature  of  an  internal  religious 
war  (like  the  conflict  between  Catholicism  and  Protestantism  in 
Europe  during  the  16th  and  17th  centuries),  are  sounding  dolor- 
ous notes  of  alarm  and  prophesying  endless  slaughter  and  woe, 
with  fighting  spreading  throughout  the  region  and  the  West 
inevitably  being  dragged  in.  This  reaction  is  needlessly  pes- 
simistic, even  in  the  short  term.  In  the  long  term  I  see  a  Muslim 
revulsion  for  religious  and  sectarian  violence  of  all  kinds,  espe- 
cially if  the  Shia  leadership  in  Iran  begins  to  threaten  its  Sunni 
enemies  with  its  soon-to-be-acquired  nuclear  weapons. 

It  is  worth  remembering  that  the  Thirty  Years'  War  between 
Catholics  and  Protestants  that  devastated  central  Europe  in  the  mid- 
17th  century  was  followed  by  a  similar  revulsion  and  the  beginning 
of  what  later  became  known  as  the  Age  of  Reason.  Christian  reli- 
gious sects  largely  abandoned  mutual  violence,  and  a  new  tolerance 
and  rationality  took  over.  This  in  turn  made  possible  the  scientific 
and  industrial  revolutions  and  the  spread  of  Western  affluence. 

Moderate  Muslims  have  long  bewailed  the  fact  that  Islam  has 
largely  missed  the  opportunities  to  grow  rich  and  powerful  that 
were  so  eagerly  seized  upon  by  the  West.  The  chance  for  the  long- 
delayed  Muslim  revolution  of  reason  and  tolerance,  which  will 
finally  bring  the  billion  followers  of  Muhammed  into  the  modern 
world,  is  at  hand.  The  situation  in  the  Middle  East  may  at  present 
look  confused  and  threatening,  but  forces  are  at  work  that  promise 
hope  and  long-term  stability.  What  we  need  now  is  patience.  F 
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rotate  in  writing  this  column.  To  see  past  Current  Events  columns,  visit  our  Web  site  at  www.forbes.com/currentevents. 


FEBRUARY  12,  2007  FORBES 


25 


IT'S  NOT  EXPENSIVE  TO  LOOK  EXPENSIVE. 
HP  COLOR  LASERJETS  STARTING  AT  $299. 

With  prices  this  low,  it  makes  more  sense  than  ever  to  get  an  HP  Color  LaserJet  printer. 
Enjoy  HP's  renowned  print  quality  when  teamed  with  HP  ColorSphere  toner.  HP  has 
been  PC  Magazine's  Readers'  Choice  for  service  and  reliability  15  years  in  a  row. 
HP  LaserJets,  the  reliable  workhorse  printers  for  business. 


GOOD 

•    '    **iflB^  HP  Color  LaserJet  1600 

Up  to  8  pages  a  minute. 

•  $299 
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BEST 

HP  Color  LaserJet  2605dn. 
Up  to  12  pages  a  minute. 
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Up  to  8  pages  a  minute. 
Network-ready. 

$399. 


S2007  Hewlett  -Pack 


fipany  L,P,  Estimated  U.S.  retail  price.  Actual  pi  ice  may  vary.  Simulated  images. 


Digital  Rules 

By  Rich  Karlgaard,  Publisher 


How  Moral  Is  Capitalism? 


A  WRITER  CALLING  HIMSELF  "ADAM  SMITH"— YOU'LL  SEE  THE 
irony  in  a  moment — nuked  me  recently  on  my  Forbes.com  daily 
blog.  He  wrote:  "You  are  too  much  of  a  materialistic  person  to  un- 
derstand the  purpose  of  life.  [You  big  mouths  at  magazines]  find 
followers  who  want  nothing  but  money  which  they  think  buys  hap- 
piness. Its  not  too  late  for  you  to  drop  your  crap  and  look  for  the 
meaning  of  life — it  is  certainly  not  in  making  money.  I  wish  you  luck" 

Sorry,  Mr.  Smith.  I  do  not  consider  moneygrubbing  the  pur- 
pose of  life.  Never  have.  The  use  of  God's  gifts  comes  closer  for  me. 

Still,  moneygrubbing — a.k.a.  the  search  for  profit — has  its 
purpose.  Money  (profit)  is  a  tool.  It  is  capital.  Without  capital 
there  is  no  capitalism.  Innovation  starves.  Prosperity  weakens. 
Societies  stagnate.  God-given  gifts  wither.  This  is  especially  true 
for  humanity's  wonderfully  zany  outliers:  artists,  inventors,  entre- 
preneurs. They  need  capitalism  more  than  anyone. 

Money  is  good,  therefore,  because  capitalism  is  good.  It  delivers 
the  goods,  literally  and  better — broadly  and  individually — than  does 
any  other  system.  Hugo  Chavez  would  argue  that  point,  but  he's  nuts. 

Can  we  go  even  further  and  say  that  capitalism  is  good 
because  it  is  moral?  Following  that  logic,  can  we  say:  The  purer 
the  form  of  capitalism,  the  more  moral  it  is?  Is  capitalism  perfectly 
moral — enough  to  sustain  itself  over  many  generations? 

Yes,  say  Ayn  Rand's  followers.  But  most  of  us  would  not  go  that 
far.  We  think  a  capitalism  that  lacks  outside  moral  influences  and 
pressures,  restraints  and  safety  nets  would,  sooner  or  later,  fail. 

Bill  Ziff,  a  successful  magazine  capitalist  who  died  last  year, 
spoke  for  most  of  us:  "[Capitalism]  is  not  in  itself  sufficient  to 
create  values.  It  depends  on  what  human  and  religious  values  we, 
ourselves,  bring  to  our  affairs.  Insofar  as  those  values  fail,  we 
would  all  descend  toward  a  lawless,  inhumane,  cutthroat  society 
that  will  no  longer  harbor  our  civilization." 

Good  Works  or  Redistribution? 

Conservatives  and  liberals  agree  on  little  these  days.  But  most 
agree  on  this:  Capitalism  works,  but  it  is  insufficiently  moral. 
Conservatives — allow  me  to  paint  them  with  a  broad  brush — 
believe  capitalism  works  best  when  it  is  spun  with  golden  moral 
threads,  when  it  weaves  in  those  old  values  learned  in  church, 
charities,  service  clubs  and  the  like. 

Liberals  are  more  skeptical.  They  know  capitalism  will  produce 
losers  as  well  as  winners.  They  feel  the  winners  must  be  forced  into 
helping  the  losers.  Forced  help  hurts  everyone,  say  conservatives. 
Redistribution  discourages  winners  from  producing  and  losers 
from  trying.  It  leaves  everyone  bitter. 

Such  is  the  national  debate  we  find  ourselves  engaged  in  as 
the  Democrats  take  power  in  the  Senate  and  House.  The  mini- 
mum wage  is  a  form  of  redistribution.  It  forces  employers  to  pay 


workers  more  than  their  productivity  merits,  puny  as  those  pay- 
checks may  be.  Higher  payroll  taxes  are  also  redistribution.  Who 
believes  higher  payroll  taxes  will  show  up  as  higher  monthly 
payments  for  the  employee's  retirement? 

Restrictions  on  free  trade  are  yet  another  form  of  redistribu- 
tion, although  you  may  not  think  of  them  as  such.  Tariffs 
imposed  by  the  U.S.  are  usually  countered  by  tariffs  from  other 
countries.  That's  what  trade  wars  are  all  about — retaliation.  Trade 
wars  force  American  companies  that  are  winners  in  the  global 
economy — the  IBMs,  FedExes  and  Citigroups — to  give  up  some 
of  their  winnings  so  that  struggling  domestic  tool  and  textile 
manufacturers  can  stay  in  business.  Trade  protectionism  asks 
California  to  subsidize  Ohio  and  South  Carolina. 

Generally,  Democrats  favor  forced  redistribution  more  than 
Republicans  do.  Republicans — again,  in  general — would  prefer  to 
fix  capitalism's  shortcomings  through  good  works  and  giving. 
This  forces  Republicans  to  higher  standards  of  conduct,  by  the 
way.  Bad  people,  in  power,  can  redistribute  as  easily  as  good  peo- 
ple. Only  good  people  can  inspire  us  to  good  works  and  giving. 

Have  Republicans  succeeded  in  holding  themselves  to  this  higher 
standard?  Hah!  The  top  two  Republicans  in  the  House,  John  Boehner 
(Ohio)  and  Roy  Blunt  (Mo.),  can't  summon  enough  moral  courage 
to  say  no  to  "earmarks" — a  sneaky  form  of  redistribution.  Demo- 
crats are  proud  of  redistribution.  They  have  no  need  to  be  sneaky 
about  it.  Democrats  will  always  play  the  redistribution  game  better. 

Paging  Adam  Smith 

What  did  Adam  Smith — not  my  blogger  critic  but  the  real  one — 
say  about  capitalism  and  morality? 

The  great  Scotsman  seemed  to  say  two  contradictory  things. 
In  The  Wealth  of  Nations  (1776)  he  wrote  these  famous  words  about 
self-interest:  "It  is  not  from  the  benevolence  of  the  butcher,  the  brewer, 
or  the  baker  that  we  expect  our  dinner,  but  from  their  regard  to 
their  own  interest.  We  address  ourselves,  not  to  their  humanity  but 
to  their  self-love,  and  never  talk  to  them  of  our  own  necessities  but 
of  their  advantages."  This  sounds  like  selfishness:  Greed  is  good. 

But  Smith  never  believed  that.  In  his  earlier  book,  The  Theory 
of  Moral  Sentiments  (1759),  Smith  defined  self-interest  not  as  self- 
ishness or  greed  but  as  a  psychological  need  to  win  favor  within 
one's  society.  Smith  revised  The  Theory  of  Moral  Sentiments  after 
he  wrote  The  Wealth  of  Nations.  He  did  not  change  his  belief  that 
moral  sentiments  and  self-interest  are  the  same  thing. 

Let's  not  forget  our  Adam  Smith.  When  we  do,  capitalism 
loses  its  moral  authority,  and  the  redistributionists  win.  F 
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Glamour  on  the  Cheap 

The  upstart  Hollywood  Foreign  Press  Association,  sponsor  of  the 
recent  Golden  Globe  Awards,  operates  on  a  pittance  compared 
with  the  more  established  Academy  of  Motion  Picture  Arts  & 
Sciences  and  its  upcoming  Oscars  presentation.  Lat- 
est available  nonprofit  filings  (from  2005)  show 
the  Golden  Globes  televised  banquet  cost  a 
mere  $325,000  to  stage;  the  Oscars  (with  its 
formal  Governors  Ball),  $18 
million.  The  HFPA  was  paid 
no  more  than  $6  million  for 
broadcast  rights  versus  $58 
million  collected  for  showing 
the  Oscars.  Still,  the  HFPA 
somehow  managed  to  clear  $2 
million    for   the   year— again 
dwarfed  by  the  academy's  net  of 
$16  million.     —William  P.  Barrett 

Lead  to  Gold:  Plan  B 

Ecotality  has  gone  from  pennies  per  share  a  year  ago  to  a  recent 
$1.24,  a  $140  million  market  cap.  This  is  despite  ( 1)  nil  sales  since 
its  1999  founding,  (2)  $11  million  in  accumulated  losses  and  (3) 
a  going-concern  warning  accompanying  the  latest  financials.  The 
rise  began  as  the  Scottsdale,  Ariz,  company  underwent  a  trans- 
mutation. Ii  said  that  it  was  scrapping  years  of  fruitless  efforts  on 
biodegradable  chemical  cleaning  products  in  favor  of  hydrogen 
storage  for  fuel  cells,  issuing  stock  to  license  patent  rights  from 
CalTech.  (An  odd  statement  in  one  filing  that  the  firm  had 
bought  "inventory  of  wine-related  merchandise"  is  false,  says 
boss  Jonathan  R.  Read.)  To  complete  the  upgrade,  the  outfit 
changed  its  name  from  Alchemy  Enterprises.   — Matthew  Rand 

Unless  It  Involves  the  SEC 

The  Securities  &  Exchange  Commission  still  won't  identify  the 
27  mutual  fund  families  it  says  defrauded  $230  million  from  their 
own  investors  through  secret,  improper  marketing  agreements 


Watch  That  IPO  Hype 

A  new  academic  study  suggests  that  the  profitability  of  a 
typical  private  company  declines  sharply  after  an  initial 
public  offering.  Reviewing  7,183  initial  offerings  in  the 
three  decades  through  2004,  the  University  of  Chicago's 
Lubos  Pastor,  Lucian  Taylor  and  Pietro  Veronesi  write  that 
quarterly  return  on  equity  declined  by  2.7%  after  one  year 
and  4.3%  after  three  years.  Their  considered  explanation: 
Initial  offerings  take  place  when  "expected  future  prof- 
itability is  sufficiently  high" — which  can  be  quite  different 
from  the  actual  results  down  the  road.     — Tatiana  Serafin 


with  Bysis  Fund  Services.  In  September  the 
mutual  fund  administrator,  admitting  nothing, 
agreed  to  pay  $21  million  in  ill-gotten  gains,  penal- 
ties and  interest.  After  a  back-patting  SEC  press  release 
("today's  settlement  demonstrates  the  commissions  com- 
mitment ...")  named  no  other  names,  FORBES  filed  a  Free- 
dom of  Information  Act  request  for  the  roster  of  rogues. 
The  SEC  just  refused,  claiming  release  could  interfere  with 
"enforcement  activities,"  probably  meaning  an  investigation  con- 
tinues. The  agency  also  billed  us  $84  for  its  "search  and  review." 
That  original  press  release  decried  "secret  arrangements"  that 
"have  no  place  in  the  mutual  fund  industry."     — Neil  Weinberg 

IRS  Refunds,  No  Questions  Asked 

The  Internal  Revenue  Service  admits  it  goofed  in  paying  $2  mil- 
lion in  refunds  to  trusts  benefiting  Gary  Kornman  as  the  feds  and 
others  were  in  civil  litigation  involving  the  controversial  tax-shel- 
ter promoter  (FORBES,  Apr.  11,  2005),  charging  he  was  behind  tax 
underpayment.  The  agency  just  sued  Kornman  for  the  money 
back,  in  a  Dallas  federal  court.  He  is  also  awaiting  a  criminal  trial 
on  unrelated  federal  securities-fraud  and  lying-to-investigators 
charges.  The  IRS  pleading  says  that  after  ten  Kornman  trusts  filed 
amended  returns  on  a  disputed  expense  issue,  the  agency  sent 
nine  of  them  a  $220,000  payment  each  around  Christmas  2004. 
No  formal  reply  yet  from  Kornman.  —Janet  Novack 


One  Flew  Over  the  Pundit's  Nest 

Internet  searches  suggest  that  leading  media  talkers  attract  much  of  their  audiences  for  nonintellectual  reasons—  W.P.B. 


HITS  ON   %  OF  HITS  ALSO  CONTAINING  THE  WORD  . . . 
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f  While  Utah  has 

f  some  lovely  ski  trails, 
V         we  go  for 

airba&Sj, 


IF  YOU  LOVE  SKIING,  CHANCES  ARE  YOU 
love  Utah.  And  we  love  Utah  too, 
but  for  a  different  reason.  For  us,  it's 
the  airbags.  Toyota  buys  airbags  from 
Autoliv  in  Ogden,  Utah.  They're  terrific 
partners,  one  of  our  hundreds  of  quality 
suppliers  across  the  country. 

Relationships  with  suppliers  are  the 
lifeblood  of  our  U.S.  operations.  At  Toyota, 


""TP8"* 


we  purchase  more  than  $28  billion  in 
U.S.  parts,  materials,  goods,  and  services 
every  year.  And  whether  we  are  in 
North  Carolina  ordering  engine  sensors, 
in  Michigan  buying  batteries,  in  Ohio 
getting  steel,  or  in  Utah  picking  up 
airbags,  you  can  be  sure  of  one  thing: 
Toyota  is  committed  to  keeping  our 
investment  in  America  strong. 


materials 
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Making  It 

How  does  enter- 
tainment  whiz 
Tyler  Perry  find  the 
time  to  do  it  all?  Since  our  \ 
story  about  how  a  Hollywood 
unknown  produced  a  $5  mil- 
lion box  office  surprise,  Diary 
of  a  Mad  Black  Woman,  Perry, 
37,  has  whipped  out  another  ^ 
movie,  a  TV  show,  a  book  and  a 
play.  Lions  Gate  Entertainment 
will  release  his  third  picture, 
Daddy's  Little  Girls,  in  February. 
House  of  Payne,  a  new  television 
show  he  is  writing  and  producing, 
is  slated  to  air  nationwide  next  sum 
mer  on  Time  Warner's 
TBS  network.  Perry's  Hollywood 
recent    book,    Don't  multihyphenate 
Make  a  Black  Woman   Ty'er  PerrY' 


Take  Off  Her  Earrings  (Riverhead,  $24), 
has  received  a  2006  Quill  Award.  What's 
Done  in  the  Dark,  a  Perry- produced  play, 
recently  began  touring  the  country.  As 
an  accompaniment  to  his  17,000- 
square-foot  bachelor's  pad  in 
Atranta,  he  just  opened  a  75,000- 
square-foot  production  space 
nearby. 

— Brett  Pulley 
SEPTEMBER  5,  2005 

Bad  Chemistry 

In  our  feature  about  BASF  18 
months  ago  we  described  how 
the  world's  largest  chemicals 
maker  was  fighting  a  sweeping 
European  Union  proposal  that 
called  for  businesses  to 
register  and  test  every 
chemical  they  produce.  In 
December  the  European 
Parliament  approved  the 


proposal,  called  Reach.  The  $63  billion 
German  company  says  it  will  spend  at 
least  $500  million  registering  the  2,500 
chemicals  it  currently  makes. 

BASF  will  also  have  to  submit  plans 
to  substitute  safer  chemicals  for  those 
deemed  hazardous.  Even  more  troubling 
to  BASF:  Smaller  businesses,  which  are 
both  suppliers  and  customers,  will  have  a 
tough  time  finding  the  resources  to  fulfill 
the  law's  requirements. 

—Michael  Freedman 

NOVEMBER  13,  2000 

Electric  Shock 

Now  that  socialist  President  Hugo  Chavez 
has  announced  plans  to  nationalize 
Venezuela's  telecommunications  and  power 
sectors,  AES'  gamble  on  Electricidad  de  Cara- 
cas is  looking  like  a  very  bad  bet.  In  2000 
we  said  that  the  Arlington,  Va.  electricity 
firm's  decision  to  mount  a  $  1 .7  billion  hos- 
tile takeover  of  the  publicly  traded  power 


AmericanAirlines,  AA.com  and  We  know  why  you  fly  are  marks  of  American  Airlines,  Inc. 


roncern  was  perplexing.  AES  bought  the 
:ompany  for  half  its  book  value,  but  it  was 
:heap  for  good  reason,  given  the  country's 
>olitical  and  economic  risks.  After  Chavez 
nade  his  announcement  in  January,  AES' 
itock  tumbled  5%,  though  it  has  since 
egained  a  bit  of  ground,  to  a  recent  $21. 

—Kerry  A.  Dolan 


OCTOBER  31,  2005 

Bull  In 

ft  China  Shop 

leaders  who  acted  on  the 
idvice  offered  up  by  Gold- 
nan  Sachs'  Robert  Hormats 
n  2005  have  done  well 
ndeed.  Comparing  the  hairy 
nit  vibrant  Chinese  econ- 
>my  to  the  booming  U.S.  of 
he  early  1900s,  Hormats 
vas  bullish  on  a  list  of  ten 
Chinese  stocks  and  three 


mutual  funds  (see  table). 

What  is  Hormats  saying  today?  He 
favors  companies  that  will  benefit  from 
domestic  demand  inside  China.  He  likes 
electric  power  and  also  the  big  oil  and 
coal  companies,  despite  their  rapid  climb. 
He's  still  bullish  on  China's  telecom  indus- 
try because,  he  says,  the  prohibitive  cost 
of  building  landlines  will  boost  the  cell 
phone  industry.  —Robert  Lenzner 


FLASHBACKS 


 V  -    — - 

A  sampling  of  five  of  Hormats'  ten  stock  picks, 
which  trade  as  American  Depositary  Receipts. 

PRICE 

COMPANY 

10/05/05  RECENT 

|  China  Life  Insurance 

$30.56  $48.93 

China  Mobile 

I 

23.31  43.90 

China  Petroleum  &  Chemical 

43.77       83.38  j 

PetroChina 

i 

79.80  124.58 

Sinopec  Shanghai  Petrochem 

34.07        53.10  I 

Prices  as  of  Jan.  16.  Sources:  FactSet  Research  Systems. 

Tai  Chi  at  dawn  on  the  Huangpu  River  overlooking  Pudong,  Shanghai. 


85  YEARS  AGO  IN  FORBES  |  JANUARY  21, 1922 

Ford's  Riches  Very  rich  men  rarely 

talk  about  their  money.  Henry  Ford  is  an 
exception.  Ford  told  an  able  interviewer 
that  he  has  about  $100  million  worth  of 
buildings,  $100  million  worth  of 
machinery  and  a  bank  balance  of 
between  $135  million  and  $145  million. 
He  also  declared  that  he  could  doubt- 
less capitalize  and  float  his  business  for 
a  billion  dollars. 

20  YEARS  AGO  IN  FORBES  |  JANUARY  12, 1987 

Banking  on  Wells  Fargo 

While  banks  rushed  to  diversify  into 
everything  from  investment  banking  to 
currency  arbitrage,  one  bank  chose  to 
stick  with  making  money  the  old-fash- 
ioned way,  by  lending  it  out  to  credit- 
worthy borrowers  capable  of  paying 
back  the  money:  Wells  Fargo. 

Wells  Fargo  just  announced  a  fourth- 
quarter  profit  hike  of  13%. 


Shanghai,  Tokyo  and  Delhi.  Nonstop.  Every  day. 
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By  David  Gratzer,  M.D.,  senior  fellow  at  the  Manhattan  institute  and  author  of  The  Cure:  How  Capitalism 

Can  Save  American  health  Care  (Encounter  books). 


First,  Do  No  Harm 

Governor  Schwarzenegger's  health  insurance  plan  is  premised  on 
a  false  assumption  about  the  uninsured. 


universal  coverage  is,  once  again, 
the  new  big  idea  in  health  care.  In  mid- 
January  the  AARP  and  the  service  employ- 
ees' union  teamed  up  with  the  Business 
Roundtable  to  demand  affordable,  quality 
care  for  all.  Massachusetts  is  implementing 
reforms  aimed  at  covering  everyone.  In  a 
dozen  more  states  legislators  are  consider- 
ing large-scale  efforts  to  expand  insurance. 
Even  President  Bush  is  talking  about  a 
sweeping  tax  reform  package  that  would 
help  millions  of  self-employed  individuals 
pay  for  health  care. 

Of  all  the  new  proposals,  the  most 
ambitious,  and  likely  most  influential, 
comes  from  California  Governor  Arnold 
Schwarzenegger.  That's  a  scary  prospect. 
The  governor  has  based  his  plan,  heavy 
on  government  expansion  and  interfer- 
ence, on  a  faulty  diagnosis 
of  the  uninsured.  If  politi- 
cians really  want  to  achieve 
'  affordable,  accessible  and 
equitable"  health  care,  as 

the  governor  suggests,  they  will  need  to  consider  less  govern- 
ment intervention,  not  more. 

The  governor  advocates  a  massive  expansion  of  Medicaid 
and  other  government  programs.  He  wants  to  regulate  not  only 
how  insurance  companies  sell  their  policies  but  also  how  much 
they  should  spend  on  patient  care.  He  proposes  a  host  of  new 
taxes  and  spending,  ultimatums  to  force  businesses  and  individ- 
uals to  buy  insurance  and  a  raft  of  new  regulations.  Some  ideas, 
like  the  new  fees  he  wants  to  impose  on  physicians,  have  already 
provoked  angry  objections.  Yet  practically  everyone  praises  the 
governor  for  his  vision  of  universal  coverage. 

The  uninsured  are  depicted  in  popular  culture  as  lost  and  for- 
gotten—the single  mother  in  the  emergency  room  struggling  to 
make  ends  meet  for  her  three  children.  But  the  uninsured  are  a 
heterogeneous  group.  Drawing  on  Census  Bureau  data,  the  Blue 
Cross  Blue  Shield  Association  found  in  a  2003  report  that  a  third 
of  the  uninsured  have  family  incomes  of  more  than  $50,000  a 
year,  and  for  16%  of  the  uninsured,  incomes  exceed  $75,000  a 
year.  A  Health  Affairs  study  on  nonpoor  uninsured  Californians 
pegs  their  average  annual  health  spending  at  $200  per  person. 
Many  people  have  done  the  math  and  have  decided  not  to  get 


A  third  of  the  uninsured  have  family 
 incomes  of  more  than  $50,000.  


coverage.  In  addition,  a  third  of  the  unin- 
sured already  qualify  for  Medicaid  or 
some  other  type  of  program.  Of  the 
remaining  third,  many  are  without  insur- 
ance for  only  a  brief  period,  usually  less 
than  a  year. 

To  be  sure,  there  are  8  million  Americans 
who  slip  through  the  cracks,  unable  to  get 
coverage.  But  that's  far  fewer  than  the  com- 
monly quoted  disaster  figure  of  46  million. 

What  needs  to  be  done?  The  governor 
should  start  by  ending  the  universal-cover- 
age obsession  so  common  in  political  cir- 
cles. That  includes  his  plan  to  cover  children 
in  public  programs,  even  kids  in  families 
with  incomes  as  high  as  $60,000  a  year. 

He  should  propose  a  two-pronged 
plan.  First,  he  should  make  health  insur- 
ance more  affordable.  For  decades,  state 
legislators  have  demanded 
increased  coverage  for  vari- 
ous services,  including  in 
vitro  fertilization,  clinical 
trials  and  visits  with  chiro- 
practors, social  workers  and  acupuncturists.  Only  six  states  have 
more  mandates  than  California.  A  small  business  in  Los  Angeles 
can't  buy  no-frills  health  insurance.  Coverage  mandates  must  be 
scrapped.  And  Schwarzenegger  should  work  to  make  health  care 
itself  less  expensive.  Get  rid  of  laws  that  protect  providers  from 
competition  and  create  cartels  of  hospitals  and  other  institutions. 

Health  savings  accounts,  authorized  by  Congress  in  2003, 
should  be  popularized.  Give  millions  of  state  employees  this  op- 
tion. Level  the  tax  playing  field  by  giving  individuals  the  same  tax 
deductions  (on  state  returns)  that  employers  get  when  buying 
health  insurance,  since  the  federal  tax  code  presently  favors  the 
latter  group. 

California  should  focus  government  aid  on  those  who  need 
help.  Nationally,  roughly  $35  billion  is  already  spent  on  the  unin- 
sured, but  the  money  funds  a  labyrinth  of  bureaucracies  and  pro- 
grams. Instead,  government  should  provide  vouchers  to  cover 
part  of  the  cost  of  private  insurance. 

How  many  of  these  recommendations  are  contained  in  the 
governor's  plan?  Exactly  one:  greater  tax  fairness  for  people  who 
don't  get  health  insurance  on  the  job.  The  rest  of  the  plan  is  quite 
unhealthful.  F 
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ho  is  helping  to  improve  the  quality  of  patient  care  and  safet\ 

in  hospitals  throughout  the  nation? 

3  1^^^  •  Innovati°ns  from  Siemens  can  be  found  everywhere.  We  provide  US  hospitals 

with  the  tools  to  improve  patient  care,  while  helping  to  lower  costs  thanks  to 
our  "digital  hospital"  solutions.  And  we're  working  with  numerous  healthcare  providers  to 
build  health  networks  that  connect  telecommunications,  IT,  medical  systems  and  building 
technologies  in  ways  never  before  accomplished.  This  means  less  waiting,  decreased  costs 
and  enhanced  care  for  patients.  At  Siemens,  our  innovations  help  turn  dreams  into  reality. 


BUSINESS 
INTELLIGENC 


SAS  software  gives  you  the  power  to  know  how  to  leverage  enterprise  data  to 
maximize  value,  minimize  risk  and  optimize  performance.  You'll  get  to  know  your 
customers,  markets,  finances  —  your  entire  business  —  in  a  whole  new  way.  And  gain 
the  ability  to  look  forward  using  the  world's  best  business  intelligence  and  analytic 
software.  More  than  4  million  users  at  40,000  locations  —  including  97  of  the  top  100  . 
companies  on  the  2006  FORTUNE  500  —  rely  on  SAS  to  increase  profits,  reduce  costs 
and  make  a  recognized  impact  on  business. 
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toliticians  and  Wall  Street  cheered  when  the 
ithanol  industry  went  on  a  building  binge, 
low  the  distillers  are  waking  up  to  the  ugly 
possibility  of  a  gasohol  glut  |  By  Jonathan  Fahey 


HIS  IS  WHAT  MOONSHINE 
does  to  people.  Ethanol  was  making 
investors  giddy  last  year  when  oil  prices 
were  high,  corn  prices  were  low  and 
ethanol  producers  like  Archer  Daniels 
Midland  and  small  farmer  cooperatives 
were  reaping  huge  profits  distilling  corn 
mash  into  fuel. 

It  created  a  corn  rush.  Money  from 
Wall  Street  to  Australia  started  pouring 
into  ethanol  distillery  construction  all 
over  the  U.S.  heartland.  Seventy-five  dis- 
tilleries are  under  construction,  on  top 
of  the  1 1 1  now  operating.  "Everybody 
thought  they  could  become  the  new  Saudi 
oil  barons  of  Champaign,  Illinois,"  says 
Daniel  Basse,  president  of  AgResource,  a 
Chicago  agricultural  research  and  fore- 
casting outfit. 

Instead  ethanol  makers  may  be 
headed  for  the  soup  kitchen.  Amid  the 
frenzy,  corn  prices  spiked,  ethanol  prices 
collapsed  and  yet  more  ethanol  supply  is 
coming  online.  Basse  predicts  the  ethanol 
makers  that  were  coining  money  last  year 
are  on  track  to  start  losing  money  by  the 
end  of  this  year. 

Unless,  of  course,  the  industry  gets  yet 
another  boost  from  the  federal  govern- 
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ment,  a  distinct  possibility.  Ethanol  has 
achieved  hallowed  status  in  the  battle  to 
reduce  the  U.S.'  dependence  on  imported 
oil  (not  to  mention  the  battle  for  votes  in 
Iowa).  The  federal  government  already 
supports  ethanol  with  a  tax  subsidy  equiv- 
alent to  51  cents  per  gallon  of  ethanol. 
That  comes  to  $3  billion  a  year.  Also  help- 
ing the  business  are  environmental  man- 
dates (depending  on  where  it  is  sold,  some 
gasoline  must  contain  up  to  10%  ethanol 
as  an  antismog  measure)  and  energy  inde- 
pendence mandates  (national  use  of 
ethanol  must  meet  certain  minimums  by 
various  deadlines). 

"All  the  buzz  in  Washington  sur- 
rounding ethanol  indicates  that  it's  going 
to  survive,"  says  David  Lehman,  managing 


director  of  the  Chicago  Board  of  Trades 
commodities  group. 

Ethanol  makers  need  the  help.  Corn 
prices,  75%  of  the  cost  of  ethanol  produc- 
tion, have  doubled  in  the  past  six  months, 
to  more  than  $4  a  bushel.  At  the  same 
time,  the  price  of  ethanol  has  followed  the 
price  of  gasoline  downward  (see  chart). 

Absent  a  rescue  from  Capitol  Hill,  the  glut 
is  going  to  get  worse.  AgResource's  Basse 
estimates  the  blending  demand  for  ethanol  at 
10  billion  gallons,  7%  of  the  150  billion  gal- 
lons of  blended  fuel  burned  each  year.  Cur- 
rent nationwide  ethanol  capacity  is  5.4  billion 
gallons.  But  6.1  billion  gallons'  worth  of  ca- 
pacity is  now  under  construction,  according 
to  the  Renewable  Fuels  Association.  That 
would  push  supply  right  past  demand  and  de- 


stroy ethanol  prices.  Unless  mandates  are  tight- 
ened. At  the  moment  the  motor  fuel  indus 
try  is  meeting  environmental  minimums  and 
exceeding  the  energy  independence  ones. 

Under  present  law  the  independence 
minimum  comes  to  4.7  billion  gallons  ol 
ethanol  this  year  and  7.5  billion  in  2012 
But  now  the  Bush  Administration  is  con 
sidering  boosting  this  mandate  to  60  bil- 
lion gallons  by  2030.  That  target  is  als< 
mentioned  in  a  pair  of  Senate  bills  pennec 
by  presidential  hopefuls  Joseph  Bider 
(D-Del.)  and  Barack  Obama  (D-Ill.) 
They  would  as  well  provide  tax  credits  for 
high-ethanol  fuel  pumps,  refineries  anc 
other  biofuels  production. 

There  are  lots  of  ifs  here,  but  investors 
in  ethanol  producers  were  heartened  al 
first.  Shares  of  companies  like  VeraSur 
Energy,  Pacific  Ethanol  and  ADM,  which 
had  been  beaten  down  by  as  much  as  60% 
quickly  began  recovering  when  news  ol 
the  higher  mandates  broke.  You  might 
even  see  the  revival  of  public  offerings  foi 
Hawkeye  Renewables  of  Iowa  Falls  anc 
Global  Ethanol  of  Brisbane,  Australia 
both  of  which  were  shelved  late  last  year. 

Other  potential  winners  include  agricul- 
tural equipment  makers  like  John  Deere 
which  would  help  farmers  plant  a  lot  more 
corn;  Monsanto,  which  is  developing  corn 
that  can  flourish  in  dry  climates  like  west- 
ern Colorado;  and  railroads  such  as  Burling- 
ton Northern  Santa  Fe,  which  haul  ethanoS 
from  the  Midwest  to  the  coasts. 

Losers:  companies  that  raise  livestock 
that  eat  corn,  people  who  buy  meat,  tax- 
payers and  drivers.  Net  of  the  tax  subsidy 
the  price  of  ethanol  is  $2.04  a  gallon 
which  is  70  cents  more  than  the  $1.34 
wholesale  price  of  gasoline.  And  the 
energy  content  of  ethanol  is  only  two- 
thirds  that  of  gasoline. 

Environmentalists  are  queasy  aboul 
ethanol.  Made  from  corn,  it  takes  so  much 
water,  energy  and  land  to  produce  that  its 
environmental  benefits  are  dubious.  Corn 
ethanol  also  has  no  chance  of  curing  the 
nation's  addiction  to  foreign  oil.  (Ethanol 
from  cellulose  would  be  more  of  a  winner 
but  the  technology  does  not  yet  exist.) 
Neither  of  these  inconvenient  truths  will 
necessarily  prevent  the  politicians  from 
bailing  out  the  distillers.  F 
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These  Cats  and  Dogs  Can  Bite 

Congress  is  on  the  hunt  for  revenue  raisers.  Watch  your  wallet. 
Call  your  lobbyist  |  By  Janet  Novack 
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Pay  as  you  go:  Representative  Charles  Rangel  and  senators 
Max  Baucus  and  Charles  Grassley,  chasing  dogs  and  dollars. 

DO  YOU  PICK  UP  EXTRA  INCOME 
selling  rare  books  or  toy  soldiers  on 
Ebay?  When  calculating  your  tax- 
able capital  gains,  do  you  guess  (and 
maybe  guess  a  little  high)  about  what  you 
paid  for  stock  you've  sold?  Do  you  have  a 
deferred  compensation  plan?  Watch  out. 
The  politicians  are  hunting  for  "revenue 
raisers"— don't  call  them  tax  hikes!— and 
you're  in  their  sights. 

Driving  this  hunt  is  the  Democrats' 
promise  to  return  to  a  more  responsible  form 
of  budgeting  known  as  pay  as  you  go.  Under 
"paygo"  Congress  can't  fatten  entidement 
programs  such  as  Medicare,  adopt  new  tax 
goodies  or  even  renew  expiring  tax  breaks 
unless  it  pays  for  them  with  equal  entitlement 
cuts  or  tax  increases.  (President  Bush's  new 
embrace  of  a  balanced  budget  means  the 
Treasury  is  looking  for  raisers,  too.) 

So  in  January,  when  die  Senate  Finance 


Committee  approved  $8.3  bil- 
lion in  tax  breaks  to  soften  the 
blow  on  small  business  of  an 
increase  in  the  minimum 
wage,  it  offset  the  breaks  by 
unanimously  adopting  $8.3 
billion  in  revenue  raisers 
(such  as  imposing  a  $1  mil- 
lion annual  cap  on  tax  deferred 
compensation  for  executives). 
But  that  $8  billion  is  just  the 
beginning.  For  instance,  a  just 
expired  measure  that  keeps 
19  million  additional  families 
from  being  hit  by  the  alterna- 
tive minimum  tax  will  cost 
nearly  $50  billion  to  renew  for 
2007 — meaning  Democrats 
must  find  $50  billion  in 
revenue  raisers  unless  they 
break  their  paygo  pledge. 

Where  will  they  find  the 
money?  Many  of  the  meas- 
ures under  scrutiny  are  aimed 
at  closing  the  tax  gap — the 
$345  billion  a  year  the  Inter- 
nal Revenue  Service  estimates  taxpayers  owe 
but  don't  fork  over  voluntarily.  Others  aim 
at  perfecdy  legal  breaks  that  can  be  portrayed 
as  unwarranted  special  interest  loopholes. 
When  Congress  didn't  care  about  deficits, 
narrow  tax  measures,  known  as  "cats  and 
dogs,"  were  mostiy  friendly  giveaways.  But 
"in  this  new  revenue  driven  environment, 
the  cats  and  dogs  can  bite,"  warns  veteran 
tax  lobbyist  Kenneth  Kies. 

Key  tax  law  writers — House  Ways  & 
Means  Committee  Chairman  Charles  Ran- 
gel (D-N.Y.),  and  the  leaders  of  the  Senate 
Finance  Committee,  Chairman  Max  Bau- 
cus (D-Mont.)  and  ranking  member  Charles 
Grassley  (R-Iowa) — have  all  made  closing 
the  tax  gap  a  priority.  And  with  Bush  likely 
to  veto  any  general  tax  rate  hike,  Congress 
hasn't  got  much  choice. 

Here  are  some  options  kicking  around 
that  are  ripe  for  revenue  hunters: 
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SECURITIES  BASIS  REPORTING 

The  IRS  estimates  $1 1  billion  of  the  tax 
gap  is  due  to  underreporting  of  capital 
gains.  Brokers  and  mutual  fund  compa- 
nies are  now  required  to  send  the  IRS  a 
1099-B  form  reporting  the  stocks  and 
funds  you've  sold,  but  not  your  "basis" — 
that  is,  what  you  paid  for  them.  Even  the 
securities  industry  now  sees  enactment  of 
required  basis  reporting  as  inevitable. 

AUCTION  SALES 

Citing  a  study  that  found  three-quarters 
of  a  million  people  make  their  primary  or 
secondary  living  selling  on  Ebay,  an  IRS  ad- 
visory committee  recently  recommended 
that  online  auction  sites  be  required  to 
report  sellers'  taxpayer  identification 
numbers.  Separately,  the  Bush  Adminis- 
tration has  proposed  requiring  credit  card 
companies  to  report  the  proceeds  paid  to 
each  merchant.  It  will  be  harder  for  self- 
employed  folks  to  cheat. 

SHELTERS 

A  common-law  doctrine  allows  courts  to 
deny  tax  benefits  for  a  transaction  that 
was  arranged  simply  to  save  tax.  Law- 
makers want  to  solidify  what  is  now  in- 
consistent application  of  this  "economic 
substance"  doctrine.  Congress'  Joint 
Committee  on  Taxation  has  scored  the 
proposal  as  a  big  revenue  enhancer — 
$18  billion  over  ten  years. 

EMPLOYMENT  TAXES 

Owners  of  S  corps  and  limited  liability 
corporations  pay  employment  taxes  (So- 
cial Security  and  Medicare)  only  on  what 
they  take  as  salary;  their  profits  are  sub- 
ject to  income  but  not  employment  taxes. 
Some  high-income  self-employed  folks 
incorporate  and  treat  most  of  their  earn- 
ings as  profit,  not  salary.  Those  in  service 
businesses,  such  as  lawyers  and  perform- 
ers, might  have  to  pay  employment  taxes 
on  more  of  their  earnings.  Lots  of  opposi- 
tion to  this,  but  it  could  raise  tens  of 
billions  of  dollars  over  ten  years.  F 
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You  wouldn't  recognize 
me  in  an  elevator, 
but  if  you  ever  needed  it, 
I  would  give  you  my  blood 
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When  you  help  the  American  Red  Cross,  you  help  America. 

America  is  a  place  where  we  look  out  for  each  other. 
And  with  someone  in  America  needing  blood  every  two  seconds, 
there's  someone  who  needs  you  to  roll  up  your  sleeve  today. 

Call  1-800-GIVE  LIFE  or  visit  givelife.org 
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The  Sentencing  Game 

Another  white-collar  criminal,  another  long  prison  term.  Last  month  Walter  Forbes,  the  former  Cendant  chief,  got  12  year 
in  the  slammer  for  an  accounting  fraud.  Lets  not  feel  too  sympathetic  here— the  scheme  cost  the  company  and  investors 
some  $3  billion.  But  the  financial  fraud  sentences  start  to  look  out  of  control  when  weighed  against  what  murderers  and 
others  of  that  ilk  often  get.  Below,  try  to  match  each  photo  and  jail  term  with  a  convicted  offender.  —David  Whela 


9  years  20  years  25  years  3  years 


WHO  GOT  WHAT? 


24  years  3  years 


A.  MELVIN  BYNUM 

a  North  Carolina  pastor,  for 
strangling  his  wife  and  leaving 
her  body  to  decompose  in  an 
abandoned  car. 

B.  BERNARD  EBBERS 

for  conspiracy  and  securities 
fraud  in  connection  with  World- 
Com's accounting  scandal. 


C.  JOSHUA  HUNTER 
pleaded  guilty  to  setting  a  fire 
that  killed  a  restaurant  owner 
and  his  son. 

D.  LANDON  BURGIN 
punched  a  man,  then  left  him 
to  die  after  he  fell  and  split  his 
head  open. 


E.  WALTER  FORBES 

ran  travel  conglomerate  Cendant 
during  a  time  it  inflated  earn- 
ings. Must  also  pay  $3.3  billion 
in  restitution. 

F.  TIMOTHY  RIGAS 
convicted,  along  with  his  father, 
of  looting  family-controlled 
cable  company,  Adelphia. 


7  years  12  years 


C.  ROBERT  MEMORY 
a  motorcycle  gang  member 
sentenced  for  stabbing  two 
people  in  the  back  during  a  bar 
fight  that  left  a  third  man  dead. 

H.  JEFFREY  SKILLING 
convicted  of  conspiracy  and 
fraud  in  connection  with  Enron's 
collapse. 
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RIPPING  OFF  THE  SMALL 
Business  Administration 
is  a  great  American  pas- 
time. Now,  says  the  U.S.  attorney 
in  Detroit,  foreign-born  borrow- 
ers and  loan  brokers  originally 
from  the  Middle  East  have  been 
swept  up  in  the  latest  scandal  to 
hit  Allied  Capital  Corp.,  which 
invests  in  entrepreneurial  compa- 
nies. Last  month  the  feds  handed 
down  fraud  charges  involving  its 
Business  Loan  Express  (BLX) 
unit,  one  of  the  country's  largest 
SBA  lenders. 

The  point  of  entry  for  the 
alleged  scam  is  Patrick  Harring- 
ton, 44.  The  former  BLX  executive 
vice  president  is  charged  with 
bank  and  wire  fraud  and  conspir- 
acy for  issuing  76  fraudulent  SBA 
loans  worth  $77  million,  says  a 
recent  indictment  handed  up  by  a 
federal  grand  jury  in  Detroit.  It 
claims  that  Harrington — who  was 
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Cookie-Jar  Capitalism 

Why  hold  up  a  bank?  At  the  SBA  you  just  need  a  smile 
and  a  fountain  pen  j  By  Elizabeth  MacDonald 
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compensated  based  on  loan  volume— over- 
stated borrowers'  financial  qualifications, 
helped  inflate  property  values  and  falsified 
the  amount  of  money  borrowers  con- 
tributed toward  their  businesses;  Prosecu- 
tors say  he  approved  millions  of  dollars  in 
loans  to  foreign  nationals  who  faked  their 
work  experience  or  credit  history.  Harring- 
ton, says  his  attorney  Clyde  Pritchard,  "is 
adamant  that  he  was  never  involved  in  issu- 
ing 76  fraudulent  loans."  Still,  the  SBA, 
which  can  guarantee  up  to  75%  of  a  loan, 
appears  to  be  out  $28  million  so  far. 

The  ringleader,  say  other  indictments, 
is  Abdullah  Al-Jufairi,  a  Qatar  native.  He 
and  Harrington  "were  friends,"  concedes 


attorney  Pritchard.  "Al-Jufairi  was  a  real 
nice  man,  according  to  Pat."  He  also  once 
co-pwned  with  Harrington  a  gas  mini- 
mart,  the  Michigan  &  Prospect  Petro  Mart 
in  Ypsilanti,  and  (so  says  the  indictment) 
brought  in  pals  and  relatives  as  straw  men. 

Here,  say  the  feds,  is  how  the  scheme 
worked.  Brokers  like  AJ-Jufairi  would  buy  a 
property — a  gas  minimart,  a  restaurant  or  a 
small  motel — and  find  a  buyer  willing  to 
purchase  it  at  an  inflated  price  using  an 
SBA-guaranteed  loan  issued  by  BLX;  the 
broker  profited  from  the  markup  in  price, 
and  the  loan  would  typically  default.  In  one 
case  Al-Jufairi  is  said  to  have  brought 
Mohammed  Mustafa,  a  Kuwaiti,  and 


Ahmed  Qdeih,  a  Palestinian,  to  Harring- 
ton, who  gave  them  a  $1.1  million  loan  to 
buy  a  gas  station.  BLX  paid  Al-Jufairi 
$1 1,000  for  bringing  the  two  in  the  door — 
he  then  gave  BLX  fake  documents  showing 
he  had  made  $210,000  in  renovations  that 
he  never  did.  Mustafa  and  Qdeih  then  paid 
AJ-Jufairi  $150,000  from  their  BLX  loan  for 
the  supposed  renovations,  but  the  money 
went  into  a  bank  account  owned  by  Qdeih's 
brother-in-law;  AJ-Jufairi  and  his  wife  got 
$25,000.  (Mustafa's  lawyer  says  Harrington 
misled  his  client;  both  men  have  pleaded 
not  guilty.) 

Authorities  say  AJ-Jufairi  is  hiding  out 
in  Qatar.  F 


Hot  Stuff 


Menopause  is  no  fun.  But  some  women  are  cashing  in  on  their  misery.  With  37  million  American  women  between 
45  and  64  years  old,  a  cottage  industry  of  "meno  products"  is  springing  up— to  the  distinct  displeasure  of  some.  "It's 
ridiculous.  It's  offensive,"  says  Marie  Lugano,  president  of  the  American  Menopause  Foundation,  in  New  York  City. 
"What's  next?  Prostate  Cancer  the  Musical?  A  board  game  about  erectile  dysfunction?  Menopause  is  a  serious  health 
issue.  We  don't  need  a  musical  and  a  board  game,  we  need  more  research."  Meantime,  however: 

Menopause  The  Musical,  a  show  created  by  a  former  advertising  exec,  is  raking  in  $42  million  a  year,  with  two 
touring  casts  and  long- running  shows  in  20  cities.  Despite  generally  awful  reviews,  MTM  has  been  seen  by 
8  million-plus  people  in  nine  countries  over  the  last  six  years. 

>*  HotCool  Wear,  in  Toronto,  is  doing  $200,000  a  year  selling  a  line  of  sleepwear  made  of  moisture-wicking 
material,  offering  relief  for  women  experiencing  night  sweats.  Bestsellers  are  a  long  nightshirt  ($61.50)  and  an 
oversize  T  shirt  bearing  the  slogan  "Hot  Mama"  ($47). 

t-  Hotflash!  The  Menopause  Game  leads  players  past  Weepy  Way, 

Forgetful  Forest  and  Lustless  Lane  on  the  way  to  Hormone  Free  [B^V 


Haven.  The  maker,  Dream  On  LLC,  has  sold  8,000 
copies  at  $30  apiece. 

y  Hot  Flash  Club  novels  by  Nancy 
Thayer  describe  the  adventures  of  a 
group  of  menopausal  women.  Ran- 
dom House  has  cranked  out  four  titles 
so  far  and  says  they're  strong  sellers. 

>-  Minnie  Pauz,  a  cartoon  character 
created  by  Diana  (Dee)  Adams  of 
Oxford,  Mich.,  has  turned  into  a 
Web  site  (www.minniepauz.com)  that 
attracts  1,200  visitors  a  day  and  gener- 
ates $30,000  a  year  in  ad  sales. 

— Daniel  Lyons 

If  not  for  fun,  at  least  for  profit:  The  board 
game  is  one  of  several  meno  moneymakers. 
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NOT  BUSINESS  AS  USUAL 


THE  NEW  BUSINESS  CLASS  FROM  SINGAPORE  AIRLINES. 

SAN  FRANCISCO  TO  SEOUL  AND  SINGAPORE  ON  THE  NEW  BOEING  777-300ER.* 


THE 


Doreair.com/usa 

isco-Seoul-Singapore  service  operates  dally.  New  Business  Class  currently 
n  Mon.,  Thur.  and  Sat.  flights,  available  daily  as  of  March  2007. 


LIVES  ON  SinGAPORE 
AIRLinES 


A  STAR  ALUANCE  MEMBER  y 


aat  Driver  Jerry  Flint 


THE  PAIN  OF 
SECOND  PLACE 


THE  GENERAL  MOTORS  ERA  IS  OVER.  THIS  YEAR  TOYOTA 
will  overtake  General  Motors  as  the  worlds  largest  man- 
ufacturer of  autos,  selling  something  more  than  9  million, 
probably  half  a  million  more  than  GM.  This  seems  cer- 
tain. It  is  even  plausible  that  in,  say,  201 1,  when  Toyota 
has  built  more  factories  and  hired  more  dealers  as  GM  sales  keep 
falling,  the  Japanese  Godzilla  will  outsell  GM  in  the  U.S.  I  am  not 
predicting  this,  just  saying  it's  possible  with  present  trends. 

The  psychological  effect  of  GMs  fall  to  the  number  two  posi- 
tion will  be  enormous.  Sure,  there  is  maybe  one  good  side  to  it. 
People  will  stop  blaming  General  Motors  for  everything  that  goes 
wrong  in  the  world.  The  company  won't  be  blamed  for  destroying 
the  air  we  breathe,  for  not  doing  enough  for  safety  or  diversity,  for 
not  saving  the  polar  bears.  People  don't  pick  on  the  second-ranked 
guy.  Yes,  William  Clay  Ford  Jr.  was  the  target  of  greenies,  but  that 
is  because  he  said  he  believed  in  the  cause,  which  made  him  a  tar- 
get. Look  at  the  nonsense  about  blaming  GM  for  killing  the  elec- 
tric car.  GM  really  tried  to  build  one,  with  a  unique  power  system. 
Toyota  stuck  a  few  batteries  in  an  old  RAV4  and  then  quit  on  it.  But 
nobody  made  a  movie  charging  Toyota  with  killing  the  electric  car. 

That's  the  only  good  thing  about  losing  that  I  can  think  of.  The 
bad  things  are  many.  The  auto  business  tends  to  follow  the  leader. 
GM  takes  off  the  side  vent  windows  (remember  them?),  everyone 
has  to  remove  them  or  their  cars  look  old-fashioned.  If  Toyota,  when 
it's  number  one,  puts  back  the  side  vent  windows  (not  that  it  will), 
GM  would  have  to  follow  or  its  cars  would  seem  dated.  This  will 
be  a  painful  adjustment. 

At  first  GM  will  try  to  prove  that  it  hasn't  lost.  We  call  that 
denial.  When  GM  ruled,  it  led  in  technology,  inventing  or  popu- 
larizing the  automatic  transmission,  the  high-compression  engine, 
the  collapsible  steering  wheel,  the  catalytic  converter— and  those 
great  designs.  Ah,  the  '55  Chevy. 

But  this  preeminence  has  been  fading  for  decades. 
GM  puts  four-speed  transmissions  into  its  big  Cadillac 
when  Toyota  has  an  eight- speed  in  its  biggest  Lexus.  We 


all  know  about  those  hybrid  Priuses.  And  when  it  comes  to  en- 
gines, GM  still  is  catching  up  to  the  newer  overhead-cam  designs 
pushed  by  the  Japanese.  We  may  not  understand  what  overhead 
cam  means,  but  we  buy  them. 

GM  will  reach— trying  to  prove  it  is  still  in  the  technological 
game.  Look  at  its  boast  that  a  plug-in  electric  car  is  near  produc- 
tion. Toyota  people  shake  their  heads  and  say  batteries  for  such  a 
car  aren't  in  sight  yet;  come  back  in  a  decade. 

GM  people  will  come  up  with  new  cars  that  they  dream  will 
retake  the  leadership.  I  call  that  desperation.  There's  the  new  Chevro- 
let Malibu,  shown  at  the  Detroit  auto  show  and  due  out  later  this 
year.  I'm  sure  it's  very  good.  But  to  think  it  could  top  Toyota's 
entry  in  this  category,  the  bestselling  Camry,  fits  nicely  into  the 
desperation  category. 

Ford  was  first  in  the  world  in  the  early  days  but  lost  that 
title  late  in  the  1920s.  It  was  never  the  same  after  GM  passed. 
Ford  built  some  fine  cars,  such  as  the  Model  A,  the  Ford  V-8, 
the  postwar  '49,  the  Mustang  and  the  Explorer,  but  Ford  was 
always  the  number  two  company.  At  first  the  company  seemed 
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Sources:  GM;  Toyota;  Forbes  estimates. 

to  crawl  into  a  shell.  Then  founder  Henry  died;  his  grandson  Henry 
II  took  over  and  hired  a  team  of  GM  fireballs  to  retake  the  title.  "Beat 
GM"  was  the  motto,  but  that  grand  crusade  died  with  the  failure 
of  the  Edsel  in  1958.  From  then  on  Ford  was  like  a  mouse  in  an 
exercise  cage.  No  matter  how  fast  it  ran,  it  got  nowhere. 

This  doesn't  mean  the  end  of  General  Motors.  Outgunned  armies 
can  still  fight,  hold  ground  and  win  battles.  But  it's  not  the  same  as 
being  number  one.  They  don't  win  the  war. 

GM  was  on  top  for  three-quarters  of  a  century,  and  that's  im- 
pressive. Toyota  won't  do  that.  The  world  moves  faster  now.  In  15 
years  maybe  the  Koreans  (Hyundai)  or  the  Chinese  (Shanghai  Auto) 
will  overtake  it. 

I  might  be  wrong  about  GM  never  regaining  the  leadership.  Boise 
State  did  beat  Oklahoma.  After  all  GM  still  is  a  power,  outselling  Toy- 
ota in  North  America,  Brazil,  Europe  and  China.  But  Toyota  is  clos- 
ing the  gap  everywhere  and  leads  GM  in  Japan  by  millions  of  sales. 
And  Toyota  wins  in  Africa,  the  Near  East  and  Asia  outside  of  China. 

History  doesn't  have  to  repeat  itself,  and  General  Motors  2007 
is  not  Ford  Motor  1929.  The  battle  is  not  always  to  the  strongest— 
but  the  bookies  say  it's  still  the  way  to  bet.  F 


Forbes 


Jerry  Flint,  a  former  Forbes  Senior  Editor,  has  covered  the  automobile 
industry  since  1 958.  Visit  his  home  page  at  www.forbes.com/flint. 
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For  DHL,  m 

the  power 
of  IT  delivers 
over  four  million 
promises  a  day. 


Unified  and  simplified  package  tracking:  a  logistical  dream. 

The  best  way  for  DHL,  the  world  leader  of  delivery  services,  to  move  more  packages  is  to 
move  more  information.  CA  software  solutions  helped  DHL  to  unify  and  simplify  its  global 
package  tracking  systems.  This  increased  efficiency  gave  DHL  the  ability  to  deliver  over 
one  billion  promises  more  accurately  each  year.  It's  more  proof  that  customer  service  is 
back  in  shipping.  Learn  how  CA  software  solutions  enable  enterprises  like  DHL  to  realize 
the  full  power  of  IT  at  ca.com/customers. 
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The  Art  of  Selling  Out 

Cashin^ut  privately  is  the  fastest  road  to  riches  in  technology. 
Is  the  IPO  a  quaint  thing  of  the  past?  |  By  Erika  Brown 


The  Midas  List 


Technology's  Top  Dealmakers 


ROELOF  BOTHA  HAS  BEEN  A 
venture  capitalist  for  three 
years,  and  he  dreams  of  put- 
ting up  the  early  money  for  a 
Google-scale  success  that  is 
adored  on  Wall  Street  and  feared  by  rivals. 
But  Botha,  34,  is  one  of  the  hottest  deal- 
makers  in  Silicon  Valley  for  taking  the 
opposite  tack:  selling  out. 

Botha  joined  Sequoia  Capital,  one  of 
Silicon  Valley  s  elite  venture  capital  firms,  in 
2003;  he  had  helped  run  the  PayPal  online 
outfit.  In  February  2005  two  PayPal  pals  of 
his  started  a  video  Weblet  called  YouTube. 
Botha  put  up  $8.5  million  in  Sequoia  cash 
for  a  30%  stake.  In  November  Google 
bought  YouTube  for  $1.65  billion  in  stock. 
Sequoia  will  reap  a  65-fold  return,  catapult- 
ing Botha  onto  the  Forbes  Midas  List  of  top 
tech  dealmakers;  he  ranks  23rd  (see  p.  49; 
full  list  of  100  dealmakers,  plus  stories  and 
video  interviews,  is  at  forbes.com/midas). 

Yet  Botha  is  comically  tortured  by  the 
sellout:  If  YouTube  had  stayed  independ- 
ent, how  much  more  could  it  be  worth? 
PayPal  went  public  in  2002  but  sold  itself 
months  later  to  Ebay  for  $1.5  billion;  on  its 
own  it  could  be  worth  $10  billion  by  now. 
"In  retrospect,  selling  it  for  $1.5  billion 
seems  like  a  mistake,"  he  says. 

Uh-huh,  sure  it  does.  Selling  out  is 
now  standard  practice  in  Silicon  Valley, 
and  Botha  is  one  of  the  new  guards  reluc- 
tant moneymen.  VC  firms  long  had  prized 
public  offerings  as  the  apotheosis  of 
wealth  creation.  Now  acquisitions  offer 
the  best  and  fastest  payoffs. 

Many  venture  capitalists  insist  this 
isn't  so,  and  some  warn  of  the  ills  of  build- 
ing startups  to  flip  them  like  burgers 
rather  than  nurture  them  all  the  way  to  an 

Roelof  Botha  Sequoia  Capital 


IPO.  "The  way  venture  firms  succeed  rela- 
tive to  other  people  is  to  get  stuff  through 
the  IPO  market,"  says  Benchmark  Capitals 
J.  William  Gurley,  54th  on  the  Midas  List. 
"The  odds  of  getting  an  M&A  deal  done 
are  low  enough  that  it  can  never  be  the 
core  strategy."  Yet  his  firm  sold  Avamar  to 
EMC  in  November  for  $165  million,  after 
it  raised  $50  million  in  venture  capital. 

And  while  many  VCs  deny  they  want 
to  sell  out,  privately  they  are  eager.  Ross 
Levinsohn  just  quit  as  head  of  News 
Corp.'s  Fox  Interactive  Media  unit,  over- 
seeing the  acquisition  of  nine  firms  for  a 
total  of  $1.3  billion  since  June  2005.  At  a 
recent  tech  conference  he  got  mobbed  by 
VCs  desperate  to  sell.  "I  couldn't  get 
through  the  door.  There  were  people 
grabbing  me.  It  was  a  feeding  frenzy." 

Last  year  56  new  tech  firms  went  pub- 


Companies  that  went  public  brought  in 
an  average  of  $66  million  in  their  IPOs, 
in  return  for  an  initial  investment  of 
$50  million. 

"Venture  capitalists  need  to  get  over 
the  IPO  fantasy,"  says  David  Carlick  of 
VantagePoint  Venture  Partners,  which 
was  part  of  the  group  that  sold  MySpace 
to  News  Corp.  for  $580  million  in  2005. 

But  Sequoia's  Botha  clings  to  his  big 
dream.  He  says  high-tech  upstarts  must  be 
built  for  longevity,  not  for  speed  of  buyout. 
YouTube's  founders,  Chad  Hurley  and 
Steven  Chen,  "were  always  talking  about 
ways  to  draw  people  in  and  make  it  better, 
not  how  they  could  tweak  it  so  they  could 
get  a  better  acquisition  price.  That  is  a 
hallmark  of  all  the  great  companies." 

Sequoia  just  raised  an  $800  million 
fund,  and  Botha  is  deep  into  consumer 


"PayPal  could  be  a  $10  billion 
company  today.  In  retrospect,  selling  it 
for  $1.5  billion  seems  like  a  mistake." 


lie,  but  more  than  400  got  acquired,  often 
at  better  prices.  Why  subject  thyself  to  Sar- 
banes-Oxley  hassles  and  fickle  investors 
when  Cisco,  IBM  and  Microsoft  eagerly 
gather  up  fledglings  at  fat  prices?  Vonage, 
the  Internet  phone  company,  went  public 
in  May  and  raised  $531  million,  but  since 
then  its  stock  is  off  by  60%. 

VC  firms  raised  $25  billion  in  new 
money  last  year,  and  they  cashed  out 
$35  billion  from  private  sales  and  a  few 
stock  offerings — the  biggest  year  for  tech 
since  2000.  In  selling  out,  VC  firms  reaped 
an  average  of  $77  million  per  deal,  in 
return  for  an  investment  of  $20  million. 


Web  plays  like  InsiderPages  (a  network  of 
community  guides)  and  Xoom  (a  new 
take  on  Western  Union).  They  aim  to 
expand  their  user  ranks  cheaply  and 
virally,  a  la  YouTube.  "I  think  of  myself  as 
just  another  consumer,"  he  says. 

Botha  was  born  and  bred  in  South 
Africa,  the  grandson  of  Roelof  (Pik) 
Botha,  a  foreign  minister  (1977-94)  in  the 
apartheid  government  who  supported  the 
release  of  the  imprisoned  Nelson  Mandela 
and  later  served  in  his  government 
(1994-96).  The  grandson  recalls  the  tense 
times  and  how  his  grandfather  was 
besieged  by  people  when  the  family  went 
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out  to  cat.  "Part  of  why  I  came  here  was 
to  not  be  someone's  grandson  but  to  just 
be  me,"  he  says. 

He  graduated  college  in  South 
Africa  in  1996,  joined  McKinsey  &  Co. 
and  came  to  the  U.S.  in  1998  to  attend 
Stanford  Business  School.  He  became 
chief  financial  officer  of  PayPal  while 
finishing  his  M.B.A.  Shortly  after  selling 
to  Ebay,  Botha  was  lured  to  Sequoia  by 
Michael  Moritz,  who  is  number  one  on 
the  Midas  List  for  the  second  consecu- 
tive year. 

Moritz  put  Sequoia  into  PayPal  and 
Google,  reaping  huge  payoffs  by  ignor- 
ing buyout  offers  and  letting  the  compa- 
nies make  it  through  public  offerings. 
"  The  [Sequoia]  companies  that  have 
eventually  become  large,"  says  Moritz, 
"have  all  started  with  an  idea  which,  at 
first,  seemed  small  and  tenuous." 
Assuming  no  one  sold  too  soon. 

But  some  VCs  now  plan  for  the  sell- 
out. "It  forces  a  change  in  how  you  build 
your  companies,"  says  Kevin  Compton, 
cohead  of  Radar  Partners.  You  don't 
need  a  massive  sales  force  if  you  know 
you  can  sell  out  to  Cisco. 

And  why  hire  lab  coats?  Alta  Part- 
ners' Daniel  Janney  (99th  on  Midas)  and 
the  Alta  board  members  at  Angiosyn 
assumed  they  would  have  to  fire  the 
research  team  if  they  sold  to  big  pharma. 
So  they  never  hired  one,  instead  using 
outside  researchers  to  develop  a  drug  for 
the  eye  disease  macular  degeneration. 
Pfizer  bought  Angiosyn  in  2005  for  up 
to  $530  million. 

Some  startups  try  to  line  up  big  part- 
ners, or  sell  wares  to  them,  as  a  way  to 
invite  a  takeover  offer.  Todd  Dagres,  for- 
merly of  Battery  Ventures,  put  up  $18 
million  of  a  total  $37  million  pumped 
into  Broadbus,  a  video  hardware  com- 
pany. Early  on  Broadbus  identified 
Cisco,  Motorola  and  Sun  Microsystems 
as  possible  suitors.  Last  year  Broadbus 
signed  on  Motorola  as  a  sales  partner. 
"Next  thing  you  know,  Motorola  makes 
an  offer,"  he  says,  snagging  Broadbus  for 
$200  million.  Dagres,  now  at  Spark  Cap- 
ital, made  3.5  times  his  money.  The 
company  would  have  needed  two  years 
and  $25  million  more  to  go  public.  "We 
figured,  why  wait?"  F 


Ultrahigh  Performance 

Out  of  2#200  public  U.S.  technology  stocks,  these  25 
winners  passed  hurdles  for  growth  and  profitability. 

By  Paul  M.  Murdock  and  John  J.  Ray 


WHO'S  THE  NEXT  GOOGLE?  FOR 
now,  Google  is.  It  slipped  into 
second  place  on  our  list  of  the 
fastest -growing  tech  companies  but  still 
shows  triple-digit  annualized  revenue  growth 
over  the  past  five  years.  The  company  can- 
not sustain  its  current  growth  rate  for  long, 
but  last  November  it  aided  its  fast-growth 
status  by  grabbing  YouTube  for  $  1 .65  billion. 

In  addition  to  Google,  11  technology 
overachievers  returned  to  this  year's  list, 
including  three  companies  that  have  made 
the  cut  for  each  of  the  past  five  years.  The  25 
stocks  listed  here  a  year  ago  posted  an 


average  price  gain  of  16%  versus  an  8%  rise 
in  the  Nasdaq  Composite  index. 

Our  selection  process:  We  require  at  least 
$25  million  in  sales,  10%  annual  sales 
growth  for  five  consecutive  years,  profitabil- 
ity over  the  past  12  months  and  10% 
estimated  annual  profit  growth  for  the  next 
three  to  five  years.  We  exclude  firms  with! 
significant  legal  problems  or  other  open- 
ended  liabilities  and  also  consider  account- 
ing and  corporate  governance  scores  from 
Audit  Integrity  of  Los  Angeles  in  making  our; 
final  cuts.  For  more  analysis  and  informa- 
tion, see  www.forbes.com/fasttech.  F 


25  Fastest-Growing  Technology  Companies 


5-YEAR 


LATEST 


COMPANY  |  BUSINESS 

PRICE 

EPS 
GROWTH 

SALES 
GROWTH 

12-MO  SALES 
(SMIL) 

ILLUMINA  biotechnology  equipment 

$39.49 

26% 

250%3 

$1453 

GOOGLE  online  search  engine 

505.00 

33 

222 

9,319 

SALESFORCE.COM  sales  management  software 

42.42 

50 

117 

444 

MONOLITHIC  POWER  SYSTEMS  1  semiconductors 

11.74 

20 

81 

111 

ALTIRIS  software 

26.92 

14 

76 

215 

MARTEK  BIOSCIENCES  |  nutritional  supplements 

24.17 

13 

70 

271 

EURONET  WORLDWIDE  banking  software 

27.67 

20 

69 

607 

CEPHALON  |  biotechnology 

70.31 

20 

65 

1,570 

SONIC  SOLUTIONS  |  software  for  digital  media 

17.80 

20 

59 

154 

WEBEX  COMMUNICATIONS !  Internet  videoconferencing 

35.16 

19 

59 

362 

WEBSENSE  Web  security  software 

24.27 

15 

51 

173 

CELGENE  biotechnology 

55.88 

53 

47 

773 

COGNIZANT  TECHNOLOGY  SOLUTIONS  IT  services 

81.44 

35 

47 

1,257 

NAVTEQ  |  digital  maps 

33.03 

25 

46 

547 

DIGITAL  RIVER  e-commerce  services 

51.87 

25 

45 

286 

MTC  TECHNOLOGIES  |  IT  services 

23.03 

15 

40 

402 

LIFECELL  biotechnology 

25.71 

35 

403,4 

1413,4 

Nil  HOLDINGS  wireless  telecom  services 

65.35 

42 

35 

2,213 

GENENTECH  |  biotechnology 

86.83 

28 

34" 

7.6404 

DRS  TECHNOLOGIES  aerospace,  defense 

55.03 

12 

34 

2,377 

SRA  INTERNATIONAL  government  IT  services 

27.74 

20 

32 

1,203 

COLOR  KINETICS  LED  lighting  systems 

20.11 

35 

32 

62 

AMGEN  biotechnology 

73.27 

15 

31 

13,704 

ONLINE  RESOURCES  j  IT  services  for  finance  companies 

9.32 

25 

28 

78 

DOLBY  LABORATORIES  j  audio  technology 

33.67 

20 

26 

392 

Prices  as  of  Jan.  12.  EPS:  Earnings  per  share.  'Annualized,  projected  over  next  three  to  five  years.  'Annualized. 
'Excludes  sales  from  research  grants.  'Unaudited.  Sources:  Audit  Integrity;  Forbes;  FT  Interactive  Data,  Reuters 
Fundamentals,  Thomson  IBES  and  Worldscope  via  FactSet  Research  Systems;  Standard  &  Poor's;  Value  Line. 
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Advertisement 


A  special  excerpt  from  the  journal  of  high-performance  business 


> 

accent u  re 

High  performance.  Delivered. 


No  excuses 

Five  reasons  every  company 
should  strive  to  achieve 
high  performance 

The  list  of  reasons  why  companies  and 
executives  shy  away  from  pursuing  high 
performance  is  long.  Accenture's  extensive 
research  into  the  characteristics  of  high 
performers,  however,  has  revealed  a  number 
of  powerful  and  counterintuitive  arguments 
for  going  for  it  anyway. 


Is  high  performance  within  every  company's  power 
to  achieve?  In  laying  out  the  principles  of  strategy 
two  decades  ago,  management  guru  Michael  Porter 
made  clear  that  a  company's  success  depends  in 
part  on  the  structure  of  the  industry  it  competes 
in— that  is,  the  circumstances  it  finds  itself  in.  But 
Porter  also  argued  that  companies  were  more  than 
passive  pawns  buffeted  by  market  forces.  They 
could,  he  insisted,  use  strategy  to  actively  shape 
their  industry's  structure  and  their  own  competitive 
position  within  it.  Consistent  with  Porter's  confi- 
dence, Accenture  research  into  the  nature  of  high- 
performance  business  has  uncovered  significant 
grounds  for  hope  for  companies  that  may  seem 
constrained  from  achieving  high  performance  by  the 
troubled  nature  of  their  industries  or  by  their  disad- 
vantaged position  within  them.  We  have  identified 
five  reasons  why  all  companies  should  feel  confi- 
dent that  they  can  attain  high  performance-that  is, 
if  they  are  willing  to  go  down  the  challenging  path 
that  leads  to  it. 


1.  High  performance  is  less  dependent  on 
industry  factors  and  current  industry  position 
than  conventional  wisdom  suggests. 
Some  industries  seem  forever  cursed  by  too  many 
competitors  and  not  enough  opportunities  for 
companies  to  differentiate  themselves.  Yet  our 
research  indicates  that  over  the  long  term,  industry 
conditions— no  matter  how  challenging— are  not  an 
insurmountable  barrier  to  high  performance. 

For  example,  we  found  that  high-performance  busi- 
nesses exist  in  all  but  a  tiny  percentage  of  industries, 
even  in  those  some  would  term  unattractive— that  is, 
characterized  generally  by  low  growth  and  anemic 
shareholder  returns.  In  28  of  the  31  industries  we 
studied,  we  found  at  least  one  company  that  dramati- 
cally outperformed  its  peer  set— our  definition  of  a 
high-performance  business. 

To  be  sure,  industry  factors  do  exert  at  least  a  temporary 
influence  on  the  total  profit  a  company  can  achieve. 
But  they  do  not  permanently  prevent  companies  from 
being  extremely  profitable,  nor  do  they  keep  them  from 
significantly  outperforming  industry  competitors. 


2.  Industry-leading  scale  is  not  a  requirement 
for  high  performance. 

Although  scale  may  have  been  an  advantage  during 
the  Industrial  Revolution,  our  research  has  found  that 
it  is  less  important  today  for  several  reasons.  For  one, 
massive  size  brings  its  own  "diseconomies"  in  the  form 
of  intractable  complexity.  For  another,  giant  scale 
increases  a  company's  vulnerability  to  disruption  from 
i  new  competitors  that  are  exploiting  new  technologies, 
especially  if  the  incumbent's  assets  are  largely  fixed. 

j Reinforcing  previous  Findings,  our  recent  cross-industry 
istudy  of  high-performance  businesses  found  no  corre- 
dation  between  size  (which  we  measured  as  each  com- 
pany's percentage  of  the  industry  leader's  revenue)  and 
business  performance.  For  example,  US-based  retailer 
land  high-performance  business  Target  was  in  the  middle 
[of  the  pack  among  its  competitor  set  of  retailers  in  our 
janalysis:  seventh  out  of  16  competitors  in  revenues, 
(both  at  the  beginning  and  end  of  the  seven-year  period 
|we  used  to  evaluate  performance. 

The  lesson  is  that  companies  should  not  be  obsessed 
with  becoming  the  biggest  in  their  industry.  While 


industry-leading  bulk  sometimes  translates  to  a  truly 
dominant  position,  such  scale  is  not  a  determinant  of 
high  performance. 

3.  Sustained  out-performance  in  both  growth  and 
profitability  is  a  hallmark  of  high  performance. 
A  traditional  responsibility  of  senior  leadership  in 
the  past,  particularly  for  chief  strategists,  was  deter- 
mining when  a  company  should  go  for  growth  and 
when  it  should  capture  profits.  Being  bound  by  the 
assumption  that  growth  versus  profitability  is  an 
either/or  proposition,  however,  can  produce  self-lim- 
iting results.  After  all,  investors  shun  high-growth 
companies  with  disappointing  profits  as  surely  as 
they  turn  away  from  profitable  but  shrinking  ones. 

The  good  news  is  that  companies  need  not  accept  the 
growth/profitability  trade-off.  Accenture  research  has 
found  that  high  performers  consistently  outperform  their 
competitors  in  both  growth  and  "spread"  (a  standard 
measure  of  proFit,  defined  as  the  difference  between  the 
company's  return  on  capital  and  its  cost  of  borrowing 
that  capital).  Our  evidence  highlights  that  this  ability  to 
do  both  is  a  predominant  feature  of  high  performers. 


Chewing-gum  company  Wriglcy,  for  example,  broad- 
ened the  company's  product  range  through  acquisitions 
and  overseas  expansion.  The  company  successfully 
moved  into  faster-growing,  higher-margin  segments  of 
the  market,  while  increasing  revenue  by  a  seven-year 
compound  annual  rate  of  nearly  11  percent. 

4.  The  benefits  of  pursuing  high  performance 
can  accrue  well  before  actual  operating 
measures  improve. 

Given  how  the  market  tends  to  punish  companies  for 
missing  their  earnings  projections,  it  is  easy  to  think 
that  a  company's  share  price  cannot  improve  until  its 
financial  results  do. 

Yet  our  research  confirms  that  high  performance  is  not 
just  about  delivering  for  investors  today.  Wall  Street, 
our  analysis  shows,  amply  rewards  companies  that 
demonstrate  not  only  day-to-day  operational  excellence 
but  also  the  development  of  strong  capabilities  and  the 
creation  of  a  powerful  long-term  strategic  vision. 

Over  the  course  of  the  seven-year  period  we  studied, 
high-performance  businesses  far  exceeded  their  peers 
in  showing  Wall  Street  that,  within  their  overall  market 
values,  they  deserve  a  high  proportion  of  what  Accen- 
ture  calls  "future  value":  the  portion  of  a  company's 
market  value  that  remains  after  subtracting  the  value 
of  its  current  business  operations  in  perpetuity. 

High  performers  avoid  a  myopic  fixation  on  measures 
of  current  success.  Like  3M,  which  at  one  time  required 
that  30  percent  of  revenues  come  from  products  that 
had  been  introduced  within  the  previous  four  years, 
high-performance  businesses  actively  manage  and 
grow  the  future-value  component  of  their  market 
value.  They  do  so,  in  part,  by  creating  what  Accenture 
calls  the  three  "building  blocks"  of  high  performance: 
by  identifying  and  communicating  to  investors  the 
right  market  focus  and  position  for  their  company;  by 


creating  distinctive  and  world-class  capabilities  that 
make  future  success  possible;  and  by  creating  a  high- 
performance  anatomy  that  guarantees  their  ability  to 
execute  superbly  over  the  long  haul. 

5.  Even  above-average  performers  have  a  lot  to 
gain  from  becoming  a  high-performance  business. 
The  great  is  the  enemy  of  the  good,  runs  a  common 
aphorism— which  is  another  way  of  saying  that  it  may 
not  always  be  wise  to  try  too  hard  to  be  the  best  when 
there  are  diminishing  returns.  There  may  be  times  when 
simply  being  good  might  actually  be  good  enough— but 
this  is  not  the  case  in  business  performance. 

Our  analysis  shows  that  the  gap  in  revenue  growth  and 
spread  between  high  performers  and  mere  above-aver- 
age performers  is  every  bit  as  large  as  the  gap  between 
above-average  and  average  performers,  for  example, 
and  the  gap  between  average  and  underperforming 
companies.  High  performers  average  over  five  more 
percentage  points  of  cumulative  growth  each  year  than 
the  above-average  performers  in  their  industries,  and  a 
full  point  of  additional  average  spread  each  year. 

The  constant,  near-linear  improvement  in  business 
results  that  propels  companies  into  high  performance 
underscores  the  fact  that  moving  to  high  performance 
from  even  an  above-average  rank  pays  off  handsomely— 
and  is  a  worthy,  achievable  goal  for  any  company. 

Companies  can  cite  many  reasons  for  giving  up  on 
high  performance.  The  problem  with  these  reasons, 
however,  is  that  they  don't  stand  up  to  scrutiny  in 
light  of  Accenture's  empirical  research.  Companies 
can  achieve  high  performance  even  in  unattractive 
industries.  They  can  do  so  even  when  the  markets 
demand  both  growth  and  profits,  when  a  large-scale 
player  seems  to  enjoy  unfair  advantages  and  when 
long-term  bets  are  years  away  from  paying  off.  For 
true  high  performers,  then,  no  excuses  will  suffice. 


To  read  this  and  other  Outlook  articles  on  high  performance  in  full,  and  to  review  findings 
of  our  High  Performance  Business  research,  please  visit  accenture.com/research-articles 

> 

accenture 

High  performance.  Delivered. 


the  Midas  List 

Technology's  Top  Dealmakers 


By  Erika  Brown  and  Claire  Cain  Miller 


THE  FORBES  MIDAS  LIST  RANKS  THE  BEST  DEALMAKERS  IN  TECH 
and  life  sciences  based  on  the  payoffs  they  have  reaped  from  com- 
panies they  have  taken  public  or  sold  in  the  past  five  years.  Last  year 
460  venture-backed  firms  were  sold  for  a  total  $35  billion,  the  best 
year  for  cash-outs  since  2000.  The  Internet  continues  to  dominate 
the  rankings,  thanks  to  Google's  rise  and  the  rich  deal  for  YouTube. 
Also  topping  the  list  are  the  globe-trotters  behind  Chinese  search 


engine  Baidu;  Semiconductor  Manufacturing  International;  Web 
auctioneer  Alibaba;  Skype,  Luxembourg's  Internet  phone  company; 
and  Naukri,  an  Indian  job  site.  Health  care  dealmakers  moved  up 
with  the  help  of  Merck's  acquisitions  of  GlycoFi  and  Sirna  Ther- 
apeutics and  with  devices  that  annihilate  cancer  and  blood  clots. 
Expect  plenty  of  blockbusters,  and  busts,  to  come:  Venture  firms 
raised  $25  billion  in  new  money  in  2006. 


Michael  Moritz 


Sequoia  Capital 

Top  spot  again  for  erudite  Brit 
behind  Google,  Yahoo,  PayPal.  Sold 
Atom  Entertainment,  an  online 
film  and  game  group,  to  Viacom 
last  year  for  $200  million.  Former 
journalist  studied  history  at  Oxford, 
became  a  VC  in  the  1980s.  More  big 
exits  to  come:  24/7  call  centers;  Zap- 
pos  online  shoe  stores;  Green  Dot 
prepaid  debit  cards;  Eons  media 
and  lifestyle  online  for  folks  over 
50;  Sugar  Publishing  blog  network 
for  gals.  Likes  his  odds:  "More 
people  will  participate  as  entre- 
preneurs in  the  next  20  years  than 
in  the  last  100  years." 


L.  John  Doerr 


Kleiner  Perkins  Caufield  &  Byers 
The  pied  piper  of  the  Web  directed 
Amazon,  Google,  Intuit  to  Nasdaq. 
Now  leads  the  charge  for  "green" 
tech  (Bloom  Energy,  a  solid-state 
fuel  cell  company;  Miasole  solar 
panels),  which  occupies  a  third  of 
Kleiner's  time  and  money.  Fears  a 
repeat  of  1918  flu  pandemic.  Invests 
hundreds  of  millions  to  fight  infec- 
tious diseases  (Amyris  Biotechnolo- 
gies) and  bioterrorism.  Puts  political 
clout  and  personal  funds  behind 
education  reform  and  antipoverty 
efforts. 

3  Andreas  von  Bechtolsheim 

Sun  Microsystems 
Put  $200,000  of  his  own  money 
into  Google  for  a  stake  now  worth 
$1.7  billion.  German  electrical 
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vanced  security  not  only  protects  your  networ 
It  does  wonders  for  your  confidence. 

Today's  sophisticated  security  threats  go  way  beyond  what  antivirus  can  handle.  That's  why  at  CDW,  we're  there  with  all  the  technology  you  need 
for  full  server  protection.  From  e-mail  security  to  intrusion  prevention  to  data  protection  and  beyond,  we  have  a  wide  variety  of  the  top  names  in 
the  industry.  And  we  have  the  expertise  to  answer  questions,  offer  advice  and  build  solutions  that  will  hold  up  to  the  worst  threats  out  there.  So 
call  today  and  get  the  total  protection  you  need. 


Cisco  ASA  5510  Security  Plus  Appliance 


•  Provides  your  business  with  a  market-proven  firewall,  intrusion 
prevention,  network  antivirus  and  VPN  capabilities 

•  Delivers  a  wealth  of  advanced  security  and  networking  services  for  small 
to  medium-size  networks  and  remote  offices  in  an  easy-to-deploy, 
cost-effective  appliance 

•  Designed  as  a  key  component  of  Cisco's  Self-Defending  Network,  it  provides 
proactive  threat  defense  that  stops  attacks  before  they  spread  through  your 
network,  controls  network  activity  and  application  traffic 


WatchGuard  Firebox  X750e 

Unified  Threat  Management  (UTM)  Bundle 


$2729^ 


7  CDW  Corporation 


<WHM 


Barracuda8  Web  Filter  310 
Plus  one-year  Energize  Updates 

•  Enforces  acceptable  Internet  usage  policies  by  blocking  access  to  objectionable 
content  and  unauthorized  Internet  applications 

•  Provides  powerful  gateway  protection  against  spyware  and  viruses 

•  Updates  hourly  with  spyware  rule  definitions,  content  filter  database 
categories  and  virus  definitions 

•  No  per-userfees 


SONKWALl* 


$29349 


SonicWALL  Content  Security  Manager  (CSM)  3200 


•  Content  filtering  and  threat  management  appliance 

•  Integrates  real-time  gateway  antivirus,  antispyware  and  intrusion  prevention 
to  deliver  maximum  network  protection  from  today's  sophisticated 
Internet  threats 

•  Offers  compatibility  with  any  firewall  and  ease  of  installation  and  maintenance 

•  Improves  user  productivity  by  blocking  internal  access  to  inappropriate  Web 
content  in  real  time 


s3339 


Juniper  Networks  Wireless  SSG-20 

•  Security  services  gateway 

•  Features  a  stateful  inspection  firewall  to  provide  access  control  and  stop 
network  level  attacks 

•  Offers  Unified  Threat  Management  security  features  including  IPSec  VPN,  IPS, 
antivirus  (includes  antispyware,  antiadware,  antiphishing),  antispam  and 
Web  filtering 

•  Delivers  security  and  LAN/WAN  connectivity  for  remote  offices,  retail  outlets 
or  broadband  telecommuters : 


Call 


RSA  SecurlD  Appliance  with  10  Tokens 


FopJlealmakers 


engineer,  serial  entrepreneur 
and  Fulbright  scholar  ditched 
Stanford  Ph.D.  program  to 
cofound  Sun  Microsystems.  Sold 
Granite  Systems  to  Cisco  in  1996, 
Kealia  to  Sun  in  2004.  Now  back 
at  Sun  as  chief  architect;  credited 
with  restoring  its  server  business 
to  profitability  and  relevance. 


4  Ram  Shriram 


Sherpalo 

Former  Netscape  and  Amazon 
exec  became  an  angel  investor 
in  Google.  Also  invested  in 
Mumbai's  PayMate  and  travel 
site  Cleartrip.  Funded  jobs  site 


Naukri,  Itidia's  first  Internet  ini- 
tial offering. 

5  David  Cheriton 

Stanford  University 
Teaches  computer  programming 
at  Stanford.  Current  course: 
Object-Oriented  Programming 
from  a  Modeling  and  Simulation 
Perspective.  Is  also  a  billionaire, 
thanks  to  being  an  early  adviser 
to  Google  guys  Sergey  Brin  and 
Larry  Page.  Among  his  favorite 
subjects:  distributed  interactive 
simulation.  Donated  $21  million 
in  Google  stock  to  Canadian 
alma  mater  Waterloo  University. 


6  Ronald  Conway 


Angel  Investors 

Icon  of  the  last  boom/bust  got  in 
early  at  Google.  Big  believer  in 
Web  2.0,  but  with  a  shotgun 
approach:  has  invested  in  more 
than  100  deals.  Favorites  include 
Snocap  (music  sharing),  Rupture 
(games),  Associated  Content 
(citizen  journalism). 

7  Michael  Grimes 

Morgan  Stanley 

Silicon  Valley's  top  investment 
banker  since  the  fall  of  Credit 
Suisse  First  Boston  titan  Frank 


Quattrone.  Grimes  stayed  p 
while  other  white-shoe  shop 
left  Sand  Hill  Road.  Commitmei 
pays  off:  Morgan  got  Goog 
and  was  best  among  2006  tec 
IPOs:  SAIC,  Optium,  E-Healti 
Isilon.  Onetime  software  engine' 
with  the  "Star  Wars"  antimissi 
program  now  supports  injure 
Marine  and  Army  vets  and  chart' 
schools. 


8 


Lawrence  Sonsini 


Wilson,  Sonsini, 
Goodrich  &  Rosati 
His  Ferragamos  are  close  to  th 
fire  these  days.  Tied  to  Hewlet 
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Thoughtful,  through  and  through. 


The  Accord  Sedan 


Every  part  of  the  Accord  is  ingeniously  designed  to  bring  peace  of  mind  to  the  driver.  Prom  the 
standard  side  curtain  airbags  to  the  highly  efficient  engine,"  every  detail  is  deeply  contemplated. 

*24  city/34  hwy  mpg  for  AT.  26  city/34  hwy  for  MT.  honda.com  l-800-33-.Honda 

Based  on  2007  EPA  mileage  estimates.  Use  for  comparison  purposes  only.  Actual  mileage  may  vary.  EX-L  4-cyL  model  shown.  ©2006  American  Honda  Motor  Co.,  Inc. 


Packard's  pretexting  scandal  and 
other  firms'  options  backdating. 
Still,  Sonsini  counseled  more  tech 
giants  in  the  past  decade  than 
any  other  lawyer.  A  few  nota- 
bles: Google,  Crystal  Decisions, 
VMWare. 

9  Jay  Hoag 

Technology  Crossover  Ventures 
Currently  investing  $1.4  billion 
fund.  Last  year's  hit:  Penson 
Worldwide's  initial  public  offer- 
ing. Late-stage  investor  in  Netflix, 
which,  at  $1.5  billion,  has  a  higher 
market  capitalization  than  Block- 
buster ($1.2  billion). 


Top  Dealmakers 

14  Henry  Shaw 


10 


Thomas  Ng 


Granite  Global  Ventures 
Bacteriologist  founded  GGV  to 
take  advantage  of  boom  in  Asia. 
Funded  Sirna  Therapeutics,  sold  to 
Merck  for  $1.1  billion;  funded  Chi- 
nese e-commerce  site  Alibaba,  sold 
40%  stake  to  Yahoo  for  $1  billion. 


11 


Jixun  Foo 


Granite  Global  Ventures 
Found  success  with  Baidu 
(China's  Google)  at  DFJ  Eplanet. 
Left  for  GGV's  Shanghai  office, 
where  Granite  is  deploying  half 
of  a  $400  million  fund.  Betting 
on  ChinaCars  (automobile  site), 
BlogCn  (China's  first  free  blog 
host),  Yicai  (personnel  services). 


12 


Asad  Jamal 


Eplanet  Ventures 
One  of  first  VCs  to  go  global.  Co- 
founded  DFJ  Eplanet  in  1999. 
Scored  with  Skype,  now  parting 
from  DFJ  and  raising  Eplanet's 
own  fund:  80%  tech,  20%  life 
sciences.  Home's  in  London  but 
spends  most  of  his  time  in  China, 
India  and  Silicon  Valley.  Launch- 
ing nonprofit  GoodPlanet  to 
fund  social  entrepreneurs. 


13 


David  Douglass 


Delphi  Ventures 

Money  man  has  invested  in  50 
medical-device  startups.  Took 
face-lift-procedure  company 
Thermage  public,  sold  Rita 
Medical  (cancer-melting  heat 
rays),  MicroVention  (coils  that 
obliterate  aneurysms),  Vida- 
Med  and  Oratec  Interventional. 


AsiaVest  Partners 
Low-profile  financier  scored  huge 
with  Shanghai  chip  fab  SMIC,  a 
monster  2004  initial  public  offer- 
ing overshadowed  that  year  only 
by  the  stock  debut  of  Google. 


15  Ta 


-Lin  Hsu 


H&Q  Asia  Pacific 

Electronics  investor  hit  pay  dirt 
with  SMIC.  Gave  Starbucks  a  han- 
dle on  China  by  selling  it  60-store 
Beijing  chain  Mei  Da  Coffee. 
Backed  a  gated  community  in 
Shanghai's  buzzing  Pudong  neigh- 
borhood. 

16  David  Katsujin  Chao 

DCM-Doll  Capital  Management 
The  winning  formula  in  Asia: 
mix  it  up.  In  China,  chips  (SMIC) 
and  a  marketplace  for  jobs 
(51Job).  In  Japan,  wireless  net- 
works (J CI),  online  advertising 
(Adways)  and  anime  software 
(Celsys).  New  DCM  investments 
include  All  About,  Japan's  ver- 
sion of  About.com;  a  Korean 
YouTube  knockoff;  a  Japanese 
airline;  and  Oriental  Standard, 
which  ships  Chinese  IT  staffers 
to  Japan. 


17 


Bruce  Evans 


Summit  Partners 
Late-stage  financier  moves  up 
from  number  57.  Got  his  start  sell- 
ing computers  for  IBM  before 
going  to  Harvard  Business  School. 
Big  IPOs:  Hittite  Microwave  (wire- 
less chips),  Unica  (marketing  cam- 
paign software),  online  brokerage 
OptionsXpress. 


18 


Timothy  Draper 


Draper  Fisher  Jurvetson 
Third-generation  VC.  Set  up  15 
global  affiliates,  which  brought 
him  Skype  and  Baidu.  Says  DFJ 
still  has  "a  lot  of  harvesting  to 
do."  Investor  in  and  director  of 
Glam.com  (fashion),  SocialText 
(wikis),  TagWorld  (next-gen 
MySpace),  Meebo  (instant  mes- 
saging), Reva  (electric  cars  in 
India).  Personal  investments: 
Golden  Baseball  League,  Lupita 
Island  resort  on  Lake  Tan- 
ganyika, Tanzania.  Costars  in 
new  Nickelodeon  show,  about 


an  all-kid  pop  band,  with  family. 
Sister  directs. 


19 


Howard  Hartenbaum 


Draper  Richards 

Invests  his  and  William  Draper's 
millions  from  San  Francisco  base. 
Was  the  first  money  in  Skype; 
claims  thousandfold  return — not 
bad  for  20  months.  Excited  by 
Decentral.tv,  interactive  video 
over  the  Web.  Working  with 
Attributor,  which  aims  to  help 
publishers  get  credit  for  their 
work  copied  online. 


20 


Mark  Tluszcz 


Mangrove  Capital  Partners 
Another  Skype  score.  American 
raised  in  Africa  and  Europe, 
works  in  Luxembourg.  Funds 
European  and  Russian  real 
estate,  financial  services  and 
Web  outfits.  First  deal:  his 
brother's  brewery.  Makes  his 
own  cava  in  Spain,  $10  a  bottle. 

21  G.  Felda  Hardymon 

Bessemer  Venture  Partners 
Once  taught  math  at  Duke, 
joined  BVP  in  1981.  Splits  time 
between  doing  venture  capital 
and  teaching  it  at  Harvard  Busi- 
ness School.  Past  deals:  Cascade 
Communications,  Parametric 
Technology,  Sirocco  Networks. 
Sold  Celtel,  an  African  wireless 
network,  to  Kuwait's  Mobile 
Telecommunications  Company. 
Also  does  nontech:  Sports 
Authority,  Staples. 


22 


Robert  Stavis 


Bessemer  Venture  Partners 
Says  he  generated  a  hundredfold 
return  on  Skype.  Gets  ideas  from 
teenage  son  and  daughter: 
Seenon.com  (a  way  to  buy  stuff 
you've  seen  on  TV)  and  Kajeet 
(pay-as-you-go  wireless  for  kids). 
Backs  software  (Pure  Networks, 
Portrait  Software),  financial  serv- 
ices (Soleil  Securities,  Quadriserv). 
Amateur  chef  owns  stakes  in  eight 
restaurants,  grows  20  varieties  of 
heirloom  tomatoes. 


23 


Roelof  Botha 


Sequoia  Capital 

Grandson  of  former  South 
African  foreign  minister,  immi- 


grated to  U.S.  in  1996.  Was  CFC 
of  PayPal  while  finishing  Stan 
ford  M.B.A.  at  age  28.  Joinec 
Sequoia  after  selling  PayPal  tc 
Ebay  for  $1.5  billion.  First  VC  to 
believe  in  YouTube.  Public  car 
see  88  of  his  videoclips,  many  o 
his  cooing  baby,  on  the  site 
"The  days  of  listening  to  editoria 
opinion  are  numbered."  fSe< 
story,  p.  46.) 

24  Annette 

Campbell-White  

MedVenture  Associates 
Founded  health  VC  firm  in  1986 
made  money  on  ArthroCare 
TheraSense,  Cutera.  Breast  can 
cer  survivor  excited  about  Intac 
Medical  (breast  tumor  excision) 
Vital  Therapies  (liver-assis 
devices).  Sold  Vascular  Contro 
Systems  (surgical  devices)  tc 
Johnson  &  Johnson  in  2006  fo 
$100  million.  Worries  medtecr 
deal  prices  are  inflating.  Oper; 
patron  started  nonprofit  fo 
music,  science  scholarships  ir 
native  New  Zealand. 


25 


Daniel  Rimer 


Index  Ventures 
Born  in  Montreal,  raised  ir 
Geneva.  Internet  analyst  pro 
moted  at  age  28  to  managinc 
director  at  Hambrecht  &  Quis' 
(acquired  by  JPMorgan).  TooP 
Netscape  public  in  1995 
cofounded  a  VC  firm  with 
Netscape's  James  Barksdale  ir 
1999.  Joined  Index's  Londor 
office  in  2002  after  the  Barks 
dale  Group  closed.  Forme; 
Skype  director  now  works  or 
database  maker  MySQL,  TV  ac 
manager  SpotRunner  and  othei 
ventures. 


Find  More  Online 

□ 

$2 

3m 

For  the  complete  Midas  100  list  extra 
features,  video  interviews,  charts,  slide 
shows  and  our  Midas  methodology, 
go  to  forbes.com/midas. 

Additional  reporting  by  David  Whelan. 
Statistics:  Michael  K.  Ozanian, 
Carl  Subick,  Mitchel  Rand. 

Sources:  Dow  Jones  VentureOne;  National 
Venture  Capital  Association;  FactSet 
Research  Systems;  Thomson  Financial. 
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The  global  enterprise  is  connected  to  thousands  of  servers 

is  connected  to  hundreds  of  storage  devices 

is  connected  to  petabytes  of  data 

is  connected  to  a  single  set  of  software  tools 


that  brings  harmony  to  data  center  complexity. 


le  Symantec  Data  Center  Foundation  helps  you  master  complexity.  At  Symantec,  we  understand  how 
e  complexity  of  the  modern  data  center  increases  costs  and  impairs  manageability.  Thanks  to  our  Veritas  cross- 
atform  software,  this  infrastructure  solution  can  help  you  manage  the  most  complex,  heterogeneous  IT  environment 
th  a  single  set  of  tools.  The  cost  savings  can  be  dramatic.  The  same  can  be  said  for  the  impact  on  service  levels, 
art  with  our  free  tour:  symantec.com/confidence 

Confidence  in  a  connected  world. 


Symantec, 


GLOBAL  FINANCE 


Great  Expectations 


mm 


Cashless,  not  priceless:  verifying  a  Net  1  smart  card  exchange. 


Net  1  offers  banking  services  to  Africa's  poor. 
It's  one  tough  business  |  By  Helen  Coster 


CITIGROUP  AND  HSBC  AREN'T 
exactly  tripping  over  each 
other  to  sign  up  sub-Saharan 
Africa's  rural  poor.  That  cre- 
ates an  opening  for  a  company 
like  Net  1  UEPS  Technologies,  headquar- 
tered in  Johannesburg,  South  Africa  but 
listed  on  the  Nasdaq.  In  fiscal  2006,  ended 
June  30,  the  company  netted  $59  million 
on  revenue  of  $196  million  by  issuing  free 
smart  cards  to  indigent  people  who  have 
no  bank  accounts  or  credit  cards— and 
taking  a  tiny  sliver  of  many,  many  transac- 


tions. Using  standard  technology,  Net  1 
takes  1.5%  of  a  paycheck  from  a  business 
distributing  a  payroll,  3.5%  of  the  value  of 
social  welfare  benefits  from  a  government 
agency  and  0.5%  to  0.75%  of  a  sale  from 
merchants. 

All  in  all,  it's  a  great  business  that 
should  be  easy  to  scale  up.  Net  1  has 
built  a  customer  base  of  3.6  million 
accounts  in  Africa.  But  it's  still  far  shy  of 
its  own  goal  of  becoming  banker  to  the 
third  world. 

Don't  blame  technical  challenges. 


Net  1  operates  a  mainframe  computer, 
loaded  with  customer  information  and 
tied  into  every  transaction.  Users  activate 
their  cards  by  pressing  a  fingerprint  into 
a  battery-operated  reader  at,  say,  a  mer- 
chant, which  must  match  the  prints 
stored  on  the  card.  The  reader  pulls  up  ai 
ten-digit  signature  code,  created  for  that 
particular  sale  or  cash  withdrawal,  and; 
debits  or  loads  the  card  with  the  appro- 
priate amount  of  money.  Each  day  the 
mainframe  settles  all  transactions  via 
an  online  link,  if  it's  available,  or  by  a 
Net  1  agent  who  picks  up  receipts,  store 
by  store. 

Net  1  has  been  inching  north  into 
Namibia,  Botswana,  Mozambique  and 
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our  future  customers  in  Beijing  are  closer  than  you  think. 

edEx  has  all  the  tools  you  need  to  make  international  shipping  easy.  FedEx  Express 
hips  to  more  than  220  countries  and  territories  worldwide,  including  over  200 
iities  in  China.  And  whatever  your  shipping  needs  are,  FedEx  has  a  solution  that 
:ts  you  focus  on  the  things  that  really  matter — like  growing  your  business.  For 
lore  information,  go  to  fedex.com.  Relax,  it's  FedEx.® 

Express 


Nigeria.  Still,  it's  slow  going.  Serge  Bela- 
mant,  the  53 -year-old  founder  and  chief 
executive,  blames  the  glacial  advance  on 
bureaucracy.  "You're  talking  mainly  to 
politicians— not  businesspeople,"  he  com- 
plains. Still,  he  adds,  "We're  not  the  easiest 
people  to  work  with." 

A  French  national,  Belamant  moved 
to  Johannesburg  in  1967,  when  he  was 
14,  and  attended  the  University  of  the 
Witwatersrand,  where  he  trained  as  a 
computer  engineer.  In  the  1980s,  he 
claims,  he  developed  the  technology  for 
Saswitch,  the  system  that 
linked  up  ATMs  across  South 
Africa,  which,  because  of  inter- 
national sanctions,  couldn't 
import  existing  technology.  In 
1989  Belamant  patented  his 
version  of  smart  card  technology  in 
South  Africa  and  later  Europe,  the  U.S. 
and  other  African  countries. 

Over  the  next  decade  Belamant  strug- 
gled to  introduce  his  smart  cards.  He 
failed,  he  says,  because  banks,  including 
Barclays,  believed  his  system  would  make 
their  own  infrastructures  useless  and 
turned  him  away.  So  he  shopped  his  idea 
to  Visa,  moving  to  California  with  a  col- 
league to  try  to  hammer  out  a  deal  with 
the  card  issuer.  He  left  after  a  year,  empty- 
handed,  but  subsisting  on  tech  licenses 
and  hardware  sales.  In  December  1997 
Belamant,  back  in  South  Africa,  raised 
$4  million  in  a  public  offering  that  put  the 
company  on  the  Johannesburg  Stock 
Exchange. 

That  was  enough  to  get  by  and  acquire 
an  outfit  that  distributed  welfare  pay- 
ments—in cash— on  behalf  of  provincial 
governments  in  South  Africa.  Belamant 
stopped  doling  out  folding 
money  and  handed  out 
smart  cards  to  1.5  mil- 
lion recipients.  That 
business,  plus  the  sale 
of  wage-payment  and 
money-transfer  "mini- 
systems"  in  countries 
like  Mozambique, 

Very  profitable: 
Net  1  founder  and 
chief  executive. 
Serge  Belamant. 


Malawi,  Rwanda  and  Ghana,  helped  lift  the 
company's  market  cap  to  $140  million.  In 
August  2005  Belamant  moved  Net  1  to  the 
Nasdaq,  hoping  to  give  it  more  credibility. 

But  even  in  South  Africa,  Net  1  hasn't 
moved  beyond  4,000  merchants  that  use 
its  smart  card  reader.  Its  most  lucrative 
business  is  still  government  contracts, 
which  generate  77%  of  its  revenue,  a  risky 
proposition.  Last  April  the  federal  govern- 
ment transferred  responsibility  for  welfare 
payments  from  the  provinces  to  a  new 
national  body  called  the  South  African 


leaves  it  vulnerable  to  unsavory  practices- 
and  makes  expanding  into  new  regions 
slow  and  painful.  In  2005  the  South 
African  High  Court  canceled  a  2002  con- 
tract with  the  Limpopo  province  after  aj 
competing  agency  accused  a  Net  1  partner 
of  bribery.  The  parties  were  cleared  of 
wrongdoing.  Still,  the  contract  had  to  go 
up  for  bid  again. 

Net  1  also  faces  competition  from 
banks  and  credit  card  companies.  In 
South  Africa  AllPay,  a  Barclays  subsidiary, 
has  been  handling  social  welfare  benefits 


Net  1  is  vulnerable  to  unsavory  practices. 
Expansion  can  be  slow  and  painful. 


Social  Security  Agency.  Within  the  next 
six  months  this  agency  will  determine 
whether  it  will  administer  a  single 
national  contract  instead  of  multiple 
provincial  ones.  If  it  opts  for  a  single  con- 
tract and  Net  1  loses  the  bid,  there  goes 
most  of  its  revenue. 

Even  if  the  contracts  aren't  consoli- 
dated, Net  1  still  faces  a  rough  patch.  The 
company  relies  on  partners  to  secure 
provincial  agreements,  a  system  that 


since  1997  and  has  600,000  mostly  urban 
clients.  Other  retail  banks,  such  as  Stan- 
dard Bank,  target  the  low-income  popula- 
tion by  offering  accounts  with  limited 
transactional  features  at  reduced  charges. 
Although  only  2%  of  the  population  uses 
these  accounts,  banks  have  the  institu- 
tional heft  to  outbid  Net  1  for  government 
contracts,  not  to  mention  to  build 
branches  in  rural  areas.  "I  don't  think 
they'll  enter  this  area,  because  they're  bet- 
ter served  by  focusing  on  wealthier  peo- 
ple," says  Florian  Wendelstadt,  a  manag- 
ing director  at  General  Atlantic,  thej 
private  equity  giant  that  has  a  12%  share 
of  Net  1.  Besides,  he  adds,  "It  will  take  a 
long  time  before  they  can  provide  a  cost- 
efficient  service." 

Belamant  is  still  dreaming  big.  Net  1, 
he  says,  is  working  on  smart  card  systems) 
for  Vietnam,  Indonesia,  the  Philippines) 
and  Colombia.  And  he  wants  to  move| 
beyond  payroll  and  welfare  dis- 
tribution to  such  services  as  vot- 
ing and  medical  benefits.  Inl 
2004  the  company,  with  USAid,  | 
launched  a  pilot  program 
that  lets  doctors  adjust 
an  HIV  patient's  antivi- 
ral prescription  by! 
entering  data  into  a 
card  reader.  With  5.5 
million  HIV-infected 
people  just  in  South 
Africa,   the  market  is 


Whether  you're  in  the  air  or  in  business,  you  need  to  see  what  is.  But  you  also  need  to 
anticipate  what's  next.  At  Rockwell  Collins,  we  help  you  see  it  all.  With  people  and  products 
that  bring  innovation  as  well  as  integrity  to  any  situation.  Building  a  relationship  with  you 
based  on  trust.  So  you  can  see  your  vision  for  what  it  is.  And  what  it  can  be. 

Rockwell 
Coluns 

www.rockwellcollins.com  Building  trust  every  day 


THE  FUNDS 


Slammed  Shut 


We  predict  which  funds  will  close  to 
new  investment  in  2007.  Get  'em  while 
they're  hot  By  Megan  Johnston 


A 


CT  NOW  BEFORE  IT'S  TOO 
late.  That  may  sound  like  a 
pitch  from  a  cheesy  TV  ad, 
but  the  fact  is  that  a  number 
of  good  mutual  funds  appear 
poised,  by  our  estimation,  to  slam  the  doors 
on  new  investors  in  the  coming  year. 

So  we've  assembled  a  roster  of  portfo- 
lios likely  to  close  (see  table,  p.  62,  top). 
The  seven  on  our  list,  according  to  the 
FORBES  fund  scoring  system,  rate  mostly 
A's  and  B's  in  up  or  down  markets.  The 
reason  closings  occur:  The  fund  company 
believes  a  portfolio  is  getting  unwieldy 
and  won  t  be  able  to  effectively  allocate  the 
torrents  of  fresh  cash  sluicing  in. 

Fund  closings  happen  during  bull 
markets,  and  more  than  a  few  took  place 
during  the  1990s  (Fidelity  Magellan,  for 
instance).  In  the  early  part  of  this  decade, 
when  the  market  was  crashing  and  cus- 
tomers fleeing,  there  was  little  need  to 
chase  away  new  ones  coming  in  the  door. 
Now  closings  are  on  the  agenda  once 
again.  In  2006,  98  funds  locked  their 
doors,  up  from  40  the  year  before. 

Last  April  Fidelity  Investments 
decided  to  give  Contrafund,  the  popular 
large-cap  growth  fund,  a  curtain  call 
before  its  sterling  performance  suc- 
cumbed to  asset  bloat.  In  the  prior  12 
months  the  total  return  was  a  princely 
21.3% — and  $8.5  billion  in  new  money 
flowed  into  what's  now  a  $69  billion  fund. 
Other  notable  funds  that  closed  last  year: 
Royce  Premier,  Third  Avenue  Small-Cap 
Value  and  William  Blair  Small  Cap 
Growth. 

Asset  bloat  gets  to  be  a  big  problem 
very  quickly  at  a  small- company  fund.  If 


the  portfolio  reaches  $5  billion,  its  man- 
ager must  purchase  a  10%  stake  in  a  $500 
million  company  just  for  it  to  encompass 
1%  of  his  fund's  portfolio.  Getting  in  and 
out  of  a  position  equal  to  10%  of  a  com- 
pany's outstanding  shares  without  pushing 
the  price  is  a  tricky  matter. 

To  be  sure,  the  mere  fact  that  a  fund  is 
playing  hard  to  get  is  not  proof  that  you 
should  buy  in.  The  tech-laden  Janus  fund 
closed  in  September  2000,  just  as  the  tech 
bubble  was  bursting.  Performance  col- 
lapsed, and  money  drained  out.  The  fund 
reopened  to  investors  in  December  2002, 
which  was  not  a  bad  time  to  invest  since 
Janus  is  now  doing  fine. 

Fidelity  Magellan  closed 
in  1997  after  a  decade  in  which 
it  bested  the  market,  albeit  not 
by  much:  15.6%  annually  to  the 
S&P  500s  14.8%.  In  the  not- 
quite-decade  since,  the  fund 
has  turned  in  subpar  results, 
falling  1 .3  points  a  year  behind 
the  market. 

Still,  given  the  same  man- 
agement and  no  large-scale 
intervening  events,  like  a 
market  slump,  there's  every 
reason  to  believe  that  most 
closing  funds  will  continue 
their  winning  ways,  says  Rus- 
sel  Kinnel,  director  of  fund 
research  at  fund  tracker 
Morningstar.  In  a  recent 
study  he  found  that,  after 
barring  new  investments, 
closed  funds'  performance 
did  cool  down  somewhat,  but 
they  still  outpaced  their 
peers.  Dodge  &  Cox  Stock 
fund  closed  in  2004,  when  it 
beat  its  large-value  peers  by 
eight  percentage  points.  In 
2005  it  was  ahead  by  just  five 
points  and  last  year  three. 

Fund  watchers  look  for  an 
obvious  telltale  sign  to  discern 
the  next  ones  to  haul  up  the 
drawbridge:  Funds  with  a  flood 
of  new  money — say,  30%  of 
current  assets  in  the  past  three 
years — are  prime  suspects. 

You  can  piece  together 
how  much  new  money  is  com- 
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The  four  corners  of  the  world. 

Working  in  sync.  Your  company  has  great  thinkers  all  over  the  globe.  But  how  do  you  tap  into  that 
knowledge  and  get  them  to  collaborate  more  effectively  behind  a  shared  vision?  A  customized  document 
management  solution  from  Ricoh  can  help.  Our  seamless  global  network  enables  us  to  assess,  design  and 
implement  equipment  and  systems,  as  well  as  provide  ongoing  management  and  support  to  optimize 
your  document  workflow.  So  your  entire  enterprise,  no  matter  how  far-reaching,  can  be  on  the  same  page. 

Create,  share  and  think  as  one. 


To  learn  more  about  Ricoh,  go  to  ricoh.com/thinkasone 


RICOH 


Who's  Going  to  Close  Next? 


We  assembled  this  list  of  likely  closings  by  finding  those  closest  to  asset  bloat— and  we  also  used  the  rumor  mill. 


FUND/DESCRIPTION 


CALAMOS  GROWTH  FUND-A/multi-cap  growth 


DODGE  &  COX  INTERNATIONAL  STOCK/international  multi-cap  value 
FIDELITY  REAL  ESTATE  INVESTMENT  PORTFOLIO/real  estate 
FIDELITY  VALUE  FUND/muIti -cap  core   


ROYCE  TOTAL  RETURN-INV/small -cap  core 


VANGUARD  GLOBAL  EQUITY  FUND-INV/global  multi-cap 


VANGUARD  INTERNATIONAL  VALUE-INV/international  multi-cap  value 


TOTAL  RETJJJRN 


1-YEAR 


3-YEAR 
ANNUALIZED 


1.4% 


9.3% 


28.0 


25.6 


32.8 


27.0 


15.1 


16.8 


14.5 


13.4 


23.6 


18.4 


27.4 


21.6 


ASSETS      NET  FLOW  ANNUAL 
11/30/06      AS%OF  EXPENSES 
(SMIL)       ASSETS1      PER  $100 


$17,491  53.7% 


28,486  96.5 


8,411 


33.9 


17,832 


39.2 


5,961 


32.0 


4,747 


73.0 


7,342 


60.3 


Performance  through  Dec.  31,  2006.  'Estimated  net  flow  for  the  last  three  years.  ^Maximum  sales  charge  of  4.75%.  Sources:  Forbes;  Upper. 


$1.202 


0.70 


0.83 


0.73 


1.12 


0.80 


0.50 


ing  into  a  fund  from  its  semiannual  share- 
holder report  posted  on  its  Web  site,  usu- 
ally under  the  section  marked  "Capital  Share 
Transactions."  Funds  in  hot  categories — 
lately  small  cap  and  international — are 
where  closing  is  most  prevalent.  Monitor 
Web  sites  like  Morningstar's  to  get  an  idea 
of  what  funds  are  popular. 

Roy  Weitz,  head  of  watchdog  Fund- 
Alarm,  Morningstar's  Kinnel  and  other 
savants  helped  us  pick  our  seven-fund  list 
of  likely  upcoming  closings  in  the  next  year 
or  so,  based  on  the  above  metric  and  old- 
fashioned  scuttlebutt.  All  the  funds  deny 
having  any  current  intention  to  close  their 
doors,  except  Calamos,  which  did  not 
comment. 

Our  picks  include  the  midcap  Calamos 
Growth,  which  reigned  for  three  years  at 
the  top  of  the  Forbes  Honor  Roll,  then  fell 
off  our  golden  list  in  2006.  Over  the  last 
decade  the  fund  has  returned  an  annual- 
ized 18%,  far  exceeding  the  S&P  500s  8%. 
Assets  under  management  have  soared  to 


$17.5  billion,  half  of  that  arriving  in  the 
past  three  years.  Last  year,  however,  the 
fund  returned  a  paltry  1.4%— 7.7  points 
behind  its  peer  group.  Asset  bloat  may  be 
partly  to  blame,  as  was  betting  wrong  on 
computer  hardware. 

At  Dodge  &  Cox,  which  is  in  the  habit 
of  closing  funds,  the  $28  billion  Interna- 
tional Stock  fund  (97%  of  that  cash  arriv- 
ing in  the  last  three  years)  is  likely  to  follow. 
Real  estate  funds  have  blown  past  the  broad 
market  for  a  while.  Odds  are  Fidelity  Real 
Estate  Investment,  with  a  third  of  its  assets 
gained  since  2004,  will  close. 

What  to  do  if  the  portcullis  has  already 
shut  at  a  good  fund?  Existing  investors  and 
those  whose  40 1  (k)  plans  already  offer  closed 
funds  often  can  continue  to  put  money  in  it. 

Or  you  can  buy  an  open  fund  similar 
to  a  sterling  closed  portfolio.  We  assem- 
bled five  such  matches,  whose  perform- 
ances tracked  the  closed  stars  over  five 
years  (see  table  below). 

We  assembled  our  picks  using  Lipper 


research  data,  screening  for  funds  with 
similarities  to  the  stars,  based  on  a  metric 
called  R-squared.  This  measures  how 
closely  they  hew  to  the  closed  fund's  fluc- 
tuations. Then  we  discarded  funds  with 
weak  showings  and  high  turnover.  Unfor- 
tunately, the  average  investor  can't  do  the 
R-squared  exercise  himself  without  sub- 
scribing to  a  costly  service  like  Lipper's. 

We  found  a  good  match  for  Dodge  & 
Cox  Stock  in  Vantagepoint  Equity  Income 
(which  shares  Comcast  as  a  top  ten  hold- 
ing) and  for  Third  Avenue  Small-Cap 
Value  in  Vanguard  Small-Cap  Index. 

Missing  from  our  table  of  celebrated 
closed  funds  is  Sequoia,  which  is  extremely 
concentrated  (only  22  holdings,  84%  in  its 
top  ten)  and  lacking  in  close  substitutes. 
Nonetheless,  given  the  fund's  low  turnover 
(8%  a  year),  you  can  probably  do  a  fair  job 
of  knocking  it  off  yourself.  Top  holdings  are 
Berkshire  Hathaway  (30%  of  assets),  Pro- 
gressive, Mohawk  Industries,  TJX  Cos.  and 
Bed  Bath  &  Beyond.  F 


Clones  for  Closed  Funds 


Here  are  matches,  on  the  right,  to  celebrated  funds  that  now  bar  new  investments.  The  substitutes  are  fairly  affordable,  too. 


CLOSED  FUNDS 

5-YEAR 
ANNUALIZED 
TOTAL  RETURN 

CLOSED 

SUBSTITUTES 

5-YEAR 
ANNUALIZED 
TOTAL  RETURN 

ANNUAL  I 
EXPENSES 
PER  $100  : 

1  DODGE  &  COX  STOCK 

12.8% 

2004 

VANTAGEPOINT  EQUITY  INCOME 

10.4% 

$0.89 

HOTCHKIS  &  WILEY  SMALL  CAP-I 

18.6 

2003 

ROYCE  OPPORTUNITY-INV 

16.0 

1.14 

LONGLEAF  PARTNERS  SMALL-CAP 

16.4 

1997 

FIRST  EAGLE  US  VALUE-A 

11.8 

1.281 

THIRD  AVENUE  SMALL-CAP  VALUE 

13.2 

2006 

VANGUARD  SMALL-CAP  INDEX-INV       1 1 .6 

0.23 

T  ROWE  PRICE  MID-CAP  VALUE 

15.0 

2005 

HEARTLAND  SELECT  VALUE 

12.6 

1.27 

Performance  through  Dec.  31,  2006.  'Maximum  sales  charge  of  5% 

Sources:  Forbes;  Lipper;  Morningstar. 
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We  give  you  the  conf  idence 


eStandard 


Positively  different. 


As  you  got  older  you  may  have  put  away  your  early  dreams.  Financial  security 
can  free  you  to  take  a  new  look  at  how  you  want  to  live  your  life.  For  100  years, 
The  Standard  has  given  people  the  confidence  for  whatever  comes  next.  So 
dust  off  your  dreams.  We  can  help  you  reach  them.  STANDARD.COM 


he  Standard  is  a  marketing  name  for  StanCorp  Financial  Group,  Inc.  and  subsidiaries.  Insurance  products  are  offered  by  Standard  Insurance  Company  of 
ortland,  Ore.  in  all  states  except  New  York,  where  insurance  products  are  offered  by  The  Standard  Life  Insurance  Company  of  New  York  of  White  Plains, 
Y.  Investment  services  are  offered  through  StanCorp  Investment  Advisers  of  Portland,  Ore.  Product  features  and  availability  vary  by  state  and  company. 


DIRTY  BUSINESS 


Sewer  Pipes 

Hedge  funds  are  posting  nice 
returns  from  deals  that  may  involve 
ex-cons,  stock  scammers — even 

the  Mob  By  Nathan  Vardi 


I 


« 


F  YOUR  ENTREPRENEURIAL  VENTURE  WERE  DESPERATE 
for  capital,  would  you  get  it  from  a  hedge  fund?  Sometimes 
that's  not  such  a  good  idea.  Consider  Laurus  Master  Fund. 
The  Cayman  Islands  hedge  fund  opened  with  $5  million 
under  management  in  2001  and  has  grown  to  $1.6  billion 
making  investments  in  so-called  PIPEs,  or  private  investments 
in  public  equities. 

In  those  deals  the  fund  invests  in  a  cash-starved,  thinly 
traded  public  company.  In  exchange  it  gets  securities— notes 
that  charge  interest,  warrants  and  options — convertible  into 
common  shares  of  the  company.  Laurus  claims  it  has  achieved 
an  annualized  net  return  of  18.5%  since  inception.  The  people 
running  Laurus  from  New  York — brothers  Eugene  Grin,  49, 

and  David  Grin,  37 — are  mak- 
ing out  pretty  well,  too.  In  addi- 
tion to  the  standard  2%  of  assets 
and  20%  cut  of  profits,  they  also 
collect  a  closing  fee,  an  average 
3.5%  of  each  deal,  which  they 
liken  to  points  on  a  mortgage. 
As  for  the  companies  they  invest 
in?  Not  so  well.  On  average  they 
lose  30%  of  their  stock  price 
within  a  year  of  signing  a  Laurus 
PIPE,  says  PlacementTracker,  a 
San  Diego  research  service. 

PIPEs  are  a  big  business, 
drawing  $28  billion  last  year 
from  hedge  funds.  Some  of  the 
companies  raising  the  capital  are 
large,  but  most  are  desperate 
indeed,  too  small  or  too  weak 
financially  to  raise  money  with  a 
public  stock  offering.  Some  of 
the  hedge  funds  providing  the 
money  are  not  financiers  that 
you  would  select  if  you  had  a 
choice. 

Originally  from  Ukraine, 
Eugene  Grin  became  a  vacuum 
cleaner  salesman  when  he  landed 
in  the  U.S.  in  1979.  Then  he 
worked  as  a  broker  of  penny 
stocks,  among  other  investments, 
at  F.N.  Wolf  &  Co.,  the  boiler 
room  shut  down  by  regulators  in 
1994.  At  Wolf  one  of  Grin's 
clients  was  Gilbert  Bornstein,  a 
54-year-old  unemployed  man 
who  invested  $32,000  with  Grin 
after  being  convinced  he  could 
safely  double  his  money  through 
penny  stocks.  (Grin  says  he  never 
made  that  claim.)  Bornstein  was 
soon  stuck  with  $27,000  in  losses. 
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Nine  years  later  a  New  York  State 
judge  determined  that  Grin  owed 
Bornstein  $40,000.  Grin  has  yet  to 
pay  that  bill,  and  the  judgment 
remains  outstanding.  "He  was 
superwealthy,"  Grin  shrugs,  by 
way  of  an  excuse.  "There  was 
money  in  the  family." 

Today  Grin  and  his  younger 
brother,  David,  still  traffic  in 
penny  stocks.  But  they  do  so 
through  PIPEs.  Hedge  funds  love 
these  deals  because  the  shares 
they  get  are  often  priced  at  a  dis- 
count to  the  market  to  compensate  for  the  fact  that  they  can't  be 
traded  until  they  are  registered  with  the  Securities  &  Exchange 
Commission,  which  can  take  months.  Meantime,  though,  hedge 
funds  can  value  those  PIPE  warrants  and  options  pretty  much  any 
way  they  want  and  calculate  their  net  asset  value  accordingly.  The 
larger  the  gain  in  a  fund's  NAV,  of  course,  the  more  attractive  it  is 
to  new  investors. 

And  the  more  attention  these  deals  may  draw  from  regula- 
tors. "Improper  trading  practices  in  connection  with  PIPEs  is  a 


Stiffed  his  florist:  field  Financial  Corp.,  pleaded  guilty  to  having 
Corey  Ribotsky.  "secrefiy  rigged  the  trading  in  certain  Nasdaq 
securities"  by  getting  brokers  to  trade  among  themselves  to 
manipulate  prices. 

Corey  Ribotsky,  36,  heads  N.I.R.  Group,  a  handful  of  Roslyn, 
N.Y.  hedge  funds  with  $630  million  under  management.  His  first 
business  partner  successfully  sued  him  for  stealing  away  their 
marketing  and  consulting  firm.  The  florist  at  Ribotsky's  wedding 
filed  a  $7,275  claim  against  him  for  failing  to  pay  the  bill. 

So  how  does  he  do  as  a  hedge  fund  manager?  A  Ribotsky 
PIPE,  on  average,  precedes  a  stock-price  drop  of  54%  a  year  after 
the  deal,  according  to  PlacementTracker.  That  still  works  for 
Ribotsky  because  of  the  way  he  structures  a  PIPE:  He  receives 
debt  securities  convertible  into  discounted  stock,  in  an  amount 
determined  by  dividing  the  principal  by  the  price  of  the  shares  at 
the  time  of  conversion,  less  a  steep  discount.  The  further  a  stock 
falls,  the  more  shares  he  gets. 

Since  Ribotsky  invested  $1.5  million  in  2005,  shares  in  Med 
Gen  are  down  from  $1  on  the  o-t-c  bulletin  board  to  a  fraction  of 
a  penny.  The  Boca  Raton,  Fla.  company  had  less  than  $1  million  in 
sales  from  an  antisnoring  spray,  diet  pills  and  supplements.  (Its 
biggest  shareholder  and  chief  executive  is  Paul  B.  Kravitz,  the  for- 
mer president  of  AppleTree  Cos.,  who  paid  a  $25,000  penalty  in 


"It  is  not  us  that  makes  a  company  In  se  its  yafoe /" 


concern,"  says  David  Markowitz,  an  SEC  assistant  regional  direc- 
tor in  New  York.  "Its  an  area  that  SEC  enforcement  is  looking  at." 
The  feds  have  so  far  focused  on  the  improper  shorting  of  stock.  It 
is  mighty  tempting  for  a  PIPE  buyer  to  double-cross  the  company 
it  is  investing  in  by  shorting  the  company's  stock  and  using  the 
conversion  privileges  with  the  PIPE  investment  to  cover  its  short 
position.  That  earns  the  investor  a  quick  spread  but  wrecks  the 
target's  ability  to  raise  more  equity  capital.  Such  shorting  is  for- 
bidden by  Section  5  of  the  Securities  Act.  In  September  a  U.S. 
Attorney  charged  Hilary  Shane,  a  former  hedge  fund  manager, 
with  insider  trading,  accusing  her  of  shorting  Compudyne's  stock 
after  learning  that  Compudyne  was  contemplating  a  PIPE 
fundraising.  On  Jan.  4  Joseph  Spiegel,  a  onetime  portfolio  man- 
ager for  a  New  York  hedge  fund,  settled  SEC  allegations  of  his 
using  PIPE  shares  to  cover  short  trades  and  paid  a  $1 10,000 
penalty. 

Andrew  Worden,  41,  runs  Barron  Partners,  a  $150  million 
hedge  fund  that  has  invested  $85  million  in  PIPEs  since  2003. 
The  fund  flogs  its  expertise  in  microcap  companies.  It  doesn't 
promote  the  fact  that  Worden  in  1994  pleaded  guilty  to  wire 
fraud — he  stiffed  brokers  on  shares  they  bought  for  him  that 
decreased  in  value — and  served  two  years'  probation.  "I  was  23 
years  old,"  Worden  says  of  his  indiscretions,  which  were  not 
prosecuted  for  five  years. 

In  March  2005  Barron  Partners  invested  $1.5  million  in  Cor- 
dia  Corp.,  a  Winter  Garden,  Fla.  Internet-phone  outfit  54% 
owned  by  Alexander  G.  Minella,  who  in  1993  was  sentenced  to 
up  to  six  years  in  prison.  Minella,  then  president  of  broker  Wake- 


1996  to  settle  SEC  claims  that  he  failed  to  tell  investors  in  an  Apple- 
Tree offering  that  he  planned  to  invest  $250,000  in  a  gambling 
casino.)  Ribotsky  converted  the  debt  into  171  million  shares  of 
Med  Gen,  at  discounts  of  40%,  by  September  2006.  Did  he  sell  his 
stake,  triggering  the  stock-price  plunge?  N.I.R.  lawyer  Jonathan 
Schechter  declines  to  say.  "It  is  not  us  that  makes  a  company  lose 
its  value — maybe  a  company  hasn't  executed  its  business  plan,"  he 
says,  adding  that  N.I.R.  never  shorts  a  stock 

One  of  Ribotsky's  PIPEs,  a  $1  million  investment  in  Roanoke 
Technology,  a  Rocky  Mount,  N.C.  Web  site  designer,  allowed 
N.I.R.  to  purchase  newly  issued  shares  at  a  discount  of  50%; 
Roanoke's  shares  then  traded  hands  on  the  o-t-c  bulletin  board  at 
12  cents.  After  Ribotsky  sued  Roanoke  when  it  didn't  meet  its 

loan  payments,  Roanoke  coun- 
tersued,  claiming  that  N.I.R.'s 
selloff  of  shares  was  destroying 
the  company.  Indeed,  trading 
volume  of  Roanoke  stock 
jumped  from  180,000  to  2.4  mil- 
lion shares  on  the  days  Ribotsky's 
funds  filed  conversion  notices, 
say  court  documents,  and  the 
stock  price  plunged  to  less  than  a 
penny.  Both  suits  were  settled. 
Roanoke  chief  David  L.  Smith  Jr. 
ended  up  leaving  the  company 
and  settling  SEC  charges  in 
Ex-con:  Andrew  Worden.  August  2006  that  he  improperly 
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WHERE  WORK  MEETS  PLAY. 

With  scenery  like  this,  no  wonder  more  companies  find 
Arkansas  the  perfect  place  to  work  and  play.  And  here's 
news:  We're  a  natural  for  your  large-scale  projects, 
too.  A  recent  regional  study  reports  that  Arkansas  has 
the  lowest  recurring  industrial  costs  among  the  12 
southeastern  states*.  And  with  a  progressive,  business- 
friendly  government,  Arkansas  belongs  at  the  top  of  your 
site-search  list.  Your  prospects  look  great  from  here. 

Strategies  Report,  2006 


FOR  WORK: 

> ARKANSAS 

A  natural  for  business 
1-800-ARKANSAS.com 

FOR  PLAY: 

Arkansas 

THE  NATURAL  STATE 

ARKANSAS.com 


ssued  stock  to  consultants  who  sold  them 
or  $7  million  and  kicked  back  $4  million 
o  him.  Smith  has  been  barred  from  act- 
ng  as  an  officer  or  director  of  a  public 
ompany. 

When  it  comes  to  dicey  partners, 
hough,  few  are  as  accomplished  as  the 
jrins.  They  financed  Francis  O'Don- 
lell,  who  has  gotten  to  know  the  feds 
>retty  well.  Taking  over  as  chief  of 
earchhound.com,  an  o-t-c  bulletin 
>oard  stock  in  2003,  O'Donnell  changed 
ts  name  to  Coach  Industries,  quickly 
milt  up  a  controlling  stake  in  the 
Zooper  City,  Fla.  firm  and  started 
icquiring  limousine  companies.  Laurus 
>acked  him  with  a  $6  million  loan.  On 
an.  5  O'Donnell  pleaded  guilty  to  being 
n  associate  of  the  Genovese  crime  fam- 


He  pleaded  guilty  to  being 

an  associate  of  the 
Genovese  crime  family. 


ly.  The  indictment  also  claimed  that  an 
BI  agent  posing  as  a  drug  dealer  was 
isked  to  launder  proceeds  through 
3oach  in  exchange  for  a  fee.  In  addition 
O'Donnell  is  accused  of  luring  a  victim 
:o  his  office,  where  Clement  (Clemmie) 
Santoro  allegedly  held  a  gun  to  his  head 
ind  demanded  a  $1.5  million  payment. 

The  Grins  invested  $1.5  million  in 
\pril  2004  with  Magic  Lantern  Group, 
Afhich  marketed  Canadian  educational 
/ideos.  Their  introduction  to  the  com- 
pany came  through  National  Financial 
Communications,  owned  by  Geoffrey 
Eiten,  a  Needham,  Mass.  newsletter  writer 
»vho  flogged  companies  and  claimed  to 
show  readers  "how  to  make  5,000%"  on 
cheir  money.  Magic  Lantern's  biggest 
sacker  was  Lancer  Management  Group,  a 
New  York  City  hedge  fund  that  blew  up 
imid  accusations  of  fraud. 

Magic  Lantern,  which  lost  $15.9  mil- 
lion on  sales  of  $2.7  million  in  2004, 
:>egan  to  disintegrate.  Eiten  was  sued  in 
September  2006  by  William  Galvin,  Mass- 
achusetts secretary  of  state,  for  engaging 
in  "widespread  pump  and  dump'  transac- 
tions by  publicly  promoting  certain  stocks 


at  the  same  time  he  was  selling  them." 
Galvin  released  chummy  e-mails  between 
Eugene  Grin  and  Eiten's  company  sug- 
gesting they  team  up  to  sell  Magic  Lantern 
shares.  Eiten  denies  any  wrongdoing.  Lau- 
rus managed  to  eke  out  what  it  calls  "a 
nominal  profit"  before  Magic  Lantern's 
stock  collapsed. 

In  November  2004  Laurus  agreed  to 
lend  Thomas  Equipment,  which  makes 
skid  loaders  and  hydraulic  equipment  in 
Canada,  $22  million  to  finance  acquisi- 
tions and  operations.  At  the  time  the 
stock  traded  at  88  cents.  Most  of  Laurus' 
loans  were  convertible  into  stock  at  prices 
of  $1.50  a  share;  the  Grins  also  bought 
2  million  shares  for  a  penny  each  and 
received  options  to  purchase  4  million 
more  for  a  cent  apiece.  Helped  by  a  steady 
stream  of  press  releases, 
Thomas  shares  touched 
$8.99  in  January  2005  on 
light  volume. 

What  was  driving  the 
stock?  James  Patty,  former 
interim  chief  executive  at 
Thomas  and  a  current 
board  member,  says  that  David  Grin  was 
constantly  focused  on  Thomas  Equip- 
ment's share  price,  even  though  the  lack  of 
liquidity  in  the  stock  meant  that  Laurus 
could  not  sell  too  many  shares  without 
driving  down  the  price.  Word  came  down 
from  David  Grin,  says  Patty,  "that  he 
couldn't  allow  that  type  of  hit  to  his  port- 
folio." Why?  "My  assumption  would  be  he 
was  looking  at  a  valuation  of  the  company 
in  order  to  attract  additional  money  into 
his  fund,"  Patty  says. 

Ridiculous,  says  Eugene  Grin.  The 
effect  of  Thomas'  high  stock  price  on  Lau- 
rus' net  asset  value  "was  never  material." 
His  valuation  model,  he  claims,  discounts 
severely  for  the  lack  of  trading  volume  in  a 
stock  like  Thomas.  A  good  thing  for  Lau- 
rus: Thomas  Equipments  two  main  units 
have  filed  for  insolvency  in  Canada;  it  was 
yanked  off  the  American  Stock  Exchange 
and  now  trades  for  8  cents. 

Eugene  Grin  says  he  never  shorts  a  stock 
He  also  insists  that  Laurus  provides  a  valu- 
able service — and  is  more  like  a  bank  than 
a  hedge  fund.  "We  have  tens  of  thousands 
of  people  working  because  of  our  invest- 
ments," he  says.  "It's  a  beautiful  thing."  F 


A  MESSAGE  FROM 
GOVERNOR  MIKE  BEEBE 


"I  invite  you  to  consider 
Arkansas  for  your  next 
business  investment,  it's 
true  we're  centrally  located 
with  a  great  workforce. 
And  it's  also  true  my 
administration,  as  well  as  our 
legislature,  is  pro-business. 
But  more  importantly,  it's 
true  Arkansas  is  a  great 
place  to  live  and  prosper. 
Whether  it's  manufacturing 

or  high-tech,  corporate 
headquarters  or  non-profits, 
there's  a  place  for  you 
in  the  Natural  State. 
Come  visit,  and  let  us 
show  you  why  Arkansas  is 
a  natural  for  business." 


ARKANSAS 

A  natural  for  business 
1-800-ARKANSAS.com 
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How  a  tiny  software  outfit  fell  victim  to  an  illegal  but  unrestrained 
practice  known  as  naked  short-selling  j  By  Liz  Moyer 


OST  INVESTORS  HAVE 
never  heard  of  Sedona 
Corp.,  a  piddling  Pennsyl- 
vania outfit  that  sells  cus- 
tomer relationship  man- 
agement software  for  small  U.S.  banks  and 
credit  unions.  But  to  a  rogue  band  of  short- 
selling  hedge  fund  managers,  Sedona  was 
prime  meat. 

And  so  from  early  2000  through  2003 
Sedona  shares  gyrated  wildly  on  the  Nas- 
daq, crashing  from  $10  to  less  than  a  buck. 
Helping  run  down  the  shares  were  the 
brazen  trades  of  raiders  who  later  were 
accused  of  an  illegal— but  flourishing- 
practice  known  as  naked  short-selling. 

In  two  civil  cases  filed  by  the  Securities 
&  Exchange  Commission  and  in  a  criminal 
case  pursued  by  the  U.S.  Department  of  Jus- 
tice, regulators  and  prosecutors  have  pieced 
together  a  lurid  tale  of  greed,  replete  with  tape- 


recorded  conversations  of  traders  moving  in 
for  the  kill. 

Regulators  are  investigating  dozens  of 
other  examples  of  naked  short-selling  and 
possible  insider  trading.  Many  of  these  deals 
involve  companies  that  raised  money  as 
Sedona  did,  in  so-called  PIPEs,  or  private  in- 
vestments in  public  equities  (see  related  story, 
p.  64).  A  PIPE  has  the  supplier  of  capital 
directly  or  indirecdy  getting  newly  issued 
shares  at  a  discount.  If  the  discounted  PIPE 
shares  are  a  good  indicator  of  where  the  stock 
is  headed,  the  higher-priced  existing  publicly 
traded  shares  cry  out  to  be  shorted.  Depend- 
ing on  who's  doing  it  and  when,  those  short 
sales  may  be  verboten. 

The  case  involves  some  key  names: 
Ladenburg  Thalmann,  a  New  York  City 
boutique  investment  bank  that  is  a  promi- 
player  in  the  PIPEs  business;  Refco 
e  now  defunct  brokerage  investi- 


gated by  the  SEC  for  how  its  traders  harr 
mered  at  Sedona  stock;  and  investmer 
adviser  Rhino  Advisors,  which  helped  lir 
up  investors  in  the  Sedona  PIPEs,  includin 
hedge  funds  Amro  International,  Aspe 
International  and  the  Cuttyhunk  Fund.  1 
2003  Sedona  sued  these  companies  ani 
other  defendants  in  federal  court  in  Nc 
York;  the  case  is  pending. 

Sedona's  complaint  accuses  Ladenbui 
of  being  linked  to  at  least  nine  companies  th; 
accepted  PIPE  financing  and  then  saw  the 
stock  prices  plummet  below  the  one-dolk 
mark,  including  Sedona,  Pet  Quarters,  V 
ragen,  General  Magic  and  Alpnet.  Lader 
burg's  outside  counsel  denies  an 
wrongdoing  and  says  there  isn't  any  evidenc 
to  support  Sedona's  claims.  And  a  feder; 
judge  in  the  Sedona  civil  suit  has  tossed  on 
several  of  Sedona's  claims  against  Dadenbur; 
Refco  filed  for  bankruptcy  in  October  20C 
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after  its  former  chief  executive,  Phillip  Ben- 
nett, was  accused  in  an  unrelated  case  of  hid- 
ing $430  million  in  debt  from  investors.  Its 
attorneys  declined  comment. 

Naked  short-selling  is  a  controversial  tac- 
tic that  was  supposed  to  have  been  stamped 
out  in  the  late  1980s.  Hundreds  of  compa- 
nies have  collectively  lost  $100  billion  in  mar- 
ket value  since  1997  because  of  naked  short- 
selling  related  to  PIPE  deals,  asserts  former 
Under  Secretary  of  Commerce  Robert 
Shapiro,  a  paid  consultant  to  attorneys 
for  Sedona.  Dozens  of  large-  and  midcap 
companies  have  been  targets,  but  smaller 
companies  are  especially  vulnerable. 

"There  is  a  belief  that  it's  not  that  big  of 
a  deal,"  says  Peter  Chepucavage,  a  former 
SEC  staffer  who  helped  write  the  current 
rules  meant  to  clamp  down  on  the  practice. 
"But  where  it's  deliberate,  it  can  have  a  ter- 
rible impact  on  a  company." 

In  short-selling  a  trader  borrows 
shares  and  then  sells  them,  hoping  to 
replace  the  borrowed  stock  with  replace- 


ment shares  purchased  later  at  a  much 
lower  price.  In  naked  short-selling  the  sale 
is  booked,  but  the  shares  are  not  delivered. 
The  buyer  of  those  shares  has,  in  effect, 
only  a  brokerage  firm  chit  saying  he  is 
entitled  to  the  shares.  This  buyer  fully  par- 
ticipates in  any  appreciation  (or  deprecia- 
tion) in  the  shares,  but  he  does  not  have 
any  voting  certificates  to  hold  on  to. 

The  naked  gambit's  rise  is  seen  on  the 
New  York  Stock  Exchange.  Each  day  on 
the  Big  Board  some  50  million  shares  lack 
"proper  settlement,"  meaning  the  trading 
firm  fails  to  deliver  the  shares  within  three 
days,  as  required  by  SEC  rules.  Some 
volatile  stocks,  including  Martha  Stewart 
Living  Omnimedia,  Novastar  and  Krispy 
Kreme,  have  settlement  "failures"  that  per- 
sist for  weeks  or  months. 

Sedona  was  a  far  lesser  light,  but  it 
drew  a  pack  of  short-sellers  anyway.  The 
small  company  in  King  of  Prussia,  Pa. 
recruited  a  new  chief  executive,  engineer 
Marco  Emrich,  in  1999  io  push  into  bank- 
ing software.  He  set  out  to  raise  $12  million 


in  financing.  Within  a  few  months  he  had 
lined  up  the  debt,  scored  a  distribution  deal 
with  IBM  and  landed  65  bank  customers.  "I 
was  in  heaven,"  Emrich  says;  he  dreamed 
of  $30  million  in  sales  by  2003. 

In  early  2000  Sedona  took  its  first 
$3  million  PIPE— short-term  bonds  con- 
vertible into  stock,  courtesy  of  Ladenburg 
Thalmann.  Sedona  was  so  desperate  (or 
naive)  that  it  signed  off  on  a  dangerous 
conversion  feature:  The  more  the  stock 
went  down,  the  more  shares  the  bond- 
holder was  entitled  to  upon  converting. 
Soon  after,  trading  volume  in  Sedona 
shares  spiked  sixteenfold,  to  more  than  4 
million  a  day.  Were  bondholders  shorting 
the  stock,  hoping  to  profit  by  running  the 
stock  down?  If  they  did  any  short  sales 
before  converting,  they  were  violating  the 
terms  of  the  securities  they  bought. 

Just  months  after  the  first  Sedona  PIPE 
the  company's  shares  had  fallen  from  $10 
to  $3  and  lower.  Emrich  arranged  a  second 
$3  million  PIPE  in  November  2000,  and  the 


shares  spiraled  down  in  a  similar  pattern. 
By  the  spring  of  2001  the  traders  at  Refco 
were  in  full  assault  mode,  captured  on 
tape-recorded  phone  calls  that  federal 
prosecutors  later  subpoenaed. 

An  investment  adviser  is  heard  exhort- 
ing brokers  to  use  "unbridled  levels  of  aggres- 
sion" in  shorting  Sedona  shares:  "Clobber" 
the  shares  until  they  have  "collapsed"  "Keep 
on  whaling  away — this  is  very  good,"  he  says. 
A  broker  boasts  to  a  colleague:  "Want  to  short 
something  illegally  for  12  months?  You  got 
my  number." 

Clueless  for  the  most  part,  Sedona  exec- 
utives were  thunderstruck  by  an  anony- 
mous, 300-page  dossier  dumped  on  their 
doorstep  in  September  2001.  It  detailed 
manipulations  in  Sedona  and  some  60  other 
stocks.  Sedona  took  the  report  to  the  SEC. 

By  late  2002  Sedona,  its  customers  and 
partners  wary  of  the  travails,  had  shrunk  from 
70  employees  to  15,  who  at  one  point  went 
nine  weeks  without  a  paycheck.  The  SEC  first 
targeted  Pdiino  Advisors  and  its  president, 
Thomas  Badian.  Rhino  and  Badian  settled 


without  admitting  or  denying  guilt.  Then  Jus- 
tice lawyers  filed  criminal  charges  against  the 
Austrian-born  Badian  and  his  brother 
Andreas  in  December  2003.  Federal 
prosecutors  charged  each  with  one  count  of 
securities  fraud  related  to  Sedona. 

Thomas  Badian  had  left  the  country  by 
then,  and  has  yet  to  return;  he  is  believed  to 
be  living  in  Austria.  Andreas  Badian  was  ar- 
rested and  eventually  was  released  on  $2  mil- 
lion bail.  But  in  2004  Justice  dropped  its  case 
against  him  for  undisclosed  reasons.  He  is  be- 
lieved to  be  cooperating  with  the  investiga- 
tion, which  continues  against  his  brother 
Thomas.  "I  don't  see  a  criminal  violation  here," 
says  Steven  Cohen  of  Cooley  Godward  Kro- 
nish,  until  recendy  Thomas  Badians  lawyer. 
(Cohen  was  just  named  chief  of  staff  for  New 
Yorks  new  attorney  general,  Andrew  Cuomo.) 

A  2006  SEC  civil  suit  identifies  Andreas 
as  the  person  on  the  Refco  tapes  who  directed 
the  aggressive  short-selling  of  Sedona  stock 
in  2001.  He  and  several  brokers  from  Refco 
and  Pond  Securities  are  the  targets  of  that  SEC 
civil  investigation.  The  SEC  has  not  sued 
Ladenburg  in  connection  with  this. 

Enforcement  of  rules  aimed  at  curbing 
naked  short-selling  is  weak.  Last  year  regu- 
lators fined  firms  a  combined  $5  million 
for  violating  rules  in  the  stock-lending 
business,  which  yields  $10  billion  of  rev- 
enue annually  for  Wall  Street.  The  SEC 
wants  to  impose  stricter  rules  on  trading 
and  is  currendy  sifting  through  hundreds 
of  comment  letters  on  proposed  amend- 
ments to  short-selling  regulations. 

Sedona  has  survived,  barely,  by  taking 
a  $1.5  million  loan  and  equity  investment 
from  an  outside  investor,  a  Louisiana  real 
estate  developer  named  David  Vey.  "I  was  a 
little  bored,"  Vey  says,  "and  this  seemed  like 
an  exciting  endeavor."  He  since  has 
increased  his  stake  to  43%. 

"We  felt  abused,"  says  Michael  Mul- 
shine,  a  former  board  member.  He  quit  in 
June  2003  after  getting  a  phone  call  at 
home  on  a  Saturday  morning  from  some- 
one who  warned,  "People  can  disappear 
over  things  like  this."  Says  Mulshine  of 
Sedona:  "We  refused  to  walk  away." 

The  company  is  running  on  sales  of  less 
than  $2  million  a  year  now.  Emrich  still  toils 
away.  "We  lost  four  years  of  our  lives  on  this," 
he  says.  "Are  there  companies  that  should  not 
exist?  Probably.  But  not  Sedona."  F 


"Want  to  short  something  illegally  for  I 
1 2  months?  You  got  my  number/'  I 
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PET  CRAZY 


Animal  House 

Del  Monte  can  make  only  so  much  money  from  fruit  and  vegetable  eaters.  Time 
to  move  on  to  the  big-spending  carnivores — Fido  and  Frisky  j  By  Allison  Fass 

NINE  DEL  MONTE  FOODS  EXECUTIVES  ARE  GATHERED  AT  A  WOODED  ESTATE  IN 
Verona,  Pa.  The  setting  is  casual  but  the  mission  is  critical:  The  company's  Meow  Mix 
is  a  solid  brand  but  one  that  is  often  snubbed  by  1 2  million  households  with  cats. 
These  pet  owners,  most  of  them  women  the  company  calls  "spoilers,"  make  up  one- 
third  of  cat-owning  households,  but  they  shell  out  almost  half  of  the  $5  billion  spent 
a  year  on  cat  food.  Del  Monte's  problem?  In  a  time  when  indulgent  pet  lovers  dish  up  meals  flecked 
with  yellowfin  tuna  and  salmon  for  their  pets,  hard-core  cat  lovers  consider  33-year-old  Meow  Mix 
as  appealing  as  a  hairball.  "It's  almost  seen  as  unhealthy— as  the  McDonald's  of  cat  food,"  Joseph 
Tuza,  head  of  Meow  Mix,  tells  the  group. 

/ithin  48  hours,  after  discussing  trends  in  human  nutrition  and  health  with  various  experts, 
including  a  former  Whole  Foods  chef,  the  Del  Monte  team  comes  up  with  27  ideas  for  new  offer- 
ings. Among  15  deemed  most  promising  for  the  brand  best-known  for  its  long-running  tagline, 
"Taste       £ood  cats  ask  for  it  by  name":  a  superpremium  line  of  food  with  names  that  include 


72      FORBES  FEBFU 


Xeorf 

inside" 

Dual-core. 
Do  more. 


V'hen  he  has  the  time, 
9te  works  on  his 
lea  for  an  application 
lat  would  allow 
?amless  collaboration 
etween  offices. 

ut  he  spent  most  of 
)day  riding  in  the 
levator  between  his 
ffice  and  the  data  center 

et  IT  free 


ie  HP  BladeSystem  c-Class,  powered  by  the  Dual-Core  Intel®  Xeon®  Processor,  gives  your  IT  department  the 
iedom  to  spend  less  time  on  day-to-day  operations  so  they  can  focus  more  time  on  pursuing  innovations  for  the 
>mpany.  The  HP  BladeSystem  comes  equipped  with  features  like  Virtual  Connect  Architecture,  which  virtualizes 
'vN/SAN  settings  and  drastically  improves  IT  response  times  and  service  levels.  Just  imagine  the  possibilities 
hen  you  set  IT  free. 


adeSystem  c7000  Enclosure  with 
BL460c  and  BL480c  server  blades 


Call  1-866-356-6091 
Visit  hp.com/go/setlTfree24 
Find  a  reseller:  hp. com/go/ reseller 


nt  Company,  L  P. 


improve  performance  of  multithreaded  software  products  and  hardware-aware  multitasking  operating  systems  and  may  require  appropriate  operating  system  software  for  full  benefit;  check 
ity;  not  all  customers  or  software  applications  will  necessarily  benefit  from  use  of  this  technology.  Intel's  numbering  is  not  a  measurement  of  higher  performance.  Intel,  the  Intel  Logo,  Xeon 
id  trademarks  of  Intel  Corporation  or  its  subsidiaries  in  the  United  States  and  other  countries.  The  information  contained  herein  is  subject  to  change  without  notice.  ©2007  Hewlett-Packard 


"pate,"  "souffle"  and  "creme  brulee,"  and 
a  newfangled  container  concept  that 
would  pair  wet  and  dry  food  in  a  dual- 
chamber  box. 

The  pressure  is  on.  Del  Monte's  acqui- 
sition last  year  of  Meow  Mix  Holdings,  in 
a  deal  worth  $705  million,  and  Milk-Bone 
dog  biscuits,  which  it  picked  up  for  $580 
million  from  Kraft  Foods  Global,  makes 
the  San  Francisco  food  company  the 
nations  second-largest  pet-food  purveyor, 
with  14  brands  that  make  up  40%  of  its 
$3  billion  in  2006  sales.  Many  of  the 
brands,  including  9Lives  cat  food,  are  ven- 
erable but  dull  offerings  Del  Monte  is  try- 
ing to  invigorate  by  retooling  marketing, 
packaging  and  recipes,  like  adding  two 
whole  shrimps  to  each  can  of  Meow  Mix. 

Del  Monte  Chief  Executive  Richard 
Wolford  hopes  to  capitalize  on  the  fact 
that  pet  food,  a  category  with  $15  billion 
in  U.S.  sales,  is  growing  three  times  as 
quickly  as  consumer  packaged  food. 
Today  63%  of  households  have  at  least  one 
pet,  and  the  number  is  supposed  to  go  up 


Bv  the  Numbers 


The  Pampered  Pet 

The  nation's  doggies  and  kitties  enjoy  all  kinds  of  treats — and  treatments. 

$38  billion  Amount  Americans  spent  on  pet 

food  and  care  last  year,  nearly  double  that  spent  ten  years  ago. 


Los  Angeles. 


The  cost  of  doggie  rhinoplasty — a  nose  job — in 


$395 


The  price  of  a  Burberry  dog  bed. 


$50  Price  of  an  oatmeal  body  wrap  for  big  dogs  at 
LA  Dogworks,  a  spa  for  canines. 

»  m  /%}  Percentage  of  dog  owners  who  buy 
holiday  or  birthday  gifts  for  their  pets. 

Sources:  American  Pet  Products  Manufacturers  Association;  Burberry;  Dr.  Alan  Schulman;  Mintel. 


as  baby  boomers  acquire  pets  when  their 
kids  leave  home.  Wolford,  62,  has  two 
dogs  and  a  cat. 

Americans  treat  their  pets  like  family. 
"When  I  was  a  kid,  Duke  lived  in  the 
backyard  in  a  doghouse  with  burlap  over 
the  front,"  says  Robert  Vetere,  president  of 
the  American  Pet  Products  Manufacturers 
Association.  "Now  our  golden  retriever, 
Dakota,  has  the  run  of  the  house  and  is  a 
huge  part  of  our  lives." 

Who  needs  canned  peaches  (which 
Del  Monte  has  sold  since  1892)?  The 
company's  pretax,  pre-interest  margin  is 
10%  on  people  food  but  17%  on  pet  food. 
But  pitching  9Lives  cat  food  and 
Snausages  dog  treats  is  trickier  than  sell- 
ing canned  asparagus.  Del  Monte  needs  to 
woo  indulgent  pet  owners  with  new  prod- 
ucts packed  with  antioxidants,  vitamins 
and  entertainment  value.  The  packages 
must  also  appeal  to  retailers,  from  Wal- 
Mart  to  Home  Depot,  demanding  exclu- 
sive offerings  in  exchange  for  space  on 
crowded  shelves.  "With  the  pressure  on 


retail  space,  we  can't  just  offer  flavor, "  says 
Barry  Shepard,  Del  Monte  senior  vice 
president  for  marketing  and  innovation. 

Del  Monte  has  rolled  out  85  new  pet 
foods  and  snacks,  which  make  up  most  of 
the  $230  million  in  new-product  sales 
since  2002.  Recent  launches:  Kibbles  'n 
Bits  Brushing  Bites,  which  is  supposed  to 
help  freshen  dogs'  breath.  Snausages 
SnawSomes,  a  braided-twist  dog  chew,  is 
sold  in  a  tennis  ball-type  canister  so  dogs 
have  a  toy  when  the  snacks  are  gone.  Pup- 
Peroni  Ribs,  slow-cooked  meat  wrapped 
around  a  chewy  bone,  were  given  out  with 
Weber  grills  and  at  doggy  parks  when 
introduced  last  fall.  Says  Wolford:  "If  you 
ever  feel  depressed  take  a  Pup-Peroni 
home  and  give  it  to  your  dog.  You 
instantly  feel  great  about  yourself 

Wolford  is  competing  with  Nestle 
Purina,  which  controls  43%  of  the  sales 
outside  pet  stores  and  Wal-Mart.  Purina, 
which  launched  Fancy  Feast  Elegant  Med- 
leys gourmet  cat  food  at  the  posh  Aspen 
Food  &  Wine  Classic,  shelled  out  $89  mil- 


lion to  pitch  pet  food  and  snacks  in  the 
first  nine  months  of  2006.  Del  Monte 
spent  $16  million  in  the  same  period,  says 
TNS  Media  Intelligence. 

Trying  to  learn  more  about  the  inner 
thoughts  of  pet  people,  Del  Monte  has 
boosted  its  research  budget  by  15%  to 
fund  focus  groups,  in-home  observations 
and  brainstorming  sessions  like  that  one 
last  fall.  Del  Monte  execs  are  also  scruti- 
nizing taped  interviews  with  pet  zealots, 
including  Cynthia  Zaino,  33,  of  Pataskala, 
Ohio.  The  mother  of  two  compares  her 
husband  unfavorably  to  her  beloved  collie, 
Laddie.  Nursing  a  serious  case  of  puppy 
love,  she  calls  herself  Laddie's  "mom" — 
saying,  '"I  tell  my  husband,  'Why  don't 
your  eyes  look  like  his  eyes?'" 

With  positive  emotions  like  that — 
something  Wolford  rarely  sees  in  people 
who  buy  canned  vegetables — consumers 
"really  become  irrational"  about  what  they 
will  spend  on  their  pets,  he  says  gleefully. 
Now  he  just  needs  to  get  more  "spoilers" 
to  spend  their  money  on  Del  Monte.  F 


6311 


It  is  what  makes  incubators,  baby  bottles 
and  car  seats  possible.  It  is  chemistry. 


Adopting  a  Crusade 

Child  development  experts  want  to  wipe  out  orphanages. 
Karen  Gordon  wants  to  fix  them.  By  Kerry  A.  Dolan 


KAREN  GORDON  HAS  IT  MADE. 
She  is  tall  and  willowy,  a  former 
fashion  model  with  beauty, 
charm,  two  healthy  children 
and  a  fat  divorce  settlement 
from  her  ex-husband,  a  wealthy  TV  and 
movie  producer.  Loads  of  women  in  Hol- 
lywood would  love  to  stride  in  her  stilettos. 

But  rather  than  live  the  rich  life  and  do 
lunch  at  Spago  in  Beverly  Hills,  Gordon,  34, 
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has  set  out  to  fix  an  intractable  problem.  She 
wants  to  improve  the  sad  state  of  child  care 
in  orphanages  in  the  developing  world.  In 
2003  she  formed  a  nonprofit,  Whole  Child 
International,  and  since  then  has  sunk  $1.3 
million  of  her  divorce  settlement  into  it— 
$250,000  as  a  gift,  the  rest  as  a  loan  she  hopes 
to  recoup  by  raising  money  from  other 
donors.  So  far  she  has  collected  $45,000. 
"I  didn't  finish  college,  Id  never  been  to 


Meeting  in  Managua:  making 
friends  at  Gordon's  first  target 
orphanage,  El  Divino  Nino. 

a  Third  World  orphanage, 
and  I  didn't  speak  Spanish. 
Everybody  thought  I'd  lost  my 
marbles,"  she  says. 

Gordon's  personal  crusade 
has  made  her  a  bit  of  a  pariah. 
Since  the  1960s  experts  in 
child  development  have  sought 
to  eliminate  orphanages  alto- 
gether, farming  kids  out  to  foster  care  or  small 
group  homes.  Thus  Newt  Gingrich  got  pil- 
loried in  late  1994  when,  as  he  was  about  to 
become  Speaker  of  the  House,  he  suggested 
the  return  of  Boys  Town-style  orphanages  to 
care  for  neglected  and  abused  kids;  he 
promptly  dropped  the  idea. 

Today  the  very  word  "orphanage"  is  con- 
demned. The  favored  (and  more  accurate) 
term  is  "children's  home,"  since  many  of  these 
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Nourishing  Ideas.  Nourishing  People.' 


kids'  parents  are  alive  but  unable  or  unwill- 
ing to  take  care  of  their  offspring.  When 
Gordon  offered  to  help  United  Nations  of- 
ficials explore  how  to  improve  care,  she  was 
turned  away.  She  learned  that  the  World 
Health  Organization  and  the  World  Bank 
also  oppose  putting  children  in  institu- 
tions— so  why  work  on  fixing  them? 

"I  would  love  for  all  children  to  live  in 
a  happy,  nurturing  home,"  she  says.  "In  the 
meantime  someone  needs  to  be  dealing  with 
the  existing  problem."  The  unkind  reality,  she 
notes,  is  that  most  kids  in  orphanages  will 
spend  an  entire  childhood  there. 

Gordon  acquired  her  abundant  grit  as  a 
girl  growing  up  in  Canada.  She  was  born 
Karen  Villeneuve  in  Edmonton,  Alta.,  the  old- 
est of  three  children,  and  her  fathers  job  as 
a  national  parks  administrator  kept  the  fam- 
ily on  the  move.  She  counts  23  homes  and 
ten  schools  in  20  years.  This  made  it  diffi- 
cult to  build  a  sense  of  attachment  and  sta- 
bility, she  says;  it  is  why  she  wants  to  help 
abandoned  children  do  so. 

In  the  early  1990s  Gordon  dropped  out 
of  college  in  Toronto  to  model  for  clothing 
catalogs,  loving  the  pay  but  hating  the 
process.  While  working  the  front  desk  at  the 
Four  Seasons  Hotel  in  Toronto  in  1994,  she 
met  Mark  Gordon,  an  up-and-coming  Hol- 
lywood producer.  They  married  three  years 


later.  Mark  Gordon  struck  gold  with  Saving 
Private  Ryan  in  1998,  The  Patriot  in  2000 
and,  more  recently,  ABC's  hit  hospital  drama, 
Grey's  Anatomy. 

Karen  Gordon  gave  birth  to  the  first  of 
their  two  daughters  in  1998  and  signed  up 
for  parenting  classes  in  Los  Angeles;  this  led 
her  into  the  world  of  orphanages.  The  classes 
were  based  on  child-rearing  practices  at  the 
Pikler  Institute,  an  orphanage  in  Hungary, 
and  Gordon  became  fascinated.  "Instandy 
I  knew  there  was  something  there  for  me," 
she  says. 

Cut  to  2003:  Gordon  separates  from 
her  husband;  he  takes  the  daughters  away 


So  instead  of  rotating  caregivers, 
as  many  orphanages  do,  Pikler  has 
each  one  looking  after  the  same 
small  group  for  several  years.  Each 
staff  member  watches  over  6  to  8  chil- 
dren, compared  with  up  to  30  at  other 
orphanages,  and  pays  special  atten- 
tion to  one  child  at  a  time.  Infants  are 
free  to  roll  around  on  the  floor  instead 
of  being  confined  to  their  cribs  all  day. 
Bath  time  is  stretched  to  a  leisurely 
22  minutes  per  child  to  extend  tac- 
tile human  contact. 

The  caregiver  talks  to  the  baby  all 
the  while,  strengthening  their  bond. 
Children  need  this  kind  of  attachment 
to  learn  and  to  develop  into  healthy 
adults.  Dr.  Pikler  believed  in  this.  The 
care  and  setting  at  Pikler  are  intended 
to  mimic  those  of  a  home  to  the  ex- 
tent possible  in  an  institution.  The  right 
environment  can  be  delivered  without 
expensive  buildings  and  without  mas- 
ter's degrees. 
Gordon  returned  home  to  Santa  Mon- 
ica, Calif,  intent  on  spreading  the  word  about 
what  she  had  seen.  "I  thought  I  would  pay 
for  a  team  from  Unicef  to  go  [to  Pikler]  for 
a  week,"  she  recalls.  But  when  she  called 
Unicef  in  New  York  to  make  the  offer,  she 
was  shocked  to  be  told  it  doesn  t  work  with 
orphanages  because  Unicef  doesn't  believe 
in  the  institutionalization  of  children.  Gor- 
don started  reading  about  the  policies  of  the 
WHO  and  the  World  Bank  and  found  sim- 
ilar disdain  for  orphanages. 

So  Gordon  formed  her  own  nonprofit, 
vowing  to  fix  orphanages  one  outpost  at  a 
time.  She  set  her  sights  on  Central  Amer- 


1/ 


I  would  love  for  all  children  to  live  in 
a  home.  But  someone  needs  to  deal 
with  the  existing  problem." 


for  their  first  dad-only  vacation,  and  Karen 
Gordon  uses  the  break  to  visit  the  Pikler 
Institute  in  Budapest.  What  she  saw  there 
changed  her  life.  A  Hungarian  pediatrician, 
Dr.  Emmi  Pikler,  had  founded  the  orphan- 
age in  1946  with  the  belief  that  orphaned 
children  could  thrive  only  if  they  were  nur- 
tured with  consistent  care. 


ica,  a  region  with  many  young  children  and 
scant'  financial  resources.  Her  divorce 
wouldn't  be  final  for  three  years,  so  she  asked 
her  ex  to  advance  her  a  total  of  $1.3  million 
from  the  eventual  serdement  to  fund  the 
nonprofit's  activities.  He  balked  at  first;  at  one 
point  she  asked  for  $175,000  and  he  gave  her 
only  $50,000.  But  ultimately  he  relented. 
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OCE  OWNS  5,873  PATENTS. 
EARTH  SPINS  AT  1,000  MPH. 

ONE  OF  THESE  FACTS  ENABLES 
OU  TO  MANAGE  YOUR  DOCUMENTS 
AT  A  HIGHER  LEVEL 


For  over  a  century,  Oce  has  led  a 
quiet  revolution  that  advanced 
the  level  of  achievement  in 
printing  technology  by  orders  of 
magnitude.Twenty-five 
years  ago,  Oce  Business  Services 
determined  to  set  a 
new  standard  in  outsourced 
document  process  management. 
Our  specialists  have  successfully 
introduced  a  variety  of  enterprise 
cultures  to  considerable 
savings,  higher  efficiency  and 
best  practices  in  print,  copy, 
mail,  imaging  and  records 
management  throughout  the 
document  lifecycle.We  were 
first  to  introduce  another 
innovation:  Oce  MAX™.  It  is  a 
unique  Six  Sigma®  based  business 
performance  management 
application  that  will  advance 
document  process  management 
to  the  next  level.  We  intend  to 
make  it  one  of  many.  Keep  an  eye 
on  Oce.  For  a  free  white  paper  on 
document  process  management, 
visit  www.ocesolutions.com 
or  call  1-888-390-1513. 


oce 


Oce  Business  Services 

ADVANCING 
DOCUMENT  PROCESS  MANAGEMENT 


"The  money  she  was  getting  was  ultimately 
her  money,"  says  Mark  Gordon.  "This  is  a 
wonderful  thing  that  she  is  doing." 

Gordon  sought  help  from  experts  in  early 
childhood.  The  Pikler  Institute  had  developed 
its  own  training  manuals  and  she  was  free 
to  use  them.  To  help  train  orphanage  staff, 
Gordon  tapped  the  WestEd  Center  for  Child 
&  Family  Studies  in  Sausalito,  Calif,  and  its 
co-director,  Peter  Mangione.  She  hired  a 
program  director,  Diane  Harkins,  the  direc- 
tor of  the  Center  for  Excellence  in  Child 
Development  at  UC,  Davis. 

She  also  brought  in  Christina  Groark 
and  Robert  McCall,  two  experts  in  early- 
childhood  development  from  the  University 
of  Pittsburgh,  to  evaluate  conditions  at  the 
orphanages  before  and  after  Whole  Child 
provides  training.  In  2000  Groark  and 
McCall  had  trained  the  workers  at  a  chil- 
dren's home  in  St.  Petersburg,  Russia  to  make 
many  of  the  changes  Whole  Child  advocates, 
including  altering  caregiving  schedules  to 
have  staffers  work  every  day  instead  of  once 
every  four  days.  The  researchers  followed  the 
results  over  several  years  and  found  the 
children  fared  much  better  in  mental  and 
physical  development  and  in  social  relation- 
ships than  did  children  at  another  home  in 
St.  Petersburg  where  no  changes  were  made. 

"They  act  like  typical  children.  There's 
a  lot  of  laughter,  and  the  caregivers  are  hav- 
ing fun,"  says  McCall. 

Meanwhile,  Gordon  began  a  journey 
that  has  taken  her  to  51  orphanages  in  11 
countries.  She  saw  vivid  proof  of  what  so 
much  research  has  shown:  Children  raised 
in  orphanages  and  deprived  of  consistent, 
loving  attention  from  adults  tend  to  aban- 
don their  own  children,  fall  into  lives  of  crime 
and  become  a  burden  on  society,  unable  to 
hold  a  steady  job  or  raise  a  family. 

At  an  orphanage  in  Nepal  there  was  one 
girl  who  couldn't  keep  her  eyes  open  and 
looked  so  weak  and  delirious  that  Gordon 
wasn't  sure  she  would  survive.  In  Guatemala, 
she  cringed  when  one  caregiver  told  of  how 
a  girl  had  been  molested  by  her  father,  while 
the  girl  stood  before  her.  In  Vietnam  and 
Russia,  Gordon  witnessed  dozens  of  babies 
with  blank  stares,  indicating  their  brains 
weren't  developing  properly. 

In  February  2004  Gordon  and  Harkins 
visited  orphanages  across  Central  America, 
looking  for  the  right  place  to  begin  their 


work.  They  wanted  to  find  a  country  with 
a  relat  ively  low  rate  of  adoption,  so  that  ruled 
out  Guatemala,  which  managed  to  place 
afrnost  4,100  children  with  American  fam- 
ilies last  year.  El  Salvador,  Honduras  and 
Nicaragua  had  far  fewer  adoptions,  but 
Gordon  would  need  the  consent  and  sup- 
port of  the  government. 

In  July  2006  Whole  Child  signed  an 
agreement  with  the  government  of  Nicaragua 
to  work  with  caregivers  at  El  Divino  Nino 
children's  home  in  Managua.  Separated  by 
razor  wire  from  a  busy  road,  it  is  a  clean  but 
slightly  run-down  patchwork  of  pastel-col- 
ored bungalows  that  house  70  orphaned, 
abandoned  or  abused  children,  from  new- 
borns to  kids  age  6. 

On  a  recent  visit  from  Gordon  the 
children  are  so  hungry  for  attention  that  a 
clutch  of  5-year-olds  begins  to  chant  in 
Spanish:  "A  visit!  A  visit!"  In  a  nearby 
bungalow  for  girls  4  to  6  years  old  the  kids 
jump  into  the  arms  of  their  visitors,  total 
strangers.  Five  minutes  later,  when  we 


By  the  Numbers 


Raising  Orphans 

Most  of  the  world's  estimated  16.2 
million  orphans  will  spend  their 
entire  childhood  in  an  orphanage. 


Number 

of  orphans  in  China. 


Number  of  Chinese  orphans 
adopted  in  2006. 1 


Number  of 
orphans  in  Russia. 


Number  of  Russian  orphans 
adopted  in  2006.1 


Number  of 
orphans  in  Nicaragua. 

Number  of  Nicaraguan 
orphans  adopted  in  2006.1 

Numbers  of  orphans  are  estimates  from  2003. 

k  'Adoptions  into  the  U.S.  only. 

^Sources:  National  Council  for  Adoption;  Unicef; 

JO'  S.  Department  of  State. 


attempt  to  leave,  they  hold  on  even  tighter, 
until  they  are  pried  off.  It  is  a  heart- 
wrenching  scene,  but  Gordon  stays  emo- 
tionally detached. 

In  the  infirmary,  where  one  caregiver 
tended  to  eight  babies,  a  10-month-old 
boy  stood  in  a  crib,  his  cloth  diaper  falling 
down  to  his  knees.  Two  infants  cried  for- 
lornly while  the  caregiver  silently  changed 
another's  diaper.  Across  a  "yard"  made  of 
concrete  that  has  cracked  and  buckled,  in 
a  bungalow  filled  with  2-year-olds,  some 
tykes  are  spoken  to  so  infrequently  they 
don't  even  know  their  own  names.  One 
boy  sat  alone  on  a  linoleum  floor  with 
nothing  to  do.  Off  to  his  right,  beyond  a 
wooden  gate,  dozens  of  stuffed  animals 
and  toy  cars  were  stacked  neatly  on 
shelves  lining  the  wall,  held  up  as  special 
rewards  rather  than  put  out  every  day  as 
objects  for  play  and  learning. 

In  October  Gordon  paid  for  three  staff 
members  from  El  Divino  Nino — its  direc- 
tor, social  worker  and  chief  educator— to 
travel  to  Budapest  for  a  close-up  look  at 
the  Pikler  Institute.  They  returned  full  of 
hope  and  intent  on  imposing  change.  "I 
realized  that  the  work  we  do  here  is  very 
mechanized,"  says  Guillermina  Obando 
Sanchez,  the  chief  educator.  "We're  limit- 
ing the  children." 

In  November  Gordons  staff  began  a 
yearlong  program  at  El  Divino  Nino  to  train 
the  caregivers  for  one  week  every  month. 
The  early  response  was  so  positive  that  even 
the  kitchen  staff  has  asked  to  take  part. 
Whole  Child  also  will  fund  alterations  to 
the  structure  of  some  buildings  at  El  Divino 
Nino  to  make  them  safe  for  infants  and 
toddlers. 

Staff  turnover  at  children's  homes  is 
high.  Caregivers  in  Nicaragua  make  just 
$72  a  month,  barely  enough  to  survive. 
Whole  Child  plans  to  supplement  their 
pay  and  raise  funds  in  Managua  to  con- 
tinue doing  so. 

"How  do  we  get  the  most  underpaid,  un- 
educated group  in  society  to  do  the  most 
challenging  job  on  the  planet?"  she  asks.  She 
aims  to  expand  Whole  Child's  work  to 
nearby  El  Salvador  and  then  to  nations  in 
eastern  Africa.  "The  most  important  thing 
in  the  life  of  a  child  is  a  person.  Not  a  toy. 
Not  a  building,"  she  says.  "We  can  give  the 
children  that."  F 
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Some  think 
breakfast. 


We  think 
research. 


Since  1856,  we  have  focused  on  bringing  ne 
but  shaped  by  the  future.  Always  looking  at 
of  view.  Providing  you  with  the  information 
our  future  is  based  on  making  the  most  of  > 
www.credit-suisse.com 

Thinking  New  Perspectives. 


CreditSuisse 


Forward  Tim  Duncan,  drafted  in  1997, 
s  a  role  model  both  on  and  off  the  court 
ind  has  twice  been  named  the  league's 
MVP.  Point  guard  Tony  Parker  has  been 
one  of  People  magazines  "50  Most  Beautiful 
People"  and  is  the  fiance  of  desperate  house- 
wife Eva  Longoria,  whose  family  lives  in 
San  Antonio. 

Rather  than  sign  the  flashy  college 


underclassmen  for  whom  most  NBA 
teams  so  ravenously  compete,  Holt  goes 
overseas  for  70%  of  his  draft  picks,  who 
continue  to  play  for  their  foreign  teams 
until  they  prove  themselves.  The  Spurs 
drafted  Argentinean  guard  Manu  Gino- 
bili,  for  example,  in  1999  but  didn't  sign 
him  until  three  years  later.  Ginobili  was  an 
NBA  all-star  within  two  years.  "We  look  at 
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VALUE1 


RANK  TEAM  OWNER(S)  (YEAR  ACQUIRED) 

CURRENT 
(SMIL) 

l-YEAR 
CHANGE 

REVENUES 
(SMIL) 

INCOME2 
(SMIL) 

New  York  KNICKS  |  Cablevision  Systems  ('97) 

$592 

9% 

$185 

$-39.0 

LOS  Angeles  LAKERS  Jerry  Buss  ('79),  Philip  Anschutz  ('79) 

568 

7 

167 

33.3 

Dallas  MAVERICKS  j  Mark  Cuban  (  00) 

463 

15 

140 

-24.4 

Chicago  BULLS  j  Jerry  Reinsdorf  ('85) 

461 

13 

149 

48.5 

Houston  ROCKETS  |  Leslie  Alexander  ('93) 

439 

4 

142 

21.4 

Detroit  PISTONS  William  Davidson  (74) 

429 

7 

138 

21.8 

PhoeniX  SUNS  |  Robert  Sarver  ('04) 

410 

4 

132 

34.5 

8 

Miami  HEAT  !  Micky  Arison  ('95) 

409 

13 

132 

20.5 

9 

San  Antonio  SPURS  |  Peter  Holt  ('96) 

390 

11 

122 

11.7 

10 

Cleveland  CAVALIERS  |  Daniel  Gilbert  ('05) 

380 

7 

115 

23.9 

11 

Sacramento  KINGS  i  Gavin  Maloof  ('98),  Joseph  Maloof  ('98) 

379 

10 

126 

16.4 

12 

Philadelphia  76ERS  Comcast-Spectacor  ('96) 

375 

7 

110 

-6.2 

13 

Boston  CELTICS  |  Wycliffe  Grousbeck  ('02) 

367 

4 

111 

15.7 

14 

Indiana  PACERS  j  Herbert  Simon  ('83),  Melvin  Simon  ('83) 

340 

5 

110 

-12.5 

15 

Washington  WIZARDS !  Abe  Pollin  ('64) 

334 

5 

108 

14.8 

16 

New  Jersey  NETS  !  Bruce  Ratner  ('04) 

325 

20 

93 

-8.0 

17 

Toronto  RAPTORS  i  Ontario  Teachers'  Pension  Plan  ('98) 

315 

13 

105 

8.4 

18 

Memphis  GRIZZLIES  !  Michael  Heisley  ('00) 

313 

7 

101 

-18.5 

19 

Denver  NUGGETS  i  E  Stanley  Kroenke  ('00) 

309 

9 

100 

9.4 

20 

Minnesota  TIMBERWOLVES  |  Glen  Taylor  ('95) 

308 

2 

103 

4.6 

21 

Utah  JAZZ  j  Larry  Miller  ('86) 

297 

8 

96 

1.4 

LOS  Angeles  CLIPPERS  |  Donald  Sterling  ('81) 

285 

15 

95 

15.7 

1 

Orlando  MAGIC  i  Richard  DeVos  ('91) 

283 

15 

89 

-20.4 

Charlotte  BOBCATS  !  Robert  Johnson  ('03) 

277 

-8 

89 

11.9 

25 

Atlanta  HAWKS  i  Atlanta  Spirit  ('04) 

275 

5 

92 

12.9 

26 

Seattle  SUPERSONICS  !  Clay  Bennett  (  06) 

268 

15 

81 

3.6 

27 

Golden  State  WARRIORS  Christopher  Cohan  ('95) 

267 

10 

89 

6.3 

28 

Milwaukee  BUCKS  Herbert  Kohl  ('85) 

260 

13 

87 

1.5 

29 

New  Orleans  HORNETS3  George  Shinn  ('87) 

248 

10 

83 

12.9 

30 

Portland  TRAIL  BLAZERS  j  Paul  Allen  (  88) 

230 

1 

77 

-15.2 

League  average 

$353 

9% 

$112 

$6.9 

Revenues  and  operating  income  are  for  2005-06  season.  'Value  of  team  based  on  current  arena  deal  (unless  new 
arena  is  pending)  without  deduction  for  debt  (other  than  arena  debt).  'Earnings  before  interest,  taxes  and  depre- 
ciation. Temporarily  playing  in  Oklahoma  City.  Statistics:  Kurt  Badenhausen,  Christina  Settini,  Michael  K.  Ozanian. 
For  more  information  on  these  teams  go  to  www.forbes.com/nba. 


character  first,  then  skill,"  says  Holt,  whose 
team  now  includes  players  from  Slovenia, 
France  and  the  Netherlands. 

Holt  reinforces  the  team's  untar- 
nished image  by  pumping  money  into 
charities.  The  Spurs  Foundation  has 
contributed  $10  million  in  cash  and  gifts 
to  help  the  children  of  southern  Texas 
over  the  past  two  decades.  "They  have 
exemplified  what  a  team  can  mean  to  a 
community,"  says  NBA  Commissioner 
David  Stern. 

It  wasn't  always  this  way.  In  the  mid- 
1990s  the  franchise  was  in  disarray.  The 
Spurs  had  20  owners  (mostly  local  busi- 
nessmen), were  struggling  to  make  money 
and  had  plenty  of  controversy,  thanks  to 
bad  boy  Dennis  Rodman,  who  was  traded 
to  the  Chicago  Bulls  in  1995.  The  Spurs 
were  playing  in  an  outmoded  arena  built 
for  football,  depriving  the  team  of  the 
lucrative  luxury-suite  income  other  NBA 
teams  were  starting  to  enjoy. 

Holt,  whose  great-grandfather  invented 
the  first  track-type  tractor  (which  led  to  the 
formation  of  Caterpillar),  came  to  the  res- 
cue in  1996.  He  had  taken  over  his  father's 
Cat  dealership  in  southern  Texas  in  1984 
and  had  built  it  into  the  largest  in  the  U.S. 
Holt  bought  a  controlling  32%  of  the  team 
in  a  deal  that  valued  the  Spurs  at  just  over 
$75  million.  Holt  fired  the  old  coach  and 
persuaded  Popovich  to  add  coaching  to  his 
general  manager  duties.  "I  didn't  know 
anything  my  first  year,"  says  Holt.  "I  was  a 
Caterpillar  man." 

Popovich  drafted  Duncan  a  year  later, 
and  the  team  won  its  first  title  in  1999. 
On  the  day  the  Spurs  were  handed  the 
championship  rings  for  their  first  tide,  the 
public  was  voting  on  whether  to  put  up 
taxpayer  money  for  the  bulk  of  a  new 
$175  million  stadium.  The  plebiscite  won 
with  61%  of  the  vote.  Opening  in  2002, 
the  new  AT&T  Center  helped  revenues 
climb  50%  that  year,  and  the  team  turned 
its  first  operating  profit  ($19  million) 
after  three  moneylosing  years. 

For  two  of  the  past  three  years  ESPN 
magazine  has  named  the  Spurs  the  best 
franchise  in  sports,  based  on  a  composite 
ranking  of  such  things  as  fan  feedback, 
championships  and  owner  loyalty.  The 
Spurs  could  hold  on  to  that  title — 
barring  any  fistfights  at  half-court.  F 
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MySpace  was  just  the  start. 
Rupert  Murdoch  and  his  lieutenants 
are  betting  big  on  the  Internet. 


AMY  JOAN  BORKA  IS  24  YEARS  OLD,  LIVES  IN  BURNS VI LLE,  MINN.  AND  GOT  MARRIED  LAST 
fall.  She  is  expecting  her  first  child  in  April.  And,  as  she  explains  in  her  MySpace  profile,  she 
likes  Burger  King,  Estee  Lauder  cosmetics  and  Ford  Mustangs.  Until  recently  Borkas  biography 
and  brand  preferences— offered  up  to  anyone  who  stumbled  across  her  MySpace  page,  one  of 
1 50  million  that  sit  on  the  Web  site— were  simply  a  way  for  her  to  carve  out  her  identity  on  the 
Internet  phenom  that  News  Corp.  nabbed  in  2005,  in  a  $630  million  impulse  buy. 

Soon  MySpaces  ad  salesmen  will  use  software  that  sifts  through  its  members'  profile  pages 
and  sorts  them  based  on  the  often  piercingly  personal  information  they  pin  up  on  their  pages. 
Then  they'll  compile  "buckets"  of  its  members  and  offer  them  up  to  advertisers  (see  box,  p.  92% 
Looking  for  married  men  who  live  in  the  U.S.  and  owti  dogs?  Single  women  with  college  degrees 
who  drive  pickup  trucks?  For  a  fee,  MySpace  will  deliver  you  directly  to  their  cyber  doorstep. 

Such  mining  has  been  a  long-held  marketing  dream,  and  pulling  it  off  would  be  a  veryl 
deal.  But  News  Corp.  Chief  Executive  Rupert  Murdoch  has  a  more  urgent  goal  in  mind:  Help 
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sell  more  advertising,  at  higher  rates,  and  in  the  process  turn 
MySpace  and  the  rest  of  his  Internet  portfolio  from  a  novelty 
into  a  cornerstone  of  his  company.  That  heavy  construction 
falls  to  Peter  Levinsohn,  president  of  Fox  Interactive  Media 
(FIM),  and  the  founders  of  MySpace,  Chris  DeWolfe  and  Tom 
Anderson. 

In  2005  Murdoch  unleashed  a  geyser  of  cash  into  the 
Internet  business,  spending  $1.3  billion  or  so  on  a  handful  of 
Web  sites,  most  notably  MySpace.  Those  deals  seem  prescient 
now:  Rather  than  the  digital  ephemera  that  skeptics  had  pre- 
dicted, MySpace  has  proven  itself,  growing  from  20  million 
users  to  105  million.  Monthly  traffic  has  exploded  from  21 
million  visitors  to  55  million  in  the  U.S.,  says  Nielsen  NetRat- 
ings, monthly  revenue  from  $2  million  to  $28  million.  Mur- 
dochs rivals  have  validated  the  purchases  by  rushing  to  make 
their  own  big  Web  deals.  Search  advertising  giant  Google  did 
the  same  last  summer  by  guaranteeing  him  $900  million  over 
three  years  for  access  to  his  Web  properties. 

Yet  weeks  after  Google  offered  Murdoch  a  hand,  it  threw 
down  a  gaundet:  It  casually  dropped  $1.65  billion  on  YouTube, 
the  booming  video  site  that  grew  up  in  MySpaces  back  yard 


and  became  a  competitor  in  the  process.  "Wed  just  formed  a 
partnership  with  them,  and  there  they  are  going  to  form  a 
social  network,  which  they  denied — 'Oh,  no,  no,"'  recalls  Mur- 
doch, still  trim  and  spry  at  75.  "So  my  reaction  was  to  go  to  FIM 
and  improve  our  site  and  make  it  better  than  theirs." 

Not  so  easy,  that.  Murdoch  paid  $650  million,  even  more 
than  MySpace,  for  IGN,  a  collection  of  Web  sites  aimed  at  the 
electronic  lad-mag  set.  It  has  underperformed;  the  number  of 
unique  visitors  has  grown  a  flaccid  21%  over  the  last  14  months. 
In  the  race  to  exploit  the  Internet  before  it  ravages  his  media 
empire,  Murdoch  and  his  lieutenant,  Chief  Operating  Officer 
Peter  Chernin,  have  moved  faster  than  their  competitors — which 
also  makes  it  easy  to  stumble.  That  is  perhaps  the  reason  they 
have  shuffled  two  of  three  senior  Web  management  jobs  in  the 
past  three  months.  "There'  is  a  huge  amount  of  work  to  be  done," 
Murdoch  acknowledges.  "We  are  at  the  beginning  of  a  great  tran- 
sition." The  company  he  bequeaths  to  his  successor  will  hardly 
resemble  the  News  Ltd.  Murdoch  inherited  in  1953. 

Bailing  out  of  the  U.S.  TV  satellite  business  just  before 
Christmas  is  one  omen  of  change.  News  Corp.  remains,  more 
than  ever,  a  content  provider  at  a  time  when  its  unclear  what 
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the  value  of  content  is,  much  less  how 
to  distribute  it.  DVD  sales  are  slowing. 
Are  movies  worth  more  in  a  YouTube 
setting?  Do  you  want  Steve  Jobs  to 
become  your  content  reseller?  For 
News  Corp.,  as  it  is  for  every  media 


REINVENTING  NEWS  CORP.  AGAIN:  MURDOCH. 


company,  the  Internet  is  an  opportunity 
to  make  more  money  selling  films, 
news,  TV  shows — or  not. 

Right  now  Murdochs  Internet  oper- 
ations don't  even  rate  a  separate  line 
item  on  News  Corp.'s  P&L.  They're 
lumped,  along  with  billboard  advertis- 
ing and  a  rugby  league,  in  a  category 
called  "other."  Citigroup  analyst  Jason 
Bazinet  figures  the  company's  Internet 
group  generated  revenue  of  $185  mil- 
lion in  its  2006  fiscal  year,  ended  June 
30.  Chernin  says  that  his  Internet  oper- 
ations will  break  even  on  $500  million 
in  revenue  in  the  June  2007  year. 

That's  still  a  fiscal  nonevent  for  a 
company  that  earned  $3.6  billion  on 
$25.6  billion  in  revenue  over  the  last  12 
months.  News  Corp.'s  shares  have 
enjoyed  a  41%  run  in  the  past  year  in 
large  part  because  of  the  glow  surround- 
ing MySpace.  But  today  the  company  is 
predominantly  a  hodgepodge  of  old- 
line  media  properties.  The  newspaper 
division,  where  Murdoch  got  his  start 
running  the  family  business  in  Aus- 
tralia, is  battling  the  same  advertising  erosion  as  the  rest  of  the 
industry,  yet  will  make  $500  million  in  earnings  (before  inter- 
est and  taxes)  on  $4  billion  in  revenue  this  fiscal  year.  News 
Corp's  Fox  broadcast  network  (this  magazine  has  a  contractual 
relationship  with  the  Fox  News  cable  network  to  jointly  pro- 
duce the  show  Forbes  on  Fox)  and  movie  studios  remain  capri- 
cious, hit-driven  businesses  that  do  well  when  they  guess  right. 
A  second  Ice  Age  movie  and  a  third  X-Men,  along  with  some 
nonsequel  hits  like  The  Devil  Wears  Prada,  took  in  $3.6  billion 
at  theaters  last  year.  But  misses  hurt:  Bereft  of  a  new  hit,  Fox 
slipped  to  fourth  place  last  fall,  though  it  is  likely  to  rebound 
this  spring  with  another  installment  of  American  Idol. 

Murdoch  has  been  let  down  by  the  promise  of  the  Web 
before.  Late  to  the  game,  he  earmarked  a  reported  $2.3  billion 
to  put  into  Web  properties — much  of  that  was  committed  but 
never  spent — in  the  late  1990s  and  let  younger  son  James,  now 
34,  tinker  with  Web  sites  for  Fox  News,  Fox  Sports  and  TV 
Guide.  He  also  led  an  effort  to  buy  PointCast,  a  once-sizzling 
outfit  that  let  users  customize  news;  the  deal  never  went 
through.  Today  the  best  anyone  can  say  about  that  venture  is 


peers.  Recall,  if  you  can,  Disney's  Go.com  or  Time  Warners 
Pathfinder,  which  lost  unspecified  gobs  of  money. 

But  in  late  2004  Murdoch  and  Chernin,  watching  the  res- 
urrection of  Yahoo,  the  rise  of  Google  and  the  shift  of  ad  dol- 
lars to  the  Web,  jumped  back  in.  The  best  way  to  access  the 
power  of  the  Internet,  they  decided,  was  by  inserting  yourself 
where  users  already  congregate.  They  were  heavily  influenced 
by  the  success  of  FoxSports,  a  once  unexceptional  Web  site, 
after  it  cut  a  deal  for  prominent  placement  on  Microsoft's  MSN 
network — and  then  saw  traffic  leap  from  2.2  million  to  10.4 
million  visitors  per  month.  The  two  asked  a  group  led  by 
FoxSports  manager  Ross  Levinsohn  to  round  up  a  list  of  Web 
properties  likely  to  be  available.  He  came  back  with  three  tar- 
gets: MySpace,  then  owned  by  a  marketing  outfit  called  Inter- 
mix; IGN;  and  a  site  Chernin  won't  identify. 

MySpace,  of  course,  has  continued  to  expand  at  an  aston- 
ishing pace.  While  older  people,  35  and  up,  are  starting  to 
come  to  the  site,  its  motley  appeal  remains  stubbornly  oblique 
to  most  anyone  over  25.  But  that's  the  point:  Your  kids  don't 
want  you  hanging  out  with  them  anyway.  And  though  main- 
stream marketers  hesitated  to  join  the  site,  they  are  starting  to 
step  into  it.  Burger  King,  Adidas  and  Walt  Disney,  for  instance, 
have  all  launched  campaigns  through  MySpace.  Any  misgiv- 
ings they  may  have  had  about  sexual  predators  on  the  site 
seem  to  have  been  allayed  after  MySpace  responded  to  con- 
cerns by,  among  other  things,  hiring  a  "safety  czar."  The  site  is 
introducing  spyware  that  lets  parents  know  of  any  changes 
their  kids  make  to  their  ages  and  names. 

But  MySpace  is  still  not  a  magnet  for  most  of  the  dollars  mar- 
keters spend  on  kids.  Though  pundits  have  written  off  old  media, 


that  Murdoch  perhaps  poured  less  down  the  sinkhole  than  his 


TheirSpace 


MySpace  is  the  world's  most  popular  online  social  network,  but  it  has 
plenty  of  competition,  especially  outside  the  U.S.  —Rachel  Rosmarin 

BEBO  HEADQUARTERED  IN:  SAN  FRANCISCO 
USERS:  30  MILLION  BIG  IN:  THE  U.K. 

THE  TOP  SOCIAL  NETWORKING  SITE  IN  THE  U.K.,  IRELAND  AND  N.Z. 

PICZO  HEADQUARTERED  IN:  SAN  FRANCISCO 
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ORKUT   HEADQUARTERED  IN:  MOUNTAIN  VIEW,  CALIF. 
USERS:  39  MILLION  BIG  IN:  BRAZIL 
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ho  takes  over  when  Rupert  Murdoch 
?ps  down?  News  Corp.'s  chairman 
iists  his  board  of  directors  will  decide 
e  mighty  question.  That  would  be 
edible  if  the  media  giant  had  a  feisty 
[and  independent-minded  board.  But  7 
of  15  members  either  work  for  Mur- 
doch or  have  strong  ties  to  the  com- 
pany. "If  you  think  the  board  is  going 
[to  go  into  another  room,  a  la  Harry 
I Potter,  stir  up  the  cauldron  and  pull  out 
a  name  that  doesn't  end  in  'd-o-c-h,' 
jyou're  dreaming,"  scoffs  Nell  Minow, 
Icofounder  of  the  Corporate  Library,  the 
I  corporate-governance  scold. 


That  would  rule  out  Peter  Chernin, 
55,  News  Corp.'s  president  and  a  Wall 
Street  favorite.  Which  scion  then? 
Lachlan  Murdoch  once  had  the  inside 
track  as  dad's  deputy  chief  operating 
officer— before  his  sudden  exit  a  year- 
and-a-half  ago.  Since  then  he's  made  a 
few  small  investments  in  media  com- 
panies. A  dark  horse.  Which  leaves 
younger  brother  James.  A  Harvard 
dropout,  he  runs  BSkyB,  the  British 
satellite  broadcaster  in  which  News 
Corp.  has  a  minority  stake.  He's  also 
dabbled  in  the  Internet  and  in  the 
record  business.       —Mary  Ellen  Egan 


advertisers  are  still  there,  says  eMarketer,  putting  $283  billion  into 
traditional  U.S.  channels.  Roughly  40%  of  the  $16.4  billion  they 
shelled  out  last  year  on  Internet  advertising  went  to  search  ads — 
much  of  it  to  Google.  At  the  highest  end,  advertising  sells  for 
roughly  the  same  price:  Approximately  $500,000  will 
get  you  the  same  20  million  or  so  eyeballs  on  Yahoos 
home  page  as  it  will  for  Fox's  24,  says  Jeff  Lanctot, 
a  vice  president  at  Avenue  A-Razorfish.  But  most 
sites,  including  MySpace,  get  less  than  that  2.5  cents 
an  eyeball. 

Meanwhile  IGN  hasn't  flourished.  The  unit,  a 
grab  bag  of  sites  on  such  topics  as  videogames, 
girls  and  movies,  is  aimed  at  the  young  men  who 
have  stopped  watching  traditional  television. 
Chernin  says  the  company  expected  the  site's 
numbers  to  dip  as  gamers  stopped  buying  titles 
for  their  Xboxes  and  Sony  PlayStation  2s,  while 
saving  up  for  the  next  generation  of  machines. 

Low  expectations  or  no,  there  were  changes  in 
the  corner  offices.  In  November  Mark  Jung— who 


ran  IGN  prior  to  News  Corp's  purchase  and  had 
taken  the  number  two  slot  in  Fox  Interactive  Media, 
the  new  unit  formed  to  hold  Murdoch's  Web  prop- 
erties—abruptly left.  Later  that  month  his  boss,  Ross 
Levinsohn,  who  had  been  lionized  for  finding  My- 
Space, was  out  as  well.  He  has  been  replaced  by  his 
cousin  Peter  Levinsohn,  who  oversaw  the  digital 
media  business  for  Fox's  TV  and  movie  studios.  Both 
Ross  Levinsohn  and  his  former  employers  describe 
the  split  as  amicable. 

Whatever  the  cause,  it  is  clear  that  Murdoch 
and  Chernin  have  now  invested  a  great  deal  of  the 
company's  future  in  DeWolfe  and  Anderson,  who 
still  run  MySpace.  They  do  so  from  the  second 


floor  of  Fox  Interactive's  glass-and-steel  com- 
plex in  Beverly  Hills.  Their  goal  is  to  keep 
adding  features  and  products  that  will  keep 
their  users  on  the  site.  Very  few  of  these  add- 
ons are  meant  to  bring  in  substantial  revenue; 
a  scheme  to  sell  individual  songs  from 
unsigned  musicians  who  flock  to  the  site  will 
make  them  pennies  per  track,  at  best. 

But  they  are  also  casting  a  more  avari- 
cious eye  on  the  traffic  that  radiates  out 
from  MySpace  to  the  rest  of  the  Web.  Part 
of  the  site's  appeal  is  that  users  can  slap  just 
about  anything  they  want  up  on  their  indi- 
vidual pages,  notably  including  "widgets" — 
miniprograms  that  dress  up  the  page  by 
importing  photos,  videos  and  other  doohick- 
eys onto  the  site.  The  widgets  are  offered  up 
gratis  by  companies  that  expect  a  user  even- 
tually to  visit  their  sites  in  order  to  tinker  with 
the  programs  and  look  at  more  of  the  same.  There  is  an  entire 
economy  of  widgetmakers,  and  most  of  them  are  small,  with 
some  significant  exceptions:  YouTube  was  first  adopted  by 
MySpace  members,  who  used  the  site's  software  to  post  videos 
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Show  Us  the  Money 


MySpace  draws  an  enormous  crowd  but 
not  huge  ad  dollars.  To  date  it  has  relied 
on  a  couple  of  moneymaking  strategies. 
It  hands  over  much  of  its  huge  inventory 
af  page  views  to  resellers,  who  stock  the 
site  with  low-cost  come-ons  for  cosmetics, 
other  Web  sites  and  whatnot.  That  could 
be  worth  $150  million  a  year,  maybe 
more  now  that  MySpace  is  working  with 
Google,  which  is  really  good  at  this  stuff. 
MySpace  also  lets  brand  owners  create 
profile  pages:  Burger  King's  mascot,  "The 
King,"  for  instance,  purports  to  be  a  52- 
/ear-old  from  Miami.  But  that  gimmick 


only  works  for  a  limited  number  of 
advertisers. 

Enter  a  plan  the  MySpace  ad  group 
has  been  working  since  last  summer,  its 
own  version  of  behavioral  targeting.  The 
idea  is  to  sift  through  the  site's  150  million 
or  so  profiles  and  cull  all  the  personal  info 
users  have  voluntarily  entered— not  just 
their  age  and  gender  but  what  they  like 
and  what  they  don't.  Then  the  company 
wants  to  serve  up  its  users  to  relevant 
advertisers.  Yahoo  and  others  do  some  of 
this  already,  but  MySpace's  dedicated 
members,  and  the  wealth  of  data  they 


offer  about  themselves,  make  the  project 
a  huge  opportunity.  DaimlerChrysler's  Jeep 
already  has  its  own  My5pace  page.  But 
wouldn't  the  carmaker  pay  more  for  ac- 
cess to  outdoors-loving,  adventuresome 
young  men?  "If  we  do  this  right,  it's  going 
to  significantly  change  our  fortunes,"  says 
Michael  Barrett,  who  became  News  Corp.'s 
chief  online  ad  salesman  last  June.  "It  can 
turn  what  would  be  a  5-cent  or  10-cent 
page  into  a  $5  or  $10  page." 

Barrett,  an  AOL  and  Yahoo  vet,  says 
he  has  solved  the  technical  challenges  of 
scraping  information  from  user  pages  but 
is  still  figuring  out  how  to  sort  the  data 
for  marketers.  That  should  be  solved  by 
this  summer,  he  predicts.  — P.K. 


on  their  profiles.  News  Corp.  has  long  maintained  that  it 
helped  fuel  YouTube's  rocket  ride  from  obscurity  to  a  sale  to 
Google  last  year. 

Murdoch  and  Chernin  would  very  much  like  to  own  the 
next  YouTube,  but  they  are  unlikely  to  be  able  to  buy  it.  In  this 
phase  of  Bubble  2.0  there  are  no  under-the-radar  Web  sites 
and,  as  Murdoch  ruefully  acknowledges,  Google,  armed  with 
its  $500  shares  and  a  $10.4  billion  cash  hoard,  can  afford  to  buy 
anything  it  wants.  Last  year  News  Corp.  looked  at  YouTube 
when  its  owners  were  shopping  it  for  a  sum  that  Chernin  says 
was  well  below  what  Google  eventually  paid.  Even  then,  he 
says,  "We  couldn't  get  our  arms  around  the  price." 

So  News  Corp.  will  try  to  concoct  the  next  YouTube  on  its 
own,  via  an  in-house  R&D  group.  "I  think  we  should  be  striv- 
ing to  create  as  many  businesses  ourselves  as  we  can,"  says 
Chernin.  But  his  staff  is  unlikely  to  corner  the  market  on  Inter- 
net creativity.  And  though  Murdoch,  Chernin  and  all  their 
employees  insist  that  they'll  never  tell  MySpace  users  what  they 
can  do  with  their  pages,  the  company  has  been  exerting  some 
control.  It  already  patrols  for  porn  and  will  take  down  copy- 
right violations,  if  asked.  In  a  move  it  claims  improves  the  site's 
security,  Fox  Interactive  last  year  pushed  Adobe  to  incorporate 
a  new  feature  into  its  Flash  media  software  that  made  it  harder 
for  widgetmakers  to  direct  traffic  off  the  site. 

Too  late,  to  some  extent.  That's  how  YouTube  began  life,  as 
a  MySpace  add-on,  sucking  millions  of  visitors  away.  Now 
YouTube  is  a  competing  social  network  and  a  purveyor  of  video. 
At  this  point,  does  Murdoch  cut  a  deal  with  Google,  providing 
content  to  YouTube  in  exchange  for  a  cut  of  ad  revenue — or  put 
together  his  own  video  consortium  with  the  likes  of  NBC  or  Vi- 
acom? News  Corp.  is  chewing  over  both  options. 

So  much  for  short- version  video.  There's  still  the  question 
of  the  best  ways  to  showcase  feature  films  and  TV  shows.  Fox 
has  experimented  with  airing  some  episodes  of,  say,  Prison  Break, 
on  MySpace.  But  it  hasn't  decided  what  to  do  with  its  movies. 
Unlike  Disney  and  Paramount,  News  Corp.  has  not  agreed  to 
sell  them  via  Apples  iTunes.  "We're  being  a  bit  choosy'  Mur- 


doch deadpans.  That  means  no  Borat  on  your  iPod  until  Steve 
Jobs  agrees  to  pay  more  than  what  he's  giving  Disney.  "We're  say- 
ing to  Mr.  Jobs,  'We  don't  know  what  you  intend  to  sell  our  movies 
at,  but  this  is  what  we're  selling  them  at.'" 

Murdoch  could  conceivably  open  his  own  store.  With  IGN 
comes  Direct2Drive,  software  compression  technology 
designed  to  move  big  videogame  files  across  the  Internet.  It 
can  also  transmit  two-hour  feature  films. 

Like  his  competitors,  Chernin  is  war-gaming  what  cell 
phones  can  do  for  News  Corp.  Last  year  he  bought  Jamba,  a 
mobile  content  publisher,  for  $188  million.  The  company  will 
get  a  sliver  of  sales  every  time  someone  downloads  a  ringtone 
or  a  game  like  Sudoku  Unlimited.  In  December  Chernin 
launched  a  mobile  version  of  MySpace  with  AT&T's  Cingular 
and  bagged  70,000-plus  sign-ups  within  first  two  weeks.  He 
will  share  the  $3  monthly  fee  with  the  wireless  phone  com- 
pany. Expect  more  deals  with  other  big  U.S.  carriers  this  year, 
and  with  European  giant  Vodafone. 

Leaning  far  into  cyberspace,  Murdoch  still  has  one  foot 
solidly  planted  in  old-world  properties.  His  newspapers  make 
tons  of  money.  He  concedes  there  are  pieces  of  the  Tribune  Co. 
he'd  like  to  own,  more  likely  Newsday  than  the  Los  Angeles 
Times — at  a  fire  sale  price,  of  course.  Dow  Jones?  Yes,  but  the 
Bancroft  family,  Murdoch  believes,  isn't  prepared  to  sell.  Maybe 
in  "5, 10, 20  years,"  he  muses.  "But  I  won't  be  here." 

Who  will  be  there  to  run  the  company  is  a  subject  of  end- 
less speculation.  Murdoch  has  often  said  that  he  thinks 
Chernin  is  doing  a  great  job  (and  pulling  in  $29  million, 
including  bonus,  a  year)  but  has  hinted  he  would  like  to  have 
one  of  his  progeny  take  over.  The  sale  of  DirecTV  to  John  Mal- 
one  gives  the  family  effective  control  at  38%  of  News  Corp. 
and  clears  the  way  for  James,  now  running  the  European  satel- 
lite venture,  BSkyB,  to  step  in  one  day.  Murdoch's  other  son, 
35-year-old  Lachlan,  left  in  a  huff  in  2005.  His  children  with 
his  third  wife,  Wendi  Deng,  are  ages  5  and  3. 

When  asked  to  handicap  the  succession  race,  Murdoch 
shuts  down.  "No,"  he  says.  "That  will  be  up  to  the  directors."  F 
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Wherever  in  the  world  you  compete, 


T/J  Technologies  found 

a  positive  charge  in  Michigan 

and  recharged  an  industry. 


When  T/J  Technologies  set  out  to  develop  better 
battery  materials,  they  ended  up  teaming  with 
A1 23  Systems  to  recharge  an  industry.  Thanks  to 
their  developments,  lithium-ion  batteries  have  more 
power.  They  are  safer  and  last  longer.  They  charge 
faster.  This  revolutionary  technology  will  lead  to 
new  applications  from  defense  and  aerospace  to 
professional  and  home  use. 

The  team  at  T/J  technologies  wouldn't  have  done 
this  anywhere  other  than  Ann  Arbor,  Michigan. 
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technology  cluster  and  down-the-street  access 
to  Michigan's  top  universities.  Thanks  to  the 
Michigan  Economic  Development  Corporation, 
businesses  that  come  here  find  success. 

Your  success  is  no  exception.  In  Michigan,  you 
could  tiave  access  to  a  $2  billion  21  st  Century  Jobs 
Fund.  PLUS,  Michigan  is  home  to  an  experienced, 
tech-savvy  workforce  and  world-renowned  research 
universities.  In  fact,  we're  ranked  #2  among  all 
states  for  patents  awarded  to  public  universities. 
Technology  clusters,  economic  incentives,  capital 
funding  sources... the  list  goes  on. 

So,  if  you're  looking  to  power  your  success, 
look  no  farther.  Because  wherever  in  the  world 
you  compete,  Michigan  can  give  you  the  upper 
hand.  Let  the  Michigan  Economic  Development 
Corporation  show  you  how.  Call  800  878  7722 
or  click  on  Michigan.org. 


Maria  Thompson,  President  &  CEO 


MICHIGAN 

ECONOMIC  DEVELOPMENT  CORPORATION 

THE  UPPER  HAND 


Insights 


Peter  Huber 


has  had  to  develop  a  large,  arcane  set  of  rules  to  define  "affili- 
ated" enterprises. 

If  Google  signs  up  with  Akamai  and  Yahoo  doesn't,  Google's 
answer  lights  up  your  screen  quite  a  lot  faster.  And  Google  sees  to 
it  that  the  very  first  thing  delivered  to  your  screen  is  a  pitch  for  the 
company  that  paid  Google  to  pay  for  the  better-than-neutral  access 
to  your  eyeball.  The  net  neutrality  law  won't  block  any  of  this. 

So  what  will  it  block?  Now,  at  last,  we're  getting  close  to  where 
the  lawyers  will  frolic.  What  the  neutralizers  are  after  is  what  they 
call  "last  mile"  and  "end  user"  neutrality.  But  that  only  raises  two 
further  questions:  How  long  is  a  mile,  and  where  does  it  end? 


THE  INEGAUTARIAN  WEB 


THE  NEW  CONGRESS  IS  DETERMINED  TO  ENACT  A 
"net  neutrality"  bill.  Nobody  yet  knows  what  those  two 
words  mean.  The  new  law  won't  provide  any  intelligi- 
ble answer,  either.  It  will,  however,  put  a  real  drag  on 
new  capital  investment  in  faster  digital  pipes  by  mak- 
ing it  illegal  for  many  big  companies  to  help  pay  for  them,  while 
leaving  everyone  guessing  about  the  details  for  years.  That  last  bit 
is  great  news  for  all  the  telecom  lawyers  (like  me)  who  get  paid 
far  too  much  to  make  sense  out  of  idiotic  new  laws  like  this  one. 

The  law,  we  are  told,  will  just  make  sure  that  the  likes  of 
Verizon  and  Comcast  will  continue  to  treat  everyone's  Internet 
traffic  the  same — Google's,  Yahoo's,  yours,  mine.  And  we  need  this 
law  because  those  phone  and  cable  companies  have  such  an  iron 
grip  on  the  wires  that  without  the  law  they  control  all  the  content, 
too.  A  simple  two-word  law  is  all  we  really  need — an  equal  rights 
amendment  for  bits. 

It  will  be  a  2  million-word  law  by  the  time  Congress,  the  Fed- 
eral Communications  Commission  and  the  courts  are  done  with 
it.  Grand  principles  always  end  up  as  spaghetti  in  this  industry, 
because  they  aim  to  regulate  networks  that  are  far  more  compli- 
cated than  anything  you  have  ever  seen  heaped  up  beside  an 
amusing  little  glass  of  chianti. 

The  network  that's  lighting  your  screen  today  isn't  neutral  at 
all.  Google,  Amazon,  Citicorp— all  pay  a  privately  negotiated  price 
for  better  connections  from  their  huge  banks  of  servers  to  the 
Internet.  What  they  get  are  fast  connections  from  their  premises — 
and  for  just  their  content — to  one  of  the  several  dozen  "network 
access  points"  that  channel  data  into  the  Internet's  sprawling, 
ultrahigh-speed  backbone. 

Then  they  buy  still  more  speed— for  their  content  and  no 
one  else's— from  companies  like  Akamai.  Akamai  provides 
neutrality-busting  service.  The  company  has  deployed  a  global 
array  of  servers  that  cache  content  supplied  by  its  customers  so 
that  it's  sitting  out  there  when  it's  needed,  much  closer  to  the 
people  who  need  it.  Akamai  can  push  its  strategy  a  long  way  by 
cuddling  up  close  to,  say,  Comcast  or  Verizon.  The  net 
neutralizers  may  regulate  some  of  that,  but  nobody  yet 
knows  how  much.  In  other  analogous  contexts,  the  FCC 


Neutral?  Akamai 
isn't  neutral. 
It  delivers  high 
speed  only  to 
the  content 
providers  that  pay 
for  high  speed. 


The  proposed  law 
would  block  any  Akamai- 
like technology  embedded 
in  the  very  last  switch,  the 
last  stretch  of  wire  that 
links  the  Net  to  digital 
midgets  like  you  and  me. 
That  would  be  any  technol- 
ogy that — for  a  fee — caches 
content  or  provides  priority 
routing  to  speed  through- 
put. But  the  ban  on  the  fee 
would  apply  only  if  two 
legal  conditions  are  met.  First,  the  hardware  or  software  that  gives 
preference  to  some  bits  over  others  would  have  to  be  situated  close 
to  us  midgets.  Second,  the  fee  would  be  banned  only  if  it  was  going 
to  be  charged  to  someone  quite  far  away.  Exactly  how  close  and 
how  far,  no  one  knows.  Give  us  five  or  ten  years  at  the  FCC  and  in 
the  courts  and  we  lawyers  will  find  out  for  you. 

Do  you  follow  the  arcane  distinctions  here?  It  would  be  quite  legal 
for  Comcast  to  charge  you  extra  for  a  higher-speed  connection  to 
everyone  or  even  just  one  provider  of  your  choice — it  does  now — 
but  illegal  for  Comcast  to  strike  a  deal  with  Google  to  chip  in. 

What  irony  that  Google  and  other  content  providers  are  beg- 
ging Congress  to  protect  them  from  Comcast,  Verizon  and  AT&T. 
Not  long  ago  Google  successfully  bid  to  deploy  a  municipal  Wi-Fi 
service  for  the  city  of  San  Francisco.  As  one  part  of  that  proposal,  it 
promised  to  offer  a  free  tier  of  wireless  access  to  all.  Free  means 
paid  for  by  advertisers,  whose  pitches  will  be  the  first  thing  you  see 
whenever  you  log  on  to  San  Francisco's  Google-neutral  network 
The  whole  free  broadcast  network — radio  and  television — was 
built  this  way.  But  the  net  neutrality  law  would  oudaw  any  compa- 
rable arrangement  on  the  Net.  It  would  be  verboten,  that  is,  for 
content  providers  to  share  the  cost  of  running  digital  connections 
to  the  customers  they  most  want  to  reach.  F 


Forbes 


Peter  Huber  is  a  senior  fellow  of  the  Manhattan  Institute  and 
coauthor  of  The  Bottomless  Well  (Basic  Books,  January  2005). 
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whampoa  Limited  (HWL)  handled  in  2005.  The  group  is  one  of  the  world's  leading  port  operators, 
owning  and  operating  251  berths  in  43  ports  across  the  globe,  and  leading  the  international  effort 
to  keep  those  ports  safe  and  secure.  Port  operations,  however,  are  just  part  of  a  bigger  picture.  HWL 
is  a  multinational  conglomerate  based  in  Hong  Kong  with  shareholders  all  over  the  world,  in  addition 
to  ports,  the  group  has  major  interests  in  property  and  hotels;  telecommunications;  retail;  energy, 
infrastructure,  investments  and  others,  spanning  54  countries  with  over  220,000  employees,  HWL's 
global  reach  is  built  on  a  solid  financial  foundation,  independent  surveys  regularly  rank  HWL  among 
the  premier  regional  investment  grade  names  in  the  global  credit  market.  To  learn  more  about  HWL, 
please  visit  www.hutchison-whampoa.com 


(jjWl)  Hutchison  Whampoa  Limited 


SHAWQI  OMAR  HAS  BEEN  COOL- 
ing  his  heels  in  a  U.S.  military  brig 
in  Iraq  since  he  was  arrested  in 
Baghdad  in  October  2004.  The 
44-year-old  Kuwaiti  native  with 
American  and  Jordanian  citizenship  was 
charged,  along  with  the  late  terrorist  and 
leader  of  al  Qaeda  in  Iraq,  Abu  Musab  al- 
Zarqawi,  with  plotting  an  aborted  chemical 
attack  on  the  Jordanian  intelligence  agency. 


The  FBI  has  also  taken  an  interest:  Five  of 
Omar's  relatives  have  been  charged  with  using 
U.S.  shell  companies  in  Utah  and  California 
to  commit  bank  fraud  and  money  launder- 
ing and  possibly  to  fund  terrorist  activities 
in  the  Middle  East.  One  defendant  has 
copped  a  plea  to  accusations  of  fraud  and 
money  laundering  and  awaits  sentencing; 
three  others  have  pleaded  not  guilty,  and  one 
was  dismissed  for  medical  reasons.  "The  fact 


Shell  Games 

With  no  federal  oversight  the  states  are  helping 
shelter  crooks,  money  launderers  and,  possibly, 
terrorists  |  By  Elizabeth  MacDonald 


to 


that  US.  shell  corporations  can  be  used  to 
commit  criminal  activity  is  increasingly  a 
major  weakness  in  our  system,"  says  Gregory 
Bretzing,  supervisor  of  the  FBI's  joint  terror- 
ism task  force  in  Salt  Lake  City. 

Once  ideal  vehicles  for  tax  evasion,  shell 
companies — that  is,  corporations  with  no  op- 
erations, no  employees  and  no  physical  as- 
sets— have  lately  become  shelters  for  far  more 
nefarious  criminal  activities,  says  Stuart 
Nash,  an  associate  deputy  attorney 
general  at  the  Justice  Department. 
Crooks  benefit  in  several  ways.  A 
U.S.  company  address  lends  cred- 
ibility in  global  trade  and  painless 
access  to  American  bank  accounts. 
And  thanks  to  loose  laws  of  incor- 
poration in  many  states,  it's  easy  for 
offenders  to  remain  anonymous — 
and  to  elude  the  authorities. 
Unlike  publicly  held  companies, 
private  entities  are  not  obliged  to 
reveal  ownership.  And  without 
such  information  the  police  come 
to  a  dead  end,  unless  they  can  tease 
the  information  they  need  out  of 
bank  records. 

How  widespread  is  the  prob- 
lem? No  one  really  knows  for  sure 
because  the  states  "have  no  idea 
who  is  behind  the  companies  they 
have  incorporated,"  says  Senator 
Carl  Levin  (D-Mich.),  who  is  try- 
ing to  force  the  states  to  insist  on 
greater  transparency.  "The  United 
States  should  never  be  the  situs  of 
choice  for  international  crime,  but 
that  is  exactly  what  the  lax  regula- 
tory regimes  in  some  of  our  states 
are  inviting."  The  Financial  Crimes 
Enforcement  Network,  the  U.S. 
Treasury  bureau  investigating 
money  laundering,  says  roughly 
$14  billion  worth  of  suspicious 
transactions  involving  private  U.S. 
shells  and  overseas  bank  accounts 
came  in  from  banks  from  2004  to 
2005,  the  latest  Treasury  data  avail- 
able. That's  up  from  $4  billion  for 
the  long  stretch  between  April  1996 
and  January  2004.  Now,  estimates 
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DUR  INDISPENSIBLE 
UIDETO  BUILDING 
rEALTH  IN  THE 
OCK  MARKET! 


listicated  investor  or  serious  beginner ... 
pulator  or  buy-and-hold  investor ...  you  will 
jfit  from  this  latest  edition  of  the  famous 

RBES  STOCK  MARKET  COURSE. 

easy-to-read  common  sense  guide  is  for 
wanting  to  be  a  knowledgeable  investor. 


In  a  challenging  and  volatile  marketplace  where  investors  match 
wits  every  day  ...  and  where  fortunes  are  made  and  lost ...  this 
latest  edition  of  the  FORBES  STOCK  MARKET  COURSE  will  give  you 
information  and  background  you  must  have  to  navigate  your  way 
to  profits  ...  achieve  financial  success. 

To  reach  that  goal,  you  must  have  a  thorough  understanding  of  the 
wide  variety  of  investment  vehicles  now  available  to  individuals  ... 
you  must  be  aware  of  the  investing  process  and  of  the  risks  and 
rewards  inherent  in  whatever  investment  path  you  choose  to  follow 
...know  how  to  interpret  and  understand  the  increasing  complexities 
of  financial  statements  and  investment  products  now  available. 

You  will  find  yourself  referring  over  and  over  again  to  the  information 
packed  into  each  of  the  1 3  sections  of  this  updated  new  edition. 

You  will  get  a  better  understanding  of  everything  from: 

•  Building  Capital  to  Tax-Favored  Investment  Strategies 
Fundamental  and  Technical  Analysis  to  Financial  Statements 

•  Derivatives  to  the  Futures  Market  and  Hedging 

•  Treasuries  to  Mutual  Funds 

Once  you  dip  into  its  pages,  you'll  wonder  how  you  ever  got  along 
without  this  treasury  of  vital  information.  And,  while  you  are  placing 
an  order  for  yourself,  please  remember  the  FORBES  STOCK  MARKET 
COURSE  is  a  marvelous  gift  for  both  new  and  experienced  investors 

...  an  endless  source  of  wisdom  and  information  for  professionals  and 
small  investors  alike. 

For  FORBES  readers  only  ...a  Special  Offer! 
As  a  reader  of  Forbes  Magazine  you  are  invited  to  take 
advantage  of  a  special  price  of  just  $99.95  . . .  save  $50  off 
the  regular  $149.95  price.  (Order  now  and  we  will  waive  the 
shipping  and  handling  charge!)  Please  note  this  is  a  limited  time 
offer  so  mail  your  risk-free  order  today. 


For  your  copy  of  the  course,  please  order  online  at 

www,  forbesstockmarketcourse.  com. 
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How 
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best 
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year's  IRA? 


'the  FBI,  anonymously  held  U.S.  shell  com- 
panies have  laundered  $36  billion  to  date  just 
from  the  former  Soviet  Union. 

.State  governments  provide  plenty  of 
cover  for  bad  guys.  Every  year  they  incor- 
porate 1.9  million  or  so  private  companies, 
but  no  state  verifies  or  records  the  identities 
of  owners,  much  less  screens  ownership 
information  against  criminal  watch  lists, 
according  to  a  study  by  the  Government 
Accountability  Office.  "You  have  to  supply 
more  information  to  get  a  drivers  license  than 
you  do  to  form  one  of  these  nonpublicly 
traded  corporations,"  says  Senator  Levin. 

In  many  cases  the  documents  of  incor- 
poration require  only  a  company  name,  an 
address  where  official  notices  can  be  sent  and 
the  names  and  signatures  of  folks 
handling  the  paperwork — not  of 
the  owner  or  controlling  share- 
holder. You  can  submit  the  forms 
in  person,  by  mail  or,  increasingly, 
via  the  Web  in  a  process  that  takes 
from  5  minutes  to  60  days,  de- 
pending on  the  state.  The  median 
fee  is  $95.  A  network  of  registra- 
tion agents  here  and  abroad  help 
set  up  a  vast  number  of  shells  each 
year.  Once  the  minimal  work  is 
complete,  the  corporation,  a  per- 
fectly legal  entity,  can  conduct  business  and, 
in  many  cases,  open  a  bank  account. 

Why  doesn't  Delaware  crack  down  on 
anonymous  incorporation?  It  would  be  a 
futile  gesture;  the  crooks  would  just  take 
their  business  to  Nevada.  Also  note  that 
chartering  out-of-state  corporations  is  a  big 
industry  in  an  itty-bitty  state,  which 
brought  in  $4.6  million  a  year  in  franchise 
fees  in  2005  and  kept  many  a  lawyer  occu- 
pied in  Wilmington.  Richard  Geisenberger, 
Delaware's  assistant  secretary  of  state,  says 
investigating  the  owners  of  new  corpora- 
tions would  be  untenable.  "Costs  are 
tremendous,  and  benefits  are  likely  to  be 
illusory''  he  says.  "Crooks  will  give  you  false 
information  absent  a  verification  system." 
Then  there's  a  "principle"  at  stake.  "Consen- 
sus is  that  having  disclosure  of  all  of  the 
shareholders  would  violate  privacy  and  be  a 
major  burden  to  the  state's  resource  alloca- 
tion," says  Laurie  Flynn,  chief  legal  counsel 
for  the  secretary  of  state  of  Massachusetts. 
"We  have  to  stop  terrorism,  but  we  need  to 
keep  commerce  [flourishing]." 


Given  the  paucity  of  information,  nail- 
ing criminals  means  relying  on  bank  records. 
That's  what  happened  in  the  Omar  case. 
Shawqi  Omar's  relatives  used  two  shell  com- 
panies incorporated  in  Salt  Lake  City  and  San 
Diego,  as  well  as  two  other  front  companies, 
to  defraud  local  banks  of  at  least  $327,000 
taken  in  the  form  of  loans.  The  FBI  says  that, 
in  at  least  one  instance,  a  stateside  family 
member  wired  $150,000  to  an  account  in 
Amman,  Jordan.  The  bureau  is  investigat- 
ing whether  that  money  was  used  to  fund 
terror  in  Iraq. 

Sometimes  it's  a  foreign  investigator  who 
gets  stonewalled.  Authorities  from  overseas, 
mostly  from  Russia  and  Ukraine,  sent  in  143 
demands  for  private-company  data  to  the 


"You  have  to  supply 
more  information  to 
get  a  driver's  license 
than  to  form  one  of 
these  nonpublicly 
traded  corporations/ 


Justice  Department  in  2005.  They  almost  al- 
ways came  away  empty-handed.  Uncle  Sam 
couldn't  investigate,  much  less  prosecute,  a 
Nevada  corporation  it  declines  to  name  that 
received  3,700-plus  suspicious  wire  transfers 
totaling  $81  million  from  such  locations  as 
the  Bahamas,  British  Virgin  Islands,  Latvia 
and  Russia.  The  situation  has  made  a 
mockery  of  American  demands  that  other 
nations  do  more  to  stop  financial  crimes. 
The  U.S.  has  been  pressuring  the  Financial 
Action  Task  Force  on  Money  Laundering, 
a  33-nation  organization  Washington  helped 
set  up  in  1989. 

The  shell  problem  was  spectacularly 
demonstrated  in  the  Bank  of  New  York  case. 
Peter  Berlin,  a  Russian  immigrant,  with  the 
help  of  his  wife,  Lucy  Edwards,  a  Russian 
national  as  well,  and  a  bank  vice  president, 
opened  up  accounts  in  1996  at  the  bank  for 
two  private  shells,  Benex  International  and 
BECS  International.  According  to  allegations 
in  a  criminal  case,  they  laundered  $7  billion 
over  the  next  three  and  a  half  years.  The 
money  came  from  Russian  businessmen  seek- 
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at  our  IRA 
tools  and 
solutions: 


Fund  Compare  Tool — 

Our  online  tool  helps  you 
compare  T.  Rowe  Price  mutual 
funds  with  those  from  other 
major  fund  families. 

Free  Morningstar®  Fund 
Analyst  Reports — For  a  limited 
time,  get  free  online  access  to 
Morningstar  Analyst  Reports  on 
T.  Rowe  Price  funds. 

Investment  Guidance 
Specialists — Our  Investment 
Guidance  Specialists  can  help 
you  decide  what  type  of  IRA  is  . 
right  for  you,  help  you  choose 
a  fund,  and  even  open  your 
account  in  one  phone  call. 


All  mutual  funds  are  subject  to 
market  risk,  including  possible 
loss  of  principal. 

ira.troweprice.com 
1.877.582.0484 


ing  to  duck  customs  duties  and  hide  profits 
from  tax  authorities.  Convicted  of  money 
laundering,  Berlin  and  Edwards  were  given 
five-year  suspended  sentences  and  six  months' 
house  arrest;  they  were  ordered  to  pay  fines 
of  $20,000  apiece  and  pay  the  IRS  $685,000. 

Bank  records  helped  finger  Garri  Grigo- 
rian,  a  44-year-old  native  Russian.  He  strug- 
gled with  a  job  at  a  fast-food  joint  in  Sandy, 
Utah,  then  opened  a  deli — and,  according  to 
the  feds,  from  October  1998  through  Janu- 
ary 2001  he  laundered  $133  million  on  be- 
half of  customers  of  Intellect  Bank  in  Moscow. 
He  did  it  by  setting  up  two  U.S.  shells  and 
opening  bank  accounts  to  give  the  appearance 
of  legitimate  wire  transfers  to  and  from  In- 
tellect Bank  For  his  troubles  he  got  $800,000 
and  interests  in  an  apartment  building  and  a 
golf  course.  Grigorian  was  caught  because  he 
made  the  mistake  of  using  his  own  name  to 
set  up  a  bank  account.  He  was  sentenced  in 
August  2005  to  5 1  months  and  ordered  to  pay 
$  1 7  million  in  restitution  to  Russia  for  unpaid 
taxes  and  customs  duties  on  money  trans- 
ferred out  of  that  country. 

Sometimes  these  schemes  imperil  strate- 
gic interests.  Uncle  Sam  has  charged  Evgeniy 
O.  Adamov,  Russia's  former  atomic  energy 
minister,  and  Mark  Kaushansky,  a  onetime 
Westinghouse  engineer,  of  using  a  couple  of 
U.S.  shells  to  divert  $  1 5  million  that  was  sup- 
posed to  upgrade  nuclear  safety  at  power 
plants  in  Russia  and  eastern  Europe.  In  Sep- 
tember Kaushansky  pleaded  guilty  in  federal 
court  to  conspiracy  and  tax  evasion.  Adamov 
is  being  tried  in  Russia. 

Incorporation  agents  are  not  shy  about 
promoting  the  privacy  offered  by  U.S.  laws. 
Atrium  Incorporators  of  London  promotes 
Delaware  on  its  Web  site  as  "an  offshore  tax 
haven  for  non-U.S.  residents."  Advantages: 
"Owners'  names  are  not  disclosed  to  the  state," 
and  "the  company  is  not  required  to  report 
any  assets."  Another  Web  site,  corp95.com, 
promises  that  for  as  little  as  $69,  plus  filing 
fees,  it  can  set  up  a  corporation  in  Nevada, 
which  "may  provide  for  anonymous  owner- 
ship and  bearer  shares."  The  site  also  offers 
"shelf"  corporations,  already  incorporated 
businesses  that  have  sat  dormant  but  have 
some  operating  history. 

"The  upside  is,  you  can  develop  a  credit 
history  easier  with  a  shelf  company'  says 
Wayne  Andre,  59,  who  runs  Nevada  First 
Holdings  in  Las  Vegas,  which  offers  shelf 


companies — and  much  more — to  convince 
creditors  that  a  shell  is  really  in  business. 
Andre  also  rents  out  his  own  employees  to 
serve  as  directors  or  officers  to  a  prospective 
company  in  order  to  help  the  real  owners  "re- 
tain a  higher  level  of  anonymity'  a  company 
advertisement  says.  Such  execs  for  hire  can 
use  their  own  names  to  obtain  an  employer 
identification  number  from  the  IRS  on  be- 
half of  the  new  company's  owners.  And  if  you 
need  a  business  address  or  telephone  serv- 
ices, Nevada  First  can  help  there,  too;  it  has 
already  assigned  1,800  addresses  for  "suites" 
within  its  Vegas  offices. 

As  for  hanky-panky  among  his  clients, 
"We  don't  have  a  single  company  we  know 
of  that's  done  criminal  activity'  says  Andre. 
Yet  he  himself  took  a  wrong  turn.  In  1998 
he  pleaded  guilty  to  embezzling  $2  million 
from  his  clients  and  was  later  sentenced  to 
four  years  in  prison.  Using  the  name  Wayne 
McMiniment  at  the  time,  he  offered  incor- 
porating services  and  set  up  bank  accounts 
but  retained  signature  authority  over  them, 
diverting  funds,  supposedly  headed  for  off- 
shore accounts,  for  his  own  "lavish  lifestyle," 
says  a  court  document. 

Other  shell  promoters  have  ended  up  in 
the  slammer.  Paul  D.  Harris  of  Elizabeth, 
Colo,  was  sentenced  in  January  2006  to  five 
and  a  half  years  in  prison  on  tax  fraud 
charges.  Through  his  company,  Tower  Ex- 
ecutive Resources  of  Denver,  Harris  set  up 
shells  used  to  conceal  $9  million  in  taxable 
income  for  clients,  who  sheltered  funds  in 
secret  bank  accounts  in  the  Turks  and  Caicos 
Islands  and  other  offshore  hideaways. 

What's  to  be  done?  "The  systemic  vul- 
nerability we  face  in  the  United  States  from 
shell  companies  can  only  be  addressed  by 
Congress  through  legislation  to  specifically 
regulate  shell  companies,"  says  Dennis  M. 
Lormel,  senior  vice  president  of  Corporate 
Risk  International  in  Reston,  Va.,  the  for- 
mer chief  of  the  financial  crimes  section  in 
the  FBI.  If  the  states  don't  fix  the  problem 
themselves,  Senator  Levin  says  he  will 
have  to  introduce  legislation  seeking  a  uni- 
form standard.  His  solution:  require  states 
to  force  owners  of  companies  they  incor- 
porate to  disclose  the  owners'  names  on 
state  incorporation  forms.  But  there  seems 
to  be  little  urgency  among  his  peers.  F 

Additional  reporting  by  Helen  Coster. 


The  more  you  ask] 
the  more  we're  cfifferent. 


T.RoweRice 

INVEST  WITH  CONFIDENCE 

Request  a  prospectus  or  a  briefer 
profile  by  calling  1-877-582-0484; 
each  includes  investment 
objectives,  risks,  fees,  expenses, 
and  other  information  that  you 
should  read  and  consider  carefully 
before  investing. 
T.  Rowe 'Price  Investment  Services,  Inc.,  Distributor. 
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Paper  Cuts 


Wall  Street  loves  an  uplifting  reorganization 
story,  and  KIMBERLY-CLARK  (69,  KMB)  has  deliv- 
ered a  good  one.  The  household  items  giant 
(Huggies,  Kotex,  Kleenex)  cut  $400  million 
in  costs  during  2004  and  2005  by  trimming 
the  workforce  and  ditching  a  bunch  of  plants.  In  2006  it  went 
through  another  round,  aiming  to  slice  away  at  least  an 
extra  $250  million.  And  it  raised  prices  last  year  on 
goods  like  toilet  paper  and  paper  towels. 

All  very  necessary  when  trying  to  sell  common  prod- 
ucts in  a  global  marketplace  and  keep  operating  margins 
growing  at  a  0.5%  clip,  a  stated  goal  of  Kimberly-Clark's 
management.  The  company  sells  in  150  countries  and  is 
the  number  one  or  number  two  market  leader  in  80.  Sales  for 
2006 s  first  nine  months  were  up  5%  to  $12  billion. 

One  problem:  Earnings  slipped  15%  to  $1  billion.  What's 
going  on?  Zacks  analyst  Steven  Ralston  says  raw  materials  costs — 
resins,  fibers  and  polymers,  plus  energy— are  more  than  offsetting 
the  cost  savings.  Trouble  is,  those  2006  price  increases  hurt  more 
than  helped.  Low-cost  private  labels  refused  to  go  along,  and  that 
held  back  Kimberly-Clark's  volume  growth.  Meanwhile,  Procter 
&  Gamble,  larger  and  more  diversified,  is  hitting  the  company  on 


the  diaper  front  by  pouring  money  into  marketing  its  Pampers 
line.  Things  are  worse  in  Europe,  where  Kimberly-Clark  lowered 
prices  7%  in  2005  and  still  saw  a  5%  decline  in  sales.  Result:  a  25% 
decease  in  operating  (before  interest  and  taxes)  profits  there. 

At  23  times  trailing  earnings,  the  company  is  slightly  cheaper 
than  P&G  at  25.  Still,  the  stock's  19%  climb  since  last  year  looks 
unsustainable.  We  say  short  it.  — David  Armstrong 


All  Lit  Up 


Drilling  for  Dollars       Up  in  the  Air 


With  commercial  construction  still  going 
strong  for  now,  light  fixture  maker  GENLYTE 
GROUP  (78,  GLYT)  is  shining.  Genlyte  lights  up 
everything  from  office  buildings  to  swimming 
pools  to  airport  terminals.  In  2005  the  com- 
pany introduced  7,000  new  products.  For 
2006's  first  three  quarters 
earnings  doubled  to  $122 
million  on  $1.1  billion  in 
sales,  up  17%.  Bank  of 
America  analyst  Robert 
McCarthy  is  reassured 
that  75%  of  Genlytes 
revenue  is  tied  to  nonres- 
idential construction. 
Even  when  that  slows  (as  it  surely  will),  Gen- 
lyte has  an  encouraging  foothold  in  light- 
emitting  diodes,  which  may  eventually  re- 
place less  long-lasting  fluorescent  tubes. 
While  the  stock  has  jumped  38%  in  the  last 
year,  it  is  still  affordable  at  16  times  earnings. 
Industry  average:  22.      —Megan  Johnston 


Lower  oil  prices  are  a  delight  to  everyone 
except  people  in  the  energy  business.  At 
drilling-gear  outfit  GRANT  PRIDECO  (37,  GRP) 

the  stock  price  is  off  33%  from  its  12-month 
high  in  May. 

Count  this  as  a  classic  Wall  Street 
overreaction.  Pickering  Energy  Partners 
analyst  Jeffrey  Tillery  sees  Grant  Prideco's 
recent  dip  as  an  opportunity,  citing  its 
price/earnings  ratio  of  12  (peers  are  in 
the  high  teens).  Orders  were  robust  for 
drill  pipe  last  year,  and 
they're  still  coming  in  at 
a  brisk  pace. 

Net  income  in  last 
year's  first  nine  months 
climbed  193%  to  $324 
million  on  $1.3  billion 
in  revenue.  After  all, 
energy  demand  up  ahead  is  unlikely  to 
flag,  absent  a  really  nasty  recession. 

—Alex  Davidson 


Stock  f 


Another  rider  on  the  commercial  con- 
struction tide  is  TEREX  (58,  TEX),  which 
makes  construction  equipment  like  cranes 
and  aerial  work  platforms,  as  well  as 
heavy-duty  trucks.  Through  Sept.  30 
earnings  shot  up  95%  to  $299  million  on 
sales  of  $5.6  billion.  At 
year's  end  Terex  was 
added  to  the  S&P  500. 
The  company's  stock  is 
up  87%  in  the  last  year. 

But  Citigroup  analyst 
David  Raso  doubts  that 
run  can  last.  Demand  is 
softening  for  aerial  plat- 
form's, which  furnish  a 
third  of  the  profits.  And 
new  competition  is  entering  the  aerial  arena: 
Canada's  Skyjack  and  Britain's  UpRight  are 
getting  into  the  U.S.  market.  With  an  18  P/E, 
Terex  is  more  expensive  than  peers  like  Cater- 
pillar (12).  Short  the  stock.  —M.J. 
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Hou>  Vanguard"  Target  Retirement  Funds  are  a 
simpler  way  to  compose  a  diversified  portfolio  that  helps 
keep  your  investments  in  tune  with  your  goals 


See  and  hear  how  much  simpler  investing  can  be  at 
www.vanguard.com/retire 


Connect  with  us  >  877-883-3525 


Vanguard 


Za\l  for  a  prospectus,  which  includes  investment  objectives,  risks,  charges,  expenses, 
ind  other  information.  Read  and  consider  it  carefully  before  investing.  Target 
Retirement  Funds  are  subject  to  the  risks  associated  with  their  underlying  funds. 

Diversification  does  not  ensure  a  profit  or  protect  against  a  loss  in  a  declining  market. 


'2007  The  Vanguard  Group.  Inc.  All  rights  reserved.  Vanguard  Marketing  Corporation,  Distributor. 


Strategies  and  Execution  for  Perfecting  M&A 

April  26,  2007  > 
The  New  York  Stock  Exchange  aCCenture 

New  York,  New  York  In  partnership  with:      High  performance.  Delivered. 

Mergers  and  acquisitions  are  an  essential  part  of  a  successful  growth  strategy.  But 
what's  the  difference  between  a  good  deal  and  a  bad  one?  What  do  you  need  to 
know  to  mitigate  the  risks?  High-performance  businesses  know  how  to  avoid  the 
pitfalls  and  reap  substantial  rewards  in  M&A  strategy,  planning  and  execution. 

Forbes  and  Accenture  once  again  join  forces  to  offer  an  event  full  of  unparalleled 
perspective,  proven  expertise  and  excellence  in  execution,  featuring  topics  and 
specialists  with  hands-on  advice  on  perfecting  M&A: 

•  Cautionary  tales  -  what  works,  and  what  doesn't 

•  Market  entry  strategies  into  the  BRIC  countries 

•  M&A  strategies  that  drive  growth  and  enable  innovation 

•  Building  an  M&A  growth  machine 

•  Role  of  private  equity  in  M&A  today 


mdmission  is  complimentary  but  extremely  limited, 
•'re-registration  is  required. 

m  register,  please  contact  Jennifer  Meeks  at  212.367.2504 
lir  jmeeks@forbes.com  or  visit  www.forbesconferences.com. 


accenture  FOfbeS 

High  performance.  Delivered.  capitalist  tool 


The  Contrarian 


David  Dreman 


2007:  GOOD, 

NOT  GREAT 


RISING  OIL,  LABOR  AND  COMMODITY  PRICES  BE 
damned.  Last  years  market  moved  full  speed  ahead, 
with  the  S&P  500  rising  13.6%  before  dividends  and 
15.8%  including  them.  The  increase  was  kind  to  my 
forecast  in  the  lan.  30,  2006  issue,  which  looked  for 
the  S&P  to  rise  10%  or  more  including  dividends.  The  caveat  was 
that  a  sharp  inflationary  spike  would  stymie  the  market's 
advance.  That  spike  did  not  occur. 

I  also  predicted  2006  would  be  the  year  that  large-cap  stocks 
outperformed  their  small-  and  midcap  brethren.  I  was  right  by  a 
hair  on  midcaps,  but  the  small-cap  group  bested  the  large-size 
companies.  However,  I  think  this  call  still  looks  good  for  the  cur- 
rent year.  Finally,  I'm  pleased  to  note  that  the  Russell  1000  Value 
Index  outperformed  the  Russell  1000  Growth  Index  for  the  sixth 
straight  year. 

Last  year  I  recommended  24  stocks  (27  if  you  count  3  held  j 
over  from  2005  and  recommended  again  in  the  fall).  They 
climbed  a  collective  9.6%  (before  dividends  and  after  a  1%  trad- 
ing  fee  on  new  positions),  versus  10%  for  equivalent  amounts 
invested  at  the  same  times  in  the  S&P.  Put  in  the  dividends  and 
I'd  have  scored  much  better. 

Over  the  past  six  years  this  column's  picks  have  averaged  a 
7%  compound  annual  gain  (again,  not  counting  dividends),  ver- 
sus 2.7%  for  the  S&P. 

My  best  performer  was  UST,  a  stock  that  was  on  the  sell  list 
for  most  big  brokerages.  Despite  the  strong  consensus  that  the 
market  leader  in  smokeless  tobacco  was  washed  up,  it  posted 
reasonable  earnings  and  sales  growth  and  appreciated  48%  since 
I  recommended  it  in  late  February.  Plus,  the  yield  added  an  addi- 
tional 5.9%  to  its  performance.  My  other  tobacco  pick,  Altria, 
posted  a  10%  gain  as  well  as  a  4.5%  yield. 

Two  oils  did  well.  ConocoPhillips  rose  24%  from  the  first  time 
I  recommended  it  and  22%  from  the  second  time. 
Chevron  rose  29%. 

UnitedHealth  Group  turned  into  a  bargain  fol- 


lowing a  scandal  over  options  grants  that  cost  the  chief  execu- 
tive his  job.  But  United's  earnings  are  steaming  ahead.  The 
stock  is  up  22%  since  my  June  recommendation.  Although  the 
option  concerns  have  tarred  the  stock  temporarily,  the  com- 
pany continues  to  increase  its  growth  in  Medicare  and  govern- 
ment programs.  Earnings  should  increase  at  a  15%  rate  in  the 
foreseeable  future. 

Fannie  Mae  also  got  cheap  after  an  accounting  imbroglio. 
Wall  Street  feared  the  company  would  be  swept  away  by  a  tide 
of  restrictive  legislation.  Not  yet.  The  stock  rose  22%  after  my 
January  pick. 

Keep  ConocoPhillips  (63,  cop),  UnitedHealth  Group  (54, 
unh),  Pfizer  (27,  pfe),  Altria  (88,  mo)  and  Fannie  Mae  (57,  fnm). 

Sell  UST,  the  smokeless  tobacco  company,  because  its  multiple  of 
18  is  close  to  that  of  the  broad  market. 

Four  oil  stocks  sank,  including  producers  Anadarko  (41,  APC)  and 
Apache  (66,  APA).  Keep  those  two.  The  huge  inventories  they  have 
accumulated  in  this  warm  winter  will  soon  dissipate.  The  compa- 
nies are  cheap  and  could  well  become  takeover  bait.  Anadarko  has 

an  enterprise  value  (common 
market  value  plus  debt  minus 
cash)  of  $45.3  billion.  Also  in- 
cluded in  my  bottom  ten  were 
CSX,  3M,  Freddie  Mac  and  Hart- 
ford Financial  Services,  all  weak 
performers  last  year  relative  to  the 
broader  market. 

So  I  am  entering  the  new 
year  with  seven  holdover  rec- 
ommendations. All  are  worthy 
of  being  bought  now  if  you 
don't  already  have  them.  The 
others  are  not  necessarily  sell 
candidates — I  am  a  believer  in 
buying  and  holding — but  not  worth  adding  at  this  point. 

What's  in  store  for  2007?  Falling  oil  and  commodity  prices 
should  help  most  of  the  stocks  in  the  S&P  500,  so  I  still  don't 
think  it's  time  to  play  Chicken  Little. 

True,  there  should  be  some  speed  bumps  ahead  and  even  a 
correction  of  10%  or  more.  But  when  the  smoke  clears  I  believe 
that  2007  will  be  a  mildly  positive  year.  Earnings  should  come  in 
somewhat  higher  than  the  estimated  $81  posted  by  the  S&P 
Index  in  2006,  though  the  gain  will  be  smaller  than  last  year's 
expected  14%-to-15%  gain  over  2005. 

Still,  stocks,  at  17.6  times  2006  earnings  (excluding  nonrecur- 
ring items),  are  at  their  lowest  valuations  in  almost  a  decade. 
Other  markets  such  as  bonds  and  real  estate  are  just  too  risky  at 
their  current  levels. 

Keep  the  quality  of  your  portfolio  high  and  you  should  have 
a  rewarding,  if  not  sensational,  year,  with  price  appreciation  of 
5%  or  more  and  whatever  dividend  yield  you  bargain  for.  F 


There  may  be 
some  speed 
bumps  ahead, 
even  a  10% 
correction.  But 
by  December 
the  market  will 
be  up  5%. 


Forbes 


David  Dreman  is  chairman  of  Dreman  Value  Management  of  Jersey  City, 
N.J.  His  latest  book  is  Contrarian  Investment  Strategies:  The  Next 
Generation.  Visit  his  home  page  at  www.forbes.com/dreman. 
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^  Acura 

The  technologically  advanced  Acura 
RL  with  Super  Handling  All-Wheel 
Drive.  It's  luxury  that  is  worthy  of  the 
Chief  Technology  Driver. 
Call  1-800-To- Acura  or  visit 
www.acura.com. 
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www.gallart.com 
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To  learn  more,  visit 
www.automobiles.honda.com. 
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^b  Advantage  Media  Group 
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www.swissamerica.com/forbes 
^9  Valef  Yachts 
Call  1-800-223-3845  or  visit 
www.VALEFYACHTS.com 
^b  Venta  Air- Washer,  LLC 
Visit  www.venta-washer.com 
^b  Worldwide  Business  Consultants 
Call  1-800-733-2191  or  visit 
www.corbettandkish.com 

Business  to  Business 

^  Hutchison  Whampoa  Limited 
Call  (852)  2128  1188  or  visit 
www.hutchison-whampoa.com 

Computer/Technology 

^b  Tata  Consultancy  Services 
Visit  www.tcs.com 


Economic  Development 

^b  Michigan  Economic  Development  Corp. 
Visit  www.michigan.org 

Hotels 

^  The  Taj  Hotels  and  Resorts  and  Palaces 
Visit  www.tajhotels.com 

Insurance/Financial  Services 

^b  T  Rowe  Price 
Equity  Income  Fund 
Call  1-877-582-0484  or  visit 
www.ira.troweprice.com 
^  T  Rowe  Price 
Growth  Stock  Fund 
Call  1-877-582-0484  or  visit 
www.ira.troweprice.com 
^  T  Rowe  Price 
Spectrum  Growth  Fund 
Call  1-877-582-0484  or  visit 
www.ira.troweprice.com 
^b  T  Rowe  Price 
Capital  Appreciation  Fund 
Call  1-877-582-0484  or  visit 
www.ira.troweprice.com 
^  T  Rowe  Price 
Value  Fund 

Call  1-877-582-0484  or  visit 
www.ira.troweprice.com 

Travel 

~^b  Singapore  Airlines 
Experience  unparalleled  luxury  in  our 
new  Boeing  777-300ER  Business  Class 
from  San  Francisco  to  Seoul  and 
Singapore  three  times  weekly.  Daily 
flights  available  March  2007. 
Call  1-800-742-3333  or  visit 
www.singaporeair.com 


[tends  Laszlo  Birinyi  Jr. 


OPTIMISTIC 

FOR  2007 


THIS  TIME  OF  YEAR  IS  TYPICALLY  FILLED  WITH 
predictions  for  the  upcoming  12  months.  Sadly,  very 
few  of  the  "experts"  who  appear  in  print  or  on  TV  are 
required  to  review  their  efforts  from  the  year  before. 
FORBES,  however,  does  not  let  us  columnists  off  so 
easily,  and  we  must  render  an  accounting.  For  me,  alas,  this  past 
year  wasn't  as  good  as  2005. 

I  beat  the  market  by  a  comfortable  margin  in  2005,  but  not  last 
year.  Had  you  bought  all  30  of  my  2006  selections  you  would  have 
ended  the  year  up  5.8%,  assuming  (as  FORBES  does)  that  you  lost 
1%  in  trading  fees.  Equal  amounts  invested  at  the  same  times  in 
the  S&P  500  (with  no  trading  costs)  would  have  returned  you  10.7%. 
Both  figures  exclude  dividends.  I  tend  toward  safer,  conservative 
big  companies,  a  category  that  didn't  shine  in  last  year's  bull  mar- 
ket. Many  of  my  picks  were  good  dividend  payers;  if  you  added  in 
the  payouts,  my  results  would  obviously  be  better. 

Among  my  losers  were  two  Canadian  royalty  trusts,  San  Juan 
Basin  Royalty  Trust  (32,  SJT)  and  PrimeWest  Energy  (19,  PWl). 
These  are  not  taxed  at  the  corporate  level,  but  the  Canadian 
government  last  year  announced  plans  to  scotch  this  advantage  in 
201 1.  Although  that's  a  long  time  away,  these  stocks  tanked,  losing 
22%  and  38%.  A  lot  can  happen  in  four  years.  Stay  with  these  trusts. 

Other  dividend  payers  that  I  liked  fared  much  better:  Finan- 
cial services  house  AllianceBernstein  (88,  AB)  rose  42%,  while 
tobacco  purveyors  Altria  (88,  MO)— it's  the  old  Philip  Morris- 
was  up  15%  and  UST  (56,  UST)  46%.  Keep  them.  UST  sports  a  tidy 
4%  dividend.  As  always,  my  firm  may  have  a  position  in  the 
stocks  I  suggest  to  you. 

Stick  with  Google  (488,  GOOG);  it's  the  prime  mover  of  the 
latest  Web  surge.  If  you  are  venturesome,  also  remain  with 
New  Century  (30,  NEW),  a  subprime  mortgage  lender.  The  stock 
is  down  32%  since  last  April  when  I  recommended  it.  But  the 
company  has  raised  its  dividend  for  each  of  the  last 
eight  quarters,  and  the  stock  yields  25%.  Don't  put 
your  retirement  funds  here  or  take  a  large  position, 


but  at  four  times  trailing  earnings,  it's  cheap.  And  there  has  to 
be  a  bottom  somewhere. 

Now  here  are  some  new  ideas.  I  am  happy  to  recommend  a 
few  foreign  stocks  on  the  assumption  that  your  portfolio  is 
underweighted  in  overseas  equities. 

I  like  the  iShares  FTSE/Xinhua  China  25  Index  (105,  FXl),  an 
exchange-traded  fund  that's  a  long-term  play  on  a  large  and 
growing  economy.  Another  longtime  favorite  of  mine,  traded  in 
Paris,  is  Hermes  International  (119,  RMS  fp),  whose  ties,  scarves 
and  handbags  are  all  the  more  sought-after  because  the  prices  are 
so  high.  Doubtful  that  its  sales  can  stay  aloft,  13  of  the  18  analysts 
who  follow  the  stock  rate  it  a  sell.  Wrong.  And  if  you  lust  after  a 
BMW,  don't  forget  the  stock  of  the  firm  that  makes  it.  At  10  times 
earnings— Audi  is  28— BMW  (58,  BMW  GY),  traded  in  Germany, 
might  even  qualify  as  cheap. 

I  am  optimistic  about  2007.  Fundamentals  are  still  supportive, 
stocks  not  expensive,  and  the  Federal  Reserve  will  likely  cut  rates, 
although  its  timing  is  uncertain.  I  like  the  fact  that  big  investors — 
namely  hedge  funds,  private  equity  firms  and  professional  traders  such 

as  Goldman  Sachs  and  Morgan 
Stanley — are  cash  rich.  To  them, 
there's  a  stigma  about  idle  money 
lying  around.  That's  why  the  pri- 
vate equity  groups  are  out  madly 
buying  companies.  Perhaps  not 
always  wisely,  yet  at  least  their  fre- 
netic activity  buoys  the  market. 

Ordinarily,  I'd  be  worried  by 
the  high  degree  of  bullishness  in 
the  air.  Astonishingly,  many  oth- 
erwise intelligent  investors  rest 
their  arguments  on  flaky  notions 
like  the  third  year  of  a  president's 
second  term  always  being  a  good 
one  for  the  market.  A  while  back  some  strategists  noted  that  years 
ending  in  five  have  done  well.  That  was  true — until  it  wasn't.  In 
2005  the  S&P  500  inched  up  a  mere  3%.  There's  a  difference  between 
coincidences  and  causal  factors.  The  Super  Bowl  and  market  out- 
comes are  coincidences;  Fed  rate  hikes  are  causal. 

Read  fellow  columnist  Kenneth  Fisher's  new  book,  The  Only 
Three  Questions  That  Count:  Investing  by  Knowing  What  Others 
Don't.  (Ken  believes  in  the  third-year  theory  but  has  a  solid 
rationale  for  it:  There  won't  be  much  government  meddling 
then.)  One  of  his  key  points  is  to  make  sure  you  are  not  led  by 
foolish  beliefs.  Ask  yourself:  If  my  bullish— or  bearish— convic- 
tion were  argued  before  a  court,  would  I  win  the  case? 

My  concern  is  that  too  many  investors  are  bulls  only  because 
the  market  is  doing  well  now.  In  2006  it  did  well  for  all  except  one 
month,  May.  If  during  that  month  your  bullish  conviction 
wavered,  then  you  weren't  a  bull,  you  were  a  sheep  following  a 
herd.  Not  a  good  way  to  be  a  successful  investor.  F 


Fundamentals 
are  good, 
stocks  not  too 
costly,  and  the 
Federal 
Reserve  likely 
will  cut  rates. 
Time  to  buy. 


Forbes 


Laszlo  Birinyi  Jr.  is  president  of  Birinyi  Associates,  a  Westport, 
Conn.-based  financial  consulting  firm.  Web  site:  www.birinyi.com. 
Visit  his  home  page  at  www.forbes.com/birinyi. 
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your  nomination  at  WWW.bcainc.org  by  March  30,  2007. 
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ked-lneome  Watch 


PREFERRED 
PROSPERITY 


m    Kg  HY  WOULD  A  FIXED-INCOME  GUY  LIKE  ME 
■H  Aftt  flf  not  be  in  love  with  bonds'  The  big  problem 

hBIH  with  bonds  is  limited  liquidity.  Buy  bonds  in 
Wm  Wtt  lots  of  less  than  $100,000  face  value  and  y  ou'll 
m    have  limited  choices  and  likely  get  shafted  on 
bid/ask  spreads.  Solution:  Buy  preferreds  instead. 

The  classic  preferred,  going  back  a  century,  was  stock  that 
had  a  fixed  but  not  guaranteed  dividend.  The  directors  could  sus- 
pend the  dividend  but  could  pay  not  a  dime  to  common  share- 
holders until  the  preferred  holders  had  been  made  whole.  A  fairly 
large  number  of  these  "cumulative"  preferreds  are  out  there.  But 
the  category  is  now  enriched  with  a  wide  variety  of  other  securi- 
ties types. 

Preferreds  range  all  the  way  from  pure  debt  obligations  (dif- 
fering from  bonds  only  in  having  a  $25  denomination  and  in 
trading  on  the  New  York  Stock  Exchange)  to  near  substitutes  for 
equity  (preferreds  that  automatically  convert  into  common 
shares  in  the  near  future).  Your  portfolio  should  dip  into  the 
category  at  several  points  along  this  spectrum. 

One  thing  to  keep  an  eye  on  is  whether  the  preferred  you  are 
contemplating  qualifies  for  the  15%  Qualified  Dividend  Income 
federal  tax  rate  (QDI),  which  expires  Dec.  31,  2010.  There  is  no 
way  to  know  whether  a  particular  issue  qualifies  for  the  15%  levy 
without  asking,  but  the  general  rule  is  that  this  favorable  rate  is 
not  available  if  the  issuer  either  is  a  real  estate  investment  trust  or 
pays  the  distribution  as  interest— which  the  company  reports  by 
deducting  the  sum  on  its  own  corporate  return. 

If  the  preferred  you  want  is  QDI,  put  it  in  your  taxable  account. 
If  it's  interest,  put  it  into  your  retirement  account.  At  the  bond  end 
of  the  spectrum  are  two  varieties  of  securities  that  differ  only 
slightly. 

One  is  called  a  PET  (preferred  equity  traded)  bond.  Most 
PETs  come  out  with  $25  par  values  and  most  of  them 
are  traded  on  the  NYSE  alongside  the  stocks.  In  the 
other  variant,  corporate  bonds  are  stuffed  into  a  trust 


Richard  Lehmann 


(usually  by  a  brokerage  firm)  and  shares  representing  the  bonds 
are  sold  to  the  public.  Distributions  are  taxed  like  interest,  so  put 
these  in  your  individual  retirement  account.  You  can  spot  the 
brokerage-sponsored  trusts  by  their  oddball  acronyms:  CBTC, 
Cort,  Saturn  and  PPlus. 

A  bond-flavored  preferred  that  I  like  (for  high-risk 
accounts)  is  the  7.375%  PET  from  General  Motors  (20.  BGM). 
It  yields  9.3%  to  maturity  in  2048  and  is  underrated  a  junk- 
level  Caal. 

For  less  risk,  look  to  CNA  Corp.  (26,  JZV)  7%  perpetual  pre- 
ferred, which  is  rated  a  near-junk  Baa3  and  yields  6.8%.  If  you 
want  a  steady  QDI  return,  look  for  something  more  like  the  clas- 
sic preferred.  Royal  Bank  of  Scotland  (26,  RBS  M),  rated  A,  pays 
$1.60  and  yields  5.4%  to  first  call  in  September  2009.  The  QDI  tax 
treatment  is,  surprisingly,  available  on  some  foreign  issues  like 
this  one,  but  you  have  to  ask.  Also  note  that  you  can  get  nicked 
for  foreign  withholding  tax  but  can  claim  the  tax  as  a  dollar-for- 
dollar  credit  against  your  U.S.  tax  liability. 

For  equity  exposure,  get  a  convertible  preferred,  one  that  can  (in 

some  cases,  must)  be  converted 
into  common  stock.  Many  of 
these  are  QDI.  "Mandatory"  issues 
have  a  specific  date — usually  from 
one  to  four  years  from  issue — 
when  they  must  convert.  To  make 
them  attractive,  they  generally 
feature  a  variable  conversion  rate 
based  on  the  price  of  the  com- 
mon stock.  Should  the  underly- 
ing common  not  have  moved 
much,  investors  get  an  extra 
amount  of  common. 

Be  careful,  though,  as  some 
of  the  conversion  rules  are  baf- 
fling. Unless  you  are  comfortable  with  the  company's  stock,  don't 
buy  the  convertible. 

Better:  optional  preferreds,  which  leave  the  conversion  deci- 
sion in  the  hands  of  the  investor.  Chesapeake  Energy  (93,  CHK  D) 
pays  $4.50  a  year  and  can  be  converted,  at  the  option  of  the 
holder,  into  2.26  shares  of  common  stock  at  any  time.  That 
amount  of  common  is  currently  worth  $63.  Chesapeake,  a  U.S. 
natural  gas  producer,  can  call  in  the  preferred  in  September  2010 
at  $100.  The  4.9%  dividend  yield  is  QDI. 

My  27  picks  last  year  returned  1.2%,  after  deducting  1%  for 
trading  costs.  Equal  investments  in  the  Lehman  Brothers  U.S. 
Universal  Index  (or,  when  I  was  recommending  a  stock,  the 
S&P  500)  would  have  gotten  you  4.9%.  My  worst  picks  were 
Canadian  energy  trusts,  damaged  by  the  Canadian  government's 
U-turn  policy  to  begin  taxing  such  energy  trusts  in  four  years. 
But  stay  with  them  and  the  rest  of  my  balanced  portfolio  for 
2007  at  www.forbes.com/lehmann.  F 


Investors  these 
days  have  a 
wide  range  of 
choices  in 
preferreds, 
some  even 
taxed  at  a  low 
15%  rate. 


Forbes 


Richard  Lehmann  is  editor  of  the  ForbeslLehmann  Income  Securities 
Investor.  Visit  his  home  page  at  www.forbes.com/lehmann. 
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It's  4,139  feet  down 
from  the  top  of  the 
slope  at  Jackson  Hole 
Mountain.  The  first  25 
feet  are  worst. 
By  Christopher  Steiner 

NO  SKI  RESORT  IN  NORTH 
America  has  a  chute  so  leg- 
endary as  Corbet's  Couloir  in 
Wyoming — a  crucible  where 
skiers  go  to  prove  their  mettle  (or  more 
often,  to  retreat  in  fear).  The  run  is 
named  for  Barry  Corbet,  a  mountaineer 
who  in  1960  spotted  a  narrow  crease 
of  snow  shaped  like  an  upside-down 
funnel,  high  up  on  the  mountain  now 
known  as  Jackson  Hole.  Said  he:  "Some- 
day someone  will  ski  that." 

In  1967  someone  did — ski  patroller 
Lonnie  Ball.  Today  crack  skiers  seek  to 
emulate  his  feat  Few  emerge  from  the 
first  25  feet  still  on  their  skis. 

You  enter  the  chute's  narrow, 
flinty  mouth  in  free  fall,  dropping 
two  stories  onto  a  55-degree  slope. 
Fail  to  execute  a  hard  right  turn 
immediately,  and  you  smash  into  a 
face  of  Precambrian  rock.  Survive, 
and  you  then  smear  speed  by  execut- 
ing two  nervy  turns,  exiting  down  a 
45-degree  slope  as  the  chute  fans  out. 

The  rest  of  Jackson  Hole  Mountain 
lives  up  to  this  teaser.  The  elevation  drop 
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(4,139  feet— unmatched  in  the  U.S.)  plays  out 
down  an  abrupt,  serrated  stretch  of  the  Rocky 
Mountains'  Teton  Range. 

Last  March  a  group  of  eight  skiers  braved 
Corbet's  Couloir,  having  enrolled  in  what 
Jackson  Hole  Mountain  Resort  calls  its  Steep 
&  Deep  Camp— a  four-day  guide-assisted 
program  meant  to  push  participants'  skills 
to  the  limit.  Four  of  our  group,  on  their  first 
attempt  on  Corbet's,  wrecked 
spectacularly,  their  skis  and 
bodies  pinwheeling. 

The  first  turn  is  the  prob- 
lem: Skiers  have  gained  so 
much  speed  so  quickly  that 
some  panic  and  try  to  stop;  this 
tactic  is  unwise  at  4()mph  on  so 
steep  a  slope.  I  barely  survived, 
landing  in  the  couloir  in  a  cloud 
of  snow  and  detritus  and  al- 
most losing  control.  But  with  a 
twist  of  my  body  and  some  luck,  I  held  on 
and  emerged  to  plant  a  reasonably  assertive 
tandem  of  turns,  then  skied  out  the  chute. 
As  Steep  &  Deep's  coaches  say,  "Don't  stop- 
stand  up  and  ski!" 

Steep  &  Deep  campers  ride  with  a 
coach  in  pods  of  three  or  four,  grouped  by 
skill  level.  All  campers  are  already  expert 
skiers.  The  camp,  held  four  times  a  year,  nor- 
mally culminates  on  its  fourth  day  with  a  shot 
at  Corbet's.  Most  campers  take  a  reconnais- 
sance peek  down  the  couloir's  lip,  then  elect 
not  to  jump.  That  almost  a  third  of  my  camp 
(8  skiers  out  of  27)  did  jump  was  some  kind 
of  percentage  record,  I  was  told. 

The  camp's  cost,  $860,  includes  lift  tick- 
ets (otherwise  $72  a  day)  and  decadent 
lunches  served  by  waiters  in  a  rustic  cabin 
tucked  far  away  from  Jackson  Hole's  crowds. 
These  lunches,  though,  are  where  the  pam- 
pering begins  and  ends.  Camp  coaches  aren't 
shy  about  shoving  skiers  far  outside  their 
comfort  zones.  "That's  why  you're  here, 
right?"  says  Richard  Lee,  head  coach,  to  a 
roomful  of  campers  the  night  before  skiing 
starts.  His  question  elicits  nervous  smiles. 

Jackson  prides  itself  on  making  its  cus- 
tomers squirm.  An  infamous  warning  sign 
at  the  summit  reads  in  part:  "Our  mountain 
is  like  nothing  you  have  skied  before!  It  is 
huge.  You  could  become  lost  You  could  make 
a  mistake  and  suffer  personal  injury  or  death. 
Give  this  special  mountain  the  respect  it  de- 
mands!" You  won't  find  such  blunt  warnings 


a't  slopes  owned  by  publicly  traded  compa- 
nies like  Intrawest  (Copper  mountain, 
Whistler)  or  Vail  Resorts  (Beaver  Creek, 
Heavenly,  Vail). 

Jackson  is  among  a  very  few  big  moun- 
tain resorts  that  are  privately  held.  (Snow- 
bird, which  belongs  to  Dick  Bass,  is  another.) 
The  owning. Kemmerer  family  has  roots 
stretching  back  more  than  a  century  in 
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Words  to  live  by.  There's  no  pussyfooting  at 
Jackson  Resort,  in  signage  or  anything  else. 

Wyoming — to  coal  mining  and  to  a  name- 
sake town  in  the  state's  southwest  corner. 
They  bought  Jackson  Hole  Mountain  Resort 
in  1992,  paying  a  reported  $18  million. 

Danger  isn't  just  accepted  here,  it's  em- 
braced. In  1999  Jackson  opened  up  its 
treacherous,  unpatrolled  back  country  to  any- 
one who  wants  to  risk  it.  Once  you  exit  the 
resort  gates  the  threat  of  avalanche  becomes 
real,  and  there's  no  guarantee  of  rescue.  You 
won't  find  open  back  country  like  this  at  Vail. 
Steep  &  Deep  campers  spend  one  of  their 
four  days  touring  the  peaks  beyond  the 
boundary  ropes  with  guides  who  teach  them 
avalanche  safety  tactics  and  demonstrate 
proper  use  of  shovels,  probes  and  beacons. 

Even  the  in-bounds  terrain  is  formida- 
ble. "The  on-piste  [groomed]  terrain  here  is 
by  far  the  most  challenging  terrain  I've  been 
on,  including  off- piste  in  other  places," 


camper  Stephen  Gaffney,  34,  a  New  York  de- 
veloper, says  approvingly.  "I've  never  seen  so 
many  chutes." 

Since  the  Kemmerers  bought  Jackson 
Hole,  the  resort  has  averaged  $27,000  in 
annual  net  income.  The  family  has  made  $55 
million  in  improvements,  and  has  raised 
some  cash  by  selling  off  slivers  of  land  near 
the  resort's  base.  In  2006,  for  example,  they 
sold  a  3.2-acre  parcel  in  Teton  Village  for  $10 
million. 

Tight  cash  flow  became  a  big  issue  in 
June  2005  when  Jackson  announced  that  its 
storied  tram — which  had  whisked  skiers 
from  base  to  summit  in  just  12  minutes,  52 
at  a  time — would  be  retired  in  September 
2006  at  the  end  of  its  40-year  service  life.  Loss 
of  the  tram  has  hurt  the  resort's  appeal,  even 
with  diehards  like  James  Walter,  46,  a  Michi- 
gan physician  who  has  attended  seven  Steep 
&  Deeps.  "I  probably  won't  come  back  until 
they  figure  this  out,"  he  says. 

The  Kemmerers  warned 
in  2005  that  a  replacement 
tram  was  not  a  sure  thing, 
owing  to  a  $25  million  price  tag 
and  to  their  being  private  own- 
ers with  finite  coffers.  They 
sought  government  assistance, 
on  the  premise  that  the  tram 
was  vital  to  the  region's  econ- 
omy. But  that  tactic  failed.  In 
August  they  unveiled  a  plan  to 
finance  a  new  tram  privately.  The  bigger 
(100-passenger)  and  faster  tram  won't  get 
rolling  until  the  winter  of 2008-09.  Until  then 
Corbet's  seekers  will  have  to  ride  a  tempo- 
rary chairlift  open  to  shearing  winds  and 
scathing,  blowing  snow. 

Since  the  early  1990s  the  surrounding 
Teton  Valley  has  gone  from  spartan  to 
Aspenish,  with  million-dollar  condos  and 
celebrity  ranches  sprouting.  A  five-bed- 
room home  on  1  acre  with  ski-run  access 
listed  recently  for  $12.5  million.  A  Four 
Seasons  hotel  opened  in  2003.  Still,  Jackson 
enjoys  a  more  frontierlike  feel  than  its 
western  ski  resort  cousins.  A  wide  swath  of 
federal  land  plus  big  ranches  owned  by 
wealthy  landholders  keep  the  valley  free 
from  the  congestion  that  plagues  Vail, 
Aspen  and  Park  City,  Utah.  Even  if  sprawl 
does  come,  skiers  can  take  heart:  A  Four 
Seasons  hot  toddy  won't  ever  make  a  two- 
story  drop  feel  shorter.  F 
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Life  insurance  prices 
drop  to  all-time  lows 

Call  or  visit  lnsure.com  today.  Compare  prices  in  seconds. 
Freedom  to  buy  from  the  company  of  your  choice. 
Also  quoting  auto,  health,  home  and  more! 


Monthly  Rates  for  Females 

Age 

$5  Million 

$10  Million 

$25  Million 

35 

$84 

$162 

$440 

40 

$116 

$240 

$617 

45 

$201 

$423 

$1,076 

50 

$328 

$652 

$1,623 

55 

$498 

$1,019 

$2,542 

60 

$755 

$1,536 

$3,833 

65 

$1,269 

$2,533 

$6,326 

70 

$2,069 

$4,134 

$10,329 

Monthly  Rates  for  Males 

Age 

$5  Million 

$10  Million 

$25  Million 

35 

$84 

$162 

$486 

40 

$123 

$240 

$661 

45 

$214 

$423 

$1,186 

50 

$353 

$701 

$1,973 

55 

$597 

$1,188 

$3,417 

60 

$967 

$1,928 

$5,909 

65 

$2,028 

$4,051 

$10,153 

70 

$3,233 

$6,461 

$16,214 

Also  available:  15,  20,  25  and  30  year  level  plans 


"The  premier  Web  site  in  terms  of  details  and  ease  of  use, 
(best  of  all,  it's  free)"  —  Yahoo!  FINANCE 

"...we'd  recommend  you  do  your  insurance  shopping 

here..."      tinrrun 's 

"New  source  for  best  buys  in  insurance.  One  way  to  get 
to  know  the  market."      Kiplinger  x  Pemtmul  Finance 

"...provides  rock-bottom  quotes  for  life  insurance... 
this  site  is  flush  with  useful  features."     Forbes  com 


"A  godsend  for  those  who  are  shopping  around  for  the 
best  deal  in  insurance."  —  Independent  Business 

"The  best  Web  site  I've  found..."  —  The  Dallas  Morning  News 

"...outstanding  -  as  good  as  a  Web  site  on  insurance  can 
possibly  be.  Hats  off  and  a  gold  star  to  the  top  insurance 
site  on  the  Web."      insurant  afar  Dummies 

"This...  solution  has  value  for  those  who  prize 
immediacy  and  privacy."      I     News  &  World  Report 


visit  lnsure.com 

S  Or  call  1-800-441-0072  for  FREE  quotes  and  advice 

Ad  Code:FORBS  2/07 


NOTE  The  sample  10-year  term  life  Pennsylvania  rates  shown  above  are  not  specific  to  any  individual  person  or  insurer  Please  call  1-800-441-0072 
or  visit  www.insure.com  to  obtain  personal  quotes  specific  to  your  health  history  profile.  Copyright  ©  1984-2006  Quotesmith.com,  Inc.,  8205  South  Cass 
Avenue  Suite  102  Darien  Illinois.  60561  All  rights  reserved.  CA  agent  #0A13858,  LA  agent  #200696,  MA  agent  #333509159.  Quotesmith.com,  Inc. 
dba  lnsure.com  Insurance  Services  in  CA  under  agent  #0827712.  in  LA  under  agent  #205078.  Quotesmith.com.  Inc  dba  Insure  com  Insurance 
Services.  Inc.  in  UT  under  agent  #90093.  Quotesmith.com  dba  lnsure.com  and  Life  Quotes,  Inc.  in  CO. 
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Luxury  Real  Estate  Auction  Jgs 


RELOCATION  FORCES  SALE  •  NAPLES,  FL 


i  UESDAY,  FEB.  27,  2007  2PM 


Stunning  Mediterranean-style  estate  home  located  in 
the  exclusive  Club  at  Mediterra  in  Naples,  FL.  Located 

on  the  15th  fairway  of  the  Tom  Fazio  South  golf 
course  across  from  the  nature  preserve.  Easy  access  to 
restaurants,  shopping  areas  and  Downtown  Naples. 
Come  prepared  to  Bid  &  Buy! 

'4BR/4  Full  &  2  half  bath 

■  5,725  ±  Sq.  Ft.  under  air 


Grand  estates 

AUCTION  COMPANY* 

call  for  a  FREE  color  brochure 

1.800.552.8120 

www.GrandEstatesAuction.com 


•  Exceptional  detailing 
throughout 

'  Being  sold fully  furnished! 


Robert  Kirk  FL  Auctioneer  AU3384  /  Broker  BK31 57296  • 


Capital  Available 


We  help  our  clients  grow  approximately  15-20%  in  sales 
per  year  and  have  funded  more  than  $1  billion  dollars 
in  transactions  to  firms  like  yours. 

212.755.3636  www.capstonetrade.com 


Purchase  Order  Finance  I  Trade  Finance  I  Letters  of  Credit 
Domestic  &  International  Accounts  Receivable  Factoring 


Start  writing  options  for  income 
in  your  portfolio. 

Liberty  Trading  Group  is  the 
first  brokerage  firm  in  the  US 
to  specialize  exclusively  in 

selling  options. 
Free  sample  newsletter  at 
www.optionsellers.com 
(Futures  Trading  Involves  Risk  of  Loss) 


Forbes 


Forbes 


SLAM  DUNK  INVESTING  IN  OIL 


Curtis  Hesler,  Editor  of 
Professional  Timing  Service,  rec- 
ommended Enerplus  Resources 
(ERF)  at  $17.  It's  now  $43,  and 

still  pays  a  10%  dividend.  He 
believes  that  there  are  4  major 

opportunities-crude  oil,  gold, 
stocks  and  bonds-that  will  make 
and  break  millionaires.  Subscribe 

today  and  get  his  free  special 
report,  Oil:  Slam  Dunk  Investing 

for  Income  &  Capital  Gains. 
Call  toll  free  1-877-733-7876  or 
www.forbesnewsletters.com/pts 


You  can 
charge  your  ad 


BEEN  BURNED 

Dispute?  Owed  Money?  Been  Taken 
Advantage  of  on  an  investment  or 
business  deal?  Ready  to  take  action  and 
be  compensated?  Don't  put  good  money 
after  bad.  No  cost  unless  we  get  results! 

Client  First  LLC 
509-966-0359  FAX:  509-966-0482 


HI 


Forbes 

Business  Classified 

For  Advertising  Information 
and  Rates  Contact: 
Media  Options 
1-800-442-6441 

mediopt@aol.com 


BUSINESSES  FOR  SALE  |       $~  ES^bE T& 


International  Intermediary 
has  Middle  Market  Businesses  tor  Sale 


GW  EQUITY 

Merger*  A  Acqutsmons 
877-213-1792 


www.GWEQUITY.com 


Bank  for  Sale 


Discover  a  tool  for  Wealth 
Creation  ♦  Protection 


WBC 

800-733-2191 


Baja  Mexico  Properties 

Homes,  golf  course  homes,  condos,  lots. 
$120k  to  $  1mm  US  Mort  &  Fincg.  Avlbl. 

Ocean  view,  gated  communities 
Live  or  invest 

Nationwide  Comm.  Brokers 

International  Operations 

858  733-0770 

gemottrolf(a;grnail.corn 


Our  exclusive  patented  product  has  zero 
competition.  We  need  serious  entrepreneurs 
to  keep  up  with  tremendous  demand  in  this 
billion  dollar  industry.  Being  firat  to  market  you 
can  expect  to  make  a  high  six  figure  income  - 
low  investment,  $14,900  usually  recovered  in 
30 days  Call:  1-888-369-1646 


Looking  for  a  sale  or 
licensing  Agreement  to  a 
Diaper  Manufacturer.  Diaper 
With  Legs  Patent  # 
6.926  702, 
Diaper  will  not  leak,  for  young  and  old 
call  Lisa  Wilkinson,  Inventor: 
931-946-2836  or 
373  Spnng  St 
Spencer.  TN  38585 


IS 


Forbes 

Subscriber  Service 


To  plan  your  order,  to  renew, 
change  your  address  or 
other  customer  service, 
visit  our  site  at..,. 
www.forbes.com/customerservice 

orcall...800-888-9896 
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He  was  a  hardworking  farm  boy. 

She  was  an  Italian  supermodel. 

He  knew  he  would  have  just 
one  chance  to  impress  her. 


Rosetta  Stone?  The  fastest  and 
easiest  way  to  learn    ITALIAN  , 


Learn  a  language.  Expand  your  world.  Finally,  there's  a  way  to  learn  a  new  language 
that's  easier  than  you  could  ever  imagine.  Rosetta  Stone  interactive  software  teaches  you  any  of 
30  languages,  all  without  translation,  memorization,  or  grammar  drills.  Our  Dynamic  Immersion 
method  uses  a  combination  of  images  and  words  in  a  step-by-step  process  that  successfully 
replicates  the  experience  of  learning  your  first  language.  It's  so  effective  that  NASA,  the  U.S. 
State  Department,  and  a  variety  of  Fortune  500*  executives  have  made  it  their  language  tool  of 
choice.  That's  also  why  we  can  back  it  with  a  six-month  money-back  guarantee. 


Dynamic  Immersion"  teaches  you  to: 

■ 
•))) 


I  \  SPEAK:  Evaluate  your  pronunciation 
through  speech  recognition. 


LISTEN:  Hear  the  language  spoken  by 
native  speakers. 


READ:  Words  and  images  used  together 
'  I  v    increase  understanding. 


□ 


WRITE:  Practice  writing  the  new  language 
and  receive  immediate  feedback. 


Personal  Edition.  Solutions  (or  J| 
organizations  also  available. 


Rosette 
I 


Level  1  -$«5-  NOW  s1 75.50 

Level  2  -9225-  NOW  $202.50 
Best  Value! 

Level  1&2  -$329-  NOW  s296.10 


Available  tor  30  languages,  including  Spanish,  French,  German,  Italian,  Japanese  and  English. 

The  fastest  way  to  learn  a  language.  Guaranteed!" 

RosettaStone 

Language  Learning  My.,  Success 

1-800-399-6162 

Use  promotional  code  Ibs027  when  ordering. 

RosettaStone.com/fbs027 

Custom  Made  Shirts 


John  ±  Christian 


Designers  a  Craftsmen 


■  Order  by 

Feb.  12™ 

VALENTINE'S 
DELIVERY! 


yjumeros- Coffection 

Jour  Anniversary  'Date 

in  Roman  Numerals! 

'December  11, 1998  =  X\\  XI  MCMXCVlll 

FROM  $590 


nl-  rr-    ,■     ^  ff    .  •       ^    r-  3  DAY  RUSH  AVAILABLE! 

View  Our 'Entire  Collection  Online,  available  in  sterling,  gold  a  platinum 


free  catalogue     RINGB0X.COM  1-888-646-6466 


For  Advertising  Information 
and  Rates  Call: 

Media  Options 
1-800-442-6441 

mediopt@aol.com 


MARINAS 

3  WATERFRONT  MARINAS 
(3  different  states) 
1  Marina  w/278  Wet  slips  &  Development 
1  Marina  w/326  Wet  slips 
1  Marina  w/163  Wet  slips 

918.397.0718 


Forbes 

Subscriber 
Service 


To  plan  your  order,  to  renew, 
change  your  address  or 
other  customer  service, 
visit  our  site  at .... 
www.forbes.com/customerservice 

orcall...800-888-9896 


Custom  Made  Shirts 

v      Made  to  fit  you. 

For  Men  &  Women. 
From  finest  imported  Cottons. 
Box  of  six  from  $89  each 
SH/H.  Free  Monogramming 
Gift  Certificates  Available 
e-mail:  info@britishtailors.com 
Call  Toll  Free:  1-866-857-8487 


The  Forbes  Stock  Market  Course 


The  Forbes  Stock  Market  Course 

is  an  easy-to-read  common  sense 
guide  to  building  wealth.  It  is  a 
perfect  gift  for  family  and  friends 
.  .  .for  anyone  who  is  interested  in 
investing.  The  newest  edition  gives 
you  a  better  understanding  of  every- 
thing from  Financial  Statements  to 
Fundamental  and  Technical  Analysis  - 
Stocks  and  Bonds  to  Futures  and 
Options  -  Mutual  Funds  to  Hedge 
Funds.  As  a  reader  of  Fortes  Magazine 
you  are  invited  to  take  advantage  of 
a  special  price  of  just  $99.95 
(save  $50  off  the  regular  S149.95  pnce.) 

Go  to  www.farbesinc.com/smc4  and  place  your 
order  now  or  call  1-800-429-0106  and  give  the 
operator  a  special  savings  code  of  S3Q05 


You  can  charge  your  ad 
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Luxury  Yachting 


Rent  A  Greek 
Cruising  Palace 


And  sail 
among  the 
,000  Greek 
islands 


THEN  YOU  CAN  SELECT  YOUR  OWN 
ENVIRONMENT,  YOUR  OWN  SCENERY,  YOUR  OWN  ISLAND! 
Charter  a  motor  yacht,  motor  sailer  or  sailing  yacht  (for  4  to  200  guests, 
from  60'  to  490'  and  $1 ,500  to  $200,000  per  day  for  entire  yacht  with 
its  full  crew)  from  VALEF  YACHTS,  agents  for  the  largest  fleet 
of  crewed  yachts  for  charter  in  Greece. 

IT  COSTS  NO  MORE  THAN  BEING  ON  A  CRUISE  SHIP 

BUT 

•  You  can  plan  your  own  itinerary  with  your  own  captain 
•  Your  food  with  your  own  chef 
•  Your  drinks  with  your  own  steward,  or  leave  it  up  to  them 
to... pamper  you. 

VALEF  YACHTS  LTD. 

International  Headquarters:  7254  Fir  Rd„  P.O.B.  385.  Ambler.  PA  19002  U.S.A. 
Tel:  (215)  641-0423  •  (800)  223-3845  •  Fax:  (215)641-1746 
E-mail:  lNFO(tfVALM:YACHTS.com  •  Website:  VALEFYACHTS.com 


Luxury  Real  Estate  Auction 


AUCTION 


TUESDAY,  FEB  20,  2007  •  2PM 


BEAVER  CREEK,  CO  in  the  Vail  Valley 

This  magnificent  6  BR,  7.5  Bath  estate  is  one  of  the  premier 
ski  properties  of  the  Vail  Valley.  It  lias  7,449  +/-  sq.  ft.  of  indoor 
living  space  with  the  finest  finishes,  spectacular  ski-run  views  and 
includes  a  Beaver  Creek  Charter  Membership  option  thai  provides 
reserved  parking  &  private  ski  locker  at  the  Beaver  Creek  Club, 
spa  privileges,  social  events 

Grand  estates 

AUCTION  COMPANY' 
call  for  a  FREE  color  brochure 

1.800.552.8120 


and  golf.  Privacy,  security,  and 
hundreds  i  <\  a<  n\  ities,  this 
home  pro\  ides  the  luxur) 
lifestyle  vou  deserve! 
LOCATED  ON  HOLD  EN  RD 


www.GrandEstatesAuction.com  •  Robert  Kirk  CO  Broker  EI40032905 


Timeshare 


Timeshares 

(800)  640-7639 

holidaygroup.com/fm 


Capital  Wanted 


EfflBS 


olesale 


Gold  Coins 


■ 


Gallart.com 

Buy/Sell  Fine  Art 
305.932.6166 

20633  Biscayne  Blvd.  Aventura,  FL  33180 


Loan 


Capital  Wanted 

Seeking  soft  money  for  pre- 
engineertng  dev.  of  hotel  resort  casinos 
and  going  public.  Min.  invest.  S100K. 
50%  return  through  sale  of  stock  or 
equity  participation  arranged  bv 
GMAC  Real  Estate  Div. 

301-785-4661 


UNSECURED  LOANS 

$5,000  to  $150,000  pre-approved 
same  day  nationwide.  No  collateral 
required.  Any  personal  or  business 
purpose.  Simple  application  process. 

Startups  welcome. 
www.AmOne.com/forbes 

1-800-458-7695 


For  Advertising  Information 
and  Rates  Call: 

Media  Options 
l -800-442-6441 

mediopt@aol.com 


You  can  charge  your  ad 


Gold's  future  is  bright! 

Gold  has  doubled  since  2001! 

Experts  say  gold  may  triple  again...  a 
to  $2,000  by  2010.  Here's  why... 

•  Supply-demand  fundamentals 

•  Foiling  U.S.  dollar  dynamics 

•  Loss  of  "paper"  confidence 

Call  Swiss  America  today...  9 

mention  this  ad  to  receive  our  m 
2007  'Future  of  Gold"  kit  FREE 

1-800-289-2646  ^ 

vvww.swissamerica.com/forbes 

/  /)  s  p  i  ri  n  g  A  m  e  r  i'c  a   to  Rediscover  Gold 


To  plan  your  order,  to  renew,  change 
"CVy|*l-v£k^       your  address  or  other  customer  service, 
A  VJL  LICJj      visit  our  site  at... 

Subscriber  Service  www.forbes.com/customerservice 
or  call:  800-888-9896 
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Humidifier  &  Purifier 


Two  in  one 

Patented  German  engineering.  Worldwide  unique.  pa,eovNO 
100%  made  in  Germany.  10  year  warranty.  100%  satisfaction. 


These  7  outstanding  benefits  make 
Venta-Airwasher  Europe's  #1 
bestseller  for  Humidifiers  and  Purifiers: 

1.  No  filterpads,  no  wicks,  no  cartridges  needed. 
Hassle  free.  It's  so  simple. 

2.  No  problems  with  white  dust. 

3.  No  ozone  that  might  cause  asthma  problems. 

4.  Extremely  hygienic  and  easy  cleaning.  No  bacteria- 
ridden  filterpads  or  wicks. 

5.  Easy,  problem-free  maintenance;  robust  and  durable 
construction. 

6.  Invisible  humidification  by  cold  evaporation, 
recognized  as  the  best  possible  technique. 

7.  Pure  water  evaporates  whereas  impurities,  stale 
tobacco  smoke  and  odors  are  trapped  in  the  water. 

BED  BATH  &  ACE 

BEYOND  Hardware 

HARDWARE  f  HANK  JftlUil/a&lJt 


Red  dot  design 
award  winner  2003 


The  "Wunderding" 
so  simple  -  so  efficient 

Perfected  with  the  newest  cold 
water  evaporation  technology. 

Venta-Airwasher  LLC.  1360  Hamilton  Parkway,  Itasca,  IL  60143 
phone:  (630)  285-1 1 88  ■  fax:  (630)  285-1 1 87 


30  Day  Money  Back  Guarantee. 

If  there  is  no  retailer  close  to  you,  try  the  Airwasher 
in  your  home.  If  you  are  not  fully  satisfied  within 
30  days,  we  will  pick  up  the  Airwasher  from  your 
home  and  refund  your  money.  Free  shipping 
anywhere  in  the  US.  Please  ask  for  a  free  brochure. 

Many  famous  customers  are  already  enjoying  the  benefits  of 
the  Venta-Airwasher:  e.  g.  Porsche.  British  Airways,  adidas, 
Sony  Europe,  Nestle,  McDonalds,  Audi  AG,  The  New  Yorker, 
Volvo  North-America.  Wells  Fargo,  Carnegie  Hall  (40  units). 


Available  at  selected  retail  stores. 
Please  call  for  a  complete  list  of  retailers. 


Call  today  toll  free:  1-888-333-8218 

www.venta-airwasher.com 


Health/Back  Pain 


BACK  PAIN? 


Newslet 


Dali  Prints 


[THE  WORLD  IS  SHRINKING!  3 


There  is 
an  answer! 

Send  for  FREE  information 
on  NEW,  guaranteed 
seat  and  back  supports 
designed  by  a  leading 
back  pain  specialist. 

Posture  Education 

609  Sleepy  Hollow  Road 
Briorcliff  Manor,  NY  1 05 10 
www.postureeducation.com 


CALL  TOLL-FREE  1-800-392-0363 


Nanotechnology  is  changing  our  world 
...  our  clothes,  the  military,  science, 
autos,  medical  technology  ...  every- 
thing! Itsthein\«srjTic5topponiinity 
of  a  lifetime  for  those  who  buy  tomor- 
row's superstars  today.  The  monthly 
Forbes/Wolfe  Nanotech  Report 
puts  you  on  the  right  side  of  history, 
separates  the  true  leaders  from  the 
overhyped.  Subscribe  risk-free  at  just 
$195.  Save  67.5%  and  get  2  valuable 
Free  Reports.  Satisfaction  guaranteed 
by  Forbes.  Call  800-523-7967  or  go 
to  www.forbeswolfe.com/frb, 
Please  use  savings  code  JN5SAVE, 
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RARE  DALI  PRINTS 


If  you  own.  or  are  considering  the 
purchase  of  a  Salvador  Dali  print... 

Our  exclusive  catalog  "Annual  Print  Price 
Guide  to  the  Graphic  Works  of  Salvador 
Dali"  $69.95+9.95  s&h.  Features  full-color 
images  and  current  prices  of  all  authentic 
Dali  prints  Each  print  is  documented  in 
"The  Official  Catalog  of  the  Graphic 
Works  of  Salvador  Dali"  by  Albert  Field. 
The  Annual  Print  Price  Guide  is  a  must 
for  any  collector  interested  in  graphic 
works  signed  by  Dali.  Order  now  and  we 
will  include  a  free  I  year  subscription  to 
The  Salvador  Dali  Collectors  Quarterly 
(regularly  S60.00/year). 

1-800-275-3254 


ask  for  Dept  F.  B. 


The  Salvador  Dali  Gallery.  Inc. 
31103  Rancho  Viejo  Rd.,  #2-193, 
San  Juan  Capistrano.  C'A  92675 
Ph.  949-373-2440 

www.DaliGallery.com 
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fter  our  interview  at  Chicago's  Midway  Airport,  Governor  Dukakis  and  his  entourage  passed  under 
the  tail  of  Forbes'  Capitalist  Tool  and  hoarded  his  charter,  labeled  Presidential  Airline. 
While  awaiting  the  arrival  of  the  two  busloads  of  press  accompanying  him,  the  Governor  and  his 
top  aides  deplaned  and  had  a  ball  vigorously  tossing  a  football.  The  Dukakis  pigskin  touch  was  not  only 
not  bad,  it  was  pretty  good.  Shades  of  JFK  on  the  White  House  lawns  again?  —MALCOLM  S.  FORBES  (1988) 


/  had  pro  offers  from  the  Detroit  Lions 
and  Green  Bay  Packers,  who  were  pretty 
hard  up  for  linemen  in  those  days.  If  I  had 
gone  into  professional  football  the  name 
Jerry  Ford  might  have  been  a  household 
word  today. 

—GERALD  FORD  (1974) 


Some  people  try  to  find  things  in  this  game 
that  don't  exist  but  football  is  only  two 
things— blocking  and  tackling. 

— VINCE  LOMBARDI 


Conventional  wisdom  notwithstanding 
there  is  no  reason  either  in  football  or  in 
poetry  why  the  two  should  not  meet  in  a 
mans  life  if  he  has  the  weight  and  cares 
about  the  words. 

—ARCHIBALD  MACLEISH 


Football  is  brutal  only  from  a  distance. 
In  the  middle  of  it  there's  a  calm,  a 
tranquility.  The  players  accept  pain. 
There's  a  sense  of  order  even  at  the  end 
of  a  running  play  with  bodies  strewn 
everywhere. 

—DON  DELILLO 


Till  I  was  13 1  thought  my  name  was 

"Shut  Up." 

—JOE  NAMATH 


/  like  linebackers.  I  collect  em.  You  can't 
have  too  many  good  ones 

—BILL  PARCELLS 


Some  people  call  me  the  Kitchen, 
some  call  me  the  Dining  Room — 
and  some  call  me  the  Cafeteria! 

—WILLIAM  (REFRIGERATOR)  PERRY 


When  you  hang  with  a  bunch  of 
300-pound  linemen,  you  tend  to  find 
the  places  that  are  the  greasiest  and 
serve  the  most  food. 

—TOM  BRADY 


American  football  is  an  occasion  at  which 
dancing  girls,  bands,  tactical  huddles 
and  television  commercial  breaks  are 
interrupted  by  short  bursts  of  play. 

—TIMES  OF  LONDON 


When  you're  rich  you  don't  write  checks. 

—RANDY  MOSS 


The  Super  Bowl  is  Americana  at  its  most 
kitsch  and  fun. 

—STING 


CBS'  halftime  show  during  the  2004 
Super  Bowl  was  a  new  low  for  television. 

—MIKE  ROGERS 


If  God  had  wanted  man  to  play  soccer, 
He  wouldn't  have  given  us  arms. 

—MIKE  DITKA 


The  football  season  is  like  pain.  You  forget 
how  terrible  it  is  until  it  seizes  you  again. 

—SALLY  QUINN 


The  fewer  rules  a  coach  has,  the  fewer 
rules  there  are  for  players  to  break. 

—JOHN  MADDEN 


Nobody  in  the  game  of  football  should  be 
called  a  genius.  A  genius  is  somebody  like 
Norman  Einstein. 

—JOE  THEISMANN 

J.  »  v..    .       -  .  ..•  <|j 

f  A  Text  J 

If  thou  hast  run  with  the  footmen, 
and  they  have  wearied  thee,  then 
how  canst  thou  contend  with 
horses? 

—JEREMIAH  12:5 
Sent  in  by  Ann  McGregor,  Florence,  Ala. 
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You  never  actually 
wn  a  Patek  Philippe. 


You  merely  take 
ire  of  it  for  the  next 
generation. 


The  legendary  1970'S  Patek  Philippe 
p°orthole-inspired  design  has 
evolved.  A  new,  large-size  case  locks  in , 

the  self-winding  movement  with 
power  reserve,  date  and  moon-phase 
display.  The  Nautilus,  an  inspiring 
icon,  is  reborn.  Ref.  5712/u. 

Tel:  (1)  212  218  1240.  www.patek.com 


There  are  193  countries  in  the  world. 
None  of  them  are  energy  independent. 


So  who's  holding  whom  over  a  barrel? 


I 


The  fact  is,  the  vast  majority  of  countries  rely  on 
the  few  energy-producing  nations  that  won  the 
geological  lottery,  blessing  them  with  abundant 
hydrocarbons.  And  yet,  even  regions  with  plenty 
of  raw  resources  import  some  form  of  energy. 
Saudi  Arabia,  for  example,  the  world's  largest 
oil  exporter,  imports  refined  petroleum  products 
like  gasoline. 

So  if  energy  independence  is  an  unrealistic  goal,  how 
does  everyone  get  the  fuel  they  need,  especially  in 
a  world  of  rising  demand,  supply  disruptions,  natural 
disasters,  and  unstable  regimes? 

True  global  energy  security  will  be  a  result  of 
cooperation  and  engagement,  not  isolationism. 
When  investment  and  expertise  are  allowed  to 
flow  freely  across  borders,  the  engine  of  innovation 
is  ignited,  prosperity  is  fueled  and  the  energy 
available  to  everyone  increases.  At  the  same  time, 
balancing  the  needs  of  producers  and  consumers 
is  as  crucial  as  increasing  supply  and  curbing 
demand.  Only  then  will  the  world  enjoy  energy 
peace-of-mind. 

Succeeding  in  securing  energy  for  everyone  doesn't 
have  to  come  at  the  expense  of  anyone.  Once  we  all 
start  to  think  differently  about  energy,  then  we  can 
truly  make  this  promise  a  reality. 
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Some  think 
privileged. 

We  think 

customized 

solution. 


Since  1856,  we  have  focused  on  bringing  new  perspectives  to  our  clients.  It's  a  tradition 
based  on  analyzing  both  your  specific  needs  and  the  international  markets  to  identify 
future  opportunities  for  you.  By  creating  solutions  ideally  suited  to  your  particular  goals, 
we  can  help  you  get  wherever  you  want  to  go. 

www.credit-suisse.com 


Thinking  New  Perspectives. 


Thoughtful,  through  and  through. 


The  Accord  Sedan 


Every  part  of  the  Accord  is  ingeniously  designed  to  bring  peace  of  mind  to  the  driver.  From  the 
standard  side  curtain  airbags  to  the  highly  efficient  engine,'  every  detail  is  deeply  contemplated. 


34hwy  forMT.  honda.com  1-800-33-Honda 

nparison  purposes  only.  Actual  mileage  may  vary.  EX-L  4-cyl.  model  shown.  ©2006  American  Honda  Motor  Co..  Inc. 
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55  Making  Air  Travel  On  Time 

Air  traffic  will  choke  the  nations  aging  radar  grid 
in  the  next  decade.  Two  American  technology  firms 
are  racing  to  replace  it  with  the  Internet  of  the  air. 
By  Tim  Doyle  and  Andrew  T.  Gillies 

62  Easy  Profits  in  Real  Estate 

Last  year  22  realty  trusts  got  takeover  offers.  Here's 
how  you  can  profit  from  the  trend. 
By  Dorothy  Pomerantz 

78  Eco  Mania 

When  the  cry  goes  up,  "Renewable  Energy!"  an  army 
of  penny-stock  operators  swings  into  action. 
By  Daniel  Fisher 

98  High  on  Loews 

James  Tisch  has  tripled  the  company's  share  price  in 
three  years.  And  still  it's  too  cheap.  By  Robert  Lenzner 

104  !  The  Strangest  Town  in  America 

The  city  fathers  of  Vernon,  Calif,  run  their  tiny  town 
like  a  family  business,  with  unchecked  power,  pay  and 
perks.  By  Evan  Hessel 
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Two-thirds  of  the  world 
is  covered  in  water. 
Shouldn't  three-thirds  of 
the  world's  population 
be  able  to  drink  it? 


Water  desalination  from  GE  turns  saltwater  into 
drinking  water  for  areas  that  need  it.  With  such 
an  inexhaustible  supply,  imagine  if,  one  day, 
no  one  need  go  thirsty  again.  It's  all  part  of  our 
blueprint  for  a  better  world. 


ecomagination.com 
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Ready  for  takeoff. 
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124  Thoughts 
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40  The  Mortgage  Nanny  As  defaults 

rise,  politicians  are  angling  to  meddle  in  the 
loan-writing  business.  By  Matthew  Swibel 

44  Bayou  Bog  A  year  after  its  collapse 
the  Bayou  Group  hedge  fund  may  take 
down  dozens  more  unsuspecting  investors. 
By  Bernard  Condon 
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Xerox  Global  Services  professionals  can  transform  your 
firm's  document  process  to  create  revenue  while  driving  up 
productivity.  Result?  Improved  top  and  bottom  lines. 
There's  a  new  way  to  look  at  it. 


Drganizations  waste  millions  on  managing  the  flow  of 
locuments  from  digital  to  paper  and  back  again.  Xerox 
Global  Services  professionals  create  efficiencies  by 
streamlining  those  processes,  upgrading  document 
echnologies  and  finding  better  ways  for  people  and 
:heir  resources  to  work  together.  For  example,  our 
iocument  assessments  examine  workflow  and  technology 


compatibility  across  your  enterprise.  Once  our  analysis 
is  done,  we  offer  a  comprehensive  range  of  document 
services  and  outsourcing  to  optimize  your  assets  and  improve 
business  performance.  Our  methods  have  helped  Owens 
Corning,  Intercontinental  Hotels  Group  (IHG)  and  others 
realize  millions.  For  a  complete  portfolio  of  our  services 
and  case  studies,  visit  us  today  at  xerox.com/millions. 


XEROX 

terox.com/millions  I  Technology  I  Document  Management  I  Consulting  Services 

I-80G-ASK-XEROX 

62007  XEROX  CORPORATION.  All  rights  reserved.  XEROX"  and  There's  a  new  way  lo  look  at  it'  are  trademarks  of  XEROX  CORPORATION  in  the  United  Stales  and/or  other  countries. 
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VIDEO  HIGHLIGHTS 

New  York 
Fashion  Week. 

Forbes.com 
reports  from  the 
runways  about 
why  Fashion 
Week  matters  to 
the  rag  trade. 

SportsMoney. 

Mike  Ozanian 
speaks  with  Paul 
Swangard,  managing  director  of  the 
University  of  Oregon's  Warsaw  Sports 
Marketing  Center,  on  why  the  Super 
Bowl  is  so  popular  with  advertisers. 

StreetTalk.  Money  manager  Don 
Hodges  discusses  stocks  ranging  from 
small  cap  to  big  cap  with  Bob  Lenzner. 

MoneyMasters.  Vahan  Janjigian  asks 
Jonathan  Hochberg,  president  of 
Hillview  Capital  Advisors,  why  it  mat- 
ters how  investment  advisers  get  paid. 

The  Adventurer.  Jim  Clash  talks  to 
Olympic  skater  Sasha  Cohen  in  the 
second  part  of  his  exclusive  interview. 

New:  Find  any  Forbes.com  video  by 
using  the  new  Video  tab  in  the  search 
box  at  the  top  of  each  page  on  the  site. 
Or  subscribe  to  Forbes.com  video 
programs  via  iTunes. 

Plus:  Get  the  latest  market  news 
via  our  Business  News  Bulletin  at 
10  a.m.,  1  p.m.  and  4:45  p.m.  Eastern 
Standard  Time  each  business  day 
and  Paul  Maidment's  Notes  on  the 
News  every  Monday  morning, 
www.  forbes.com/video. 

STAY  CURRENT 

Forbes  Mobile.  Get  a  version  of 
Forbes.com  on  any  handheld  Web- 
enabled  device  at  mobile.forbes.com. 

E-mail  Newsletters,  choose  from 
34  collections  of  our  articles. 

Forbes  Attache.  Personalized  news, 
stock  quotes,  sports  and  more — always 
in  your  browser  or  on  your  desktop. 
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The  Disrupters 

By  Hannah  Clark 

Who  is  changing  business  in  a  fundamentally 
kick-over-the-tables,  rip-up-the-business-models,  rewrite- 
the-rules  sort  of  way?  Forbes.com  polled  experts  for  their 
picks  of  the  most  innovative  people,  trends,  technologies 
and  ideas  that  are  doing  just  that.  The  upshot:  our  Top  10 
Disrupters.  Topping  the  list,  no  surprise,  is  YouTube,  but 
go  to  Forbes.com  to  learn  the  other  nine.  Our  coverage  of 
this  topic  continues  with  innovation  experts  Clayton 
Christensen  and  Scott  Anthony's  outline  of  what  it  takes  to 
be  a  disrupter;  and  Hal  Sirkin,  author  of  Payback:  Reaping 
the  Rewards  of  Innovation,  on  how  to  turn  a  great  idea  into 
cash.  Be  sure  to  catch  our  slide  show  with  key  tips  from 
Sirkin,  and  explore  our  archive  on  Innovation. 


LIFESTYLE 


The  World's  Most 

Dangerous 

Destinations 

By  Elisabeth  Eaves 

The  world  is  gaining,  not  shedding,  hot  spots.  But 
business  travelers  often  have  no  choice  to  avoid 
dangerous  places.  Where  corporations  go,  so  do  their 
employees,  sometimes  at  great  risk.  Forbes.com  presents 
its  annual  guide  to  the  13  most  dangerous  places  in  the 
world— and  what  to  do  if  you  have  to  travel  to  one. 
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KissyKat  and  the  Magic  Diesel. 

Follow  this  feature  (p.  78)  online 
with  our  picks  of  winners  and  losers 
in  renewable  energy,  plus  a  look  at 
renewable  energy's  Hollywood  back- 
ers. There's  also  more  on  online  on 
Loews  (p.  98):  an  exclusive  interview 
with  Jonathan  Tisch  about  the  Loews 
hotel  comeback  and  a  look  at  which 
other  billionaires  own  NFL  teams. 

Fund  Stars.  Online  only,  check  out 
our  list  of  the  ten  stocks  most 
commonly  held  by  leading  money 
managers.  In  the  three  years  we've 
done  this,  the  stars'  picks  have  out- 
paced the  S&P  500.  For  2006  our 
roster  returned  17%,  a  full  percentage 
point  better  than  the  index. 

Forbes  Asia.  Medical  Missionary. 
Apollo  Hospitals  was  a  pioneer  in 
bringing  modern  care — and  tourists 
looking  for  bargain  surgeries — to 
India.  Now  it  is  extending  its  mission 
globally. 


I  Forbes 


For  links  to  items  mentioned  on  this  page: 
www.forbes.com/extra 

For  complete  contents  of  this  issue: 
www.forbes.com/forbes 

By  mail:  Forbes  magazine 

60  Fifth  Avenue 
New  York,  NY  10011 


10      FORBES      FEBRUARY  26,  2007 


veti  OHwireless 


1 00%  Business.  0%  Office. 


BroadbandAccess 

"^^^^   $CQ99  Monthly  access  with  new  2-yr 
HHj^^B^,^''  ■      JZr         activation  and  qualifying  voice  plan. 


W^^^^^^^  Bring  productivity  with  you  on 

^^^^  ■  America's  most  reliable  wireless  bro3db3nd  network. 

With  a  BroadbandAccess  card  from  Verizon  Wireless  in  your  notebook 
you  can  access  email,  downloads  and  the  Internet  at  broadband 
speed  so  you  can  work  on  the  go.  Simple.  Secure.  Fast. 

verizonwireless.com/bba  or  call  our  business  reps  at  1.800.VZW.4  BIZ 

(899.4249) 

'ur  surcharges  (incl.  Fed.  Univ.  Svc.  of  9.7%  of  interstate  &  int'l  telecom  charges  (varies  quarterly),  5C  Regulatory  &  40C  Administrative/line/mo.,  &  others  by  area)  are  not  taxes  (details:  1-888-684-1888);  gov't  taxes  and  our  surcharges  could  add  4%-33%  to  your  bill. . 
ctivationf«/line:535  ($25  for  S59.99  BroadbandAccess  plan).  '      '      ■    .  ' 

IMPORTANT  CONSUMER  INFORMATION:  Subject  to  Customer  Agmt,  Calling  Plan  &  credit  approval.  Up  to  SI  75  early  termination  fee.  Requires  compatible  PC  card  (purchased  separately).  Speed  claim  based  on  our  network  tests  with  5  MB  FTP  data  files  without  compression, 
ctual  throughput  speed  varies.  If  more  than  S  GB/iine/month,  we  presume  use  is  for  non-permitted  uses  and  will  terminate  service;  see  brochure  for  details.  BroadbandAccess  is  available  in  223  major  metropolitan  areas  in  the  U.S.  Offers  and  coverage  not  available  everywhere, 
etwork  details  &  coverage  maps  at  verizonwireless.com.  America's  most  reliable  wireless  network  claim  based  on  fewest  aggregate  blocked  and  dropped  connections.  See  veri20nwireless.com/bestnetwork  for  details.  ©  2007  Verizon  Wireless. 


COMPANIES  AND  PEOPLE  IN  THIS  ISSUE 

A,B,C 


AT&T.  33 

Acceleron  Pharma,  74 
Acme  Packet,  112 
Actelion,  36 
Adams,  Thomas,  80 
Agrium,  1 10 
Allen,  LeeRoy,  82 
Allstate,  68 

al  Maliki,  Nuri  Kamal,  31 

Amazon,  44 
American  Express,  60 
American  Micro  Devices,  33 
Amp'd,  33 

Apple  Computer,  33,  50,  52,  1 18 
Ariana  Afghan  Airlines,  72 
Arruda,  William.  60 
Avers,  Frank,  58 

BNP  Paribas,  52 
BP,  48 

Bally  Total  Fitness,  108 

Bayou  Group,  44 

Beazer  Homes,  1 10 

Bcntley,  Philip,  46 

Bernunzio,  John,  1 18 

Bernunzio  Vintage  Instruments,  118 

Blackstone  Group,  62 

Bloomberg,  52 

Boardwalk  Pipelines,  102 

Boll  man,  fames,  117 

Boss  Minerals,  34 

Brewer,  William,  68 

British  Telecom,  60 

Brooks,  David,  3 1 

Bruce,  Gordon,  1 1 8 

Bush,  George  W.,  21, 31, 79 

Cantel  Medical,  101 

Ceresncy,  Andrew  J.,  34 

Chavez,  Hugo,  114 

Checchia,  Claudio,  52 

Chevron  Group,  48 

Christie's,  48 

Ciachurski,  Jeffrey,  79 

Claymore  Bank  of  New  York,  1 14 

Cohen,  Mahoney,  12 

Kenneth  Cole,  44 

Colonial  Properties,  66 

Columbia  Equity  Trust,  62 

ContiGroup,  101 

Copcutt,  Paul,  60 

Cornell  Capital,  79 

Creative  Technology,  52 

Cubist  Pharmaceuticals,  36 

0,E,F 

Dahlman  Rose  &  Co.,  108 
de  Figueiredo,  John,  1 

Dell,  33 

Deutsche  UFG,  48 
Dikcr,  Charles,  101 

Walt  Disney,  34, 46 
DivX,  112 

Dodd,  Christopher,  42 
Dodson,  Susan,  36 
Drizin,  Jerry,  79 

EarthFirst,  79 


Ellison,  David,  56 
Embry-Riddle,  58 
Encysive  Pharmaceuticals,  36 
Era,  55  ■  • 

Ernst,  Keith,  42 
ExxonMobil,  48 
Fedawi,  Feda  Mohammad,  72 
Feldman,  Jason,  108 
First  Trust  Advisors,  33 
Fisman,  Raymond,  38 
Flagship  Ventures,  74 
Ford,  David,  59 
Francis,  Dick,  22 
Frank,  Barney,  42 
Freightcar  America,  108 
Fribourg,  Paul,  101 
Frontline,  108 
Furlong,  Patricia,  74 

G,  H,l 

Garmin,  56 
Gates,  Bill,  51 

Gazprom,  48 
Genera!  Electric,  62 
General  Maritime,  108 
Gilead,  36 

Goldman  Sachs  Group,  79 

Google,  33 

Gordon,  Karen,  18 

Gorin,  Steven  B.,  68 

Green  Street  Advisors,  64 

GreenShift,  80 

Groscost,  Jeffrey,  82 

Henson,  Jane,  34 

The  Jim  Henson  Co.,  34 

Hewlett-Packard,  33 

Hickman,  Albert  E.,  34 

Home  Properties,  66 

Honeywell,  56 

Husain,  Maqbool  Fida,  48 

Hydrogen  Power  International,  79 

IBM,  33 

ICCU  Holding,  82 
IDC,  52 
ITT,  56 
Intel,  33 
iShares,  114 

J,K,L 

JPMorgan  Chase,  40,  60, 62 

J-Bird  Music  Group,  82 

Jobs,  Steve,  52 

Jones,  Barbara  S.,  34 

Kagan  Research,  46 

Kam  Air,  70 

Kamgar,  Zamarai,  70 

Kamgar  Trading  Group,  70 

Karzai,  Hamid,  70 

Khandaker  Partners,  79 

Khosla,  Vinod,  79 

Kramer  Levin  Naftalis  8c  Frankel,  46 

Kreisler,  Kevin,  80 

Kupchan,  Clifford,  48 

Kushnir,  Pavel,  48 

Ladisch,  Michael,  80 

Laurus  Capital,  80 

Lee,  Se-Jin,  74 


Lehman  Brothers,  64,  80 
Life  Time  Fitness,  108 
Lockheed  Martin,  56 
Loews,  98 
Lutzius,  John,  64 

M,  N,  0 

.Maguire,  Robert,  64 

Maguire  Properties,  64 

Malburg,  Leonis  C,  104 

Malkenhorst,  Bruce,  104 

Malkenhorst,  Bruce  Jr.,  105 

March,  Anthony,  68 

Marwil,  Jeff  J.,  44 

McAfee,  33 

McCain,  John,  31 

McGrath,  Kevin,  68 

MetaMorphix,  74 

Micron,  112 

Microsoft,  33,  50,  60 

Minkcr,  Marc,  42 

Minnesota  &  Eastern  Railroad,  21 

Moffit,  Taylor,  82 

Morgan  Stanley,  64 

Motorola,  118 

Murdoch,  Rupert,  18 

NIR  Group,  18 

Nelson,  Willie,  80 

Neville,  Carole,  44 

NewGen  Technologies,  80 

News  Corp.,  46 

Nokta,  Omar,  108 

Northfield  Laboratories,  36 

Nussdorf,  Glenn  H.,  34 

OCBC  Investment  Research,  52 

O'Brien,  Timothy  L.,  34 

Ogilvy  &  Mather,  52,  60 

Olivo,  Eduardo,  106 

OrbiMed  Advisors,  74 

Originally  New  York,  82 

Orr,  David  J.,  68 

P,Q,R 

Parlux  Fragrances,  34 
Perez,  Ryan,  1 06 
Pfotenhauer,  Kurt,  42 

Phaidon,  118 

Power  Technology,  80 

Prudential,  68 

Pulte  Homes,  110 

Putin,  Vladimir,  48 

G.P.  Putnam's  Sons,  22 

Quality  King  Distributors,  34 

Quatloos.com,  68 

Rannoch,  59 

Raytheon,  56 

Reach  Communications  Consulting,  60 

Reguero,  E.  Anthony,  66 

Reneker,  Ben  C,  46 

Ribotsky,  Corey,  1 8 

Richmond-Fairfield,  44 

Rillo,  Troy,  80 

Rivera,  John,  79 

Robinson,  Michael,  108 

Roth,  Steven,  68 

Royal  Dutch/Shell,  48 


S.T.U 

SPDR  Russell/  Nomura,  114 

Samsung,  1 12 

Schmidt,  Eric,  33 

Schuelke,  Markus,  74 

Scozzafava,  Thomas,  80 

Shahrani,  Nazif,  72 

Silverman,  Brian,  34 

Sim  Wong  Hoo,  52 

SimpleTech,  1 12 

Snyder,  Irvin  J.,  34 

Sonnenschein  Nath  &  Rosenthal,  44 

Sony,  33 

Sotheby's,  48 

Spectrem  Group,  44 

Stanton,  John,  79 

Starwood  Hotels  &  Resorts,  60 

Statoil,  1 10 

Sustainable  Energy,  79 
Swanson,  Lori,  42 
Swift,  Jane,  60 

Symantec,  33 

Tambussi,  William  M.,  34 
Teekay  Shipping,  108 
Tessera  Technologies,  1 1 2 
Tessinari,  Laura,  60 
Tham  Khai  Meng,  52 
Theravance,  36 
Thune,  John,  21 
Tisch,  Andrew,  98 
Tisch,  James,  98 
Tisch,  Jonathan,  100 
Tisch,  Preston  S.,  98 
Toll  Brothers,  110 
Toshiba,  33 

Town  Sports  International,  108 
Trump,  Donald,  34 

UBS,  108 

v,w 

Vagelos,  Roy,  36 

van  Bakkum,  Theo,  82 

Van  Beneden,  Pierre,  60 

Vanguard  Group,  1 14 
Vardiman,  Velma,  40 

VeriSign,  33 
Verizon,  33 

Vernon  Light  8i  Power,  105 

Virgin,  33 

Vornado,  62 

Wahlstrom,  Mark,  68 

Wandro,  Steven,  79 

Warburg  Pincus,  64 

Wealth  Management  International,  68 

Wesbury,  Brian,  33 

Western  Wind  Energy,  79 

Winston  &  Strawn,  44 

WisdomTree,  1 1 4 

Wolff,  Russell,  46 

Wong,  Carey,  52 

Wyeth  8t  Co.,  36,  74 

Wyly,  Charles,  68 

Wyly,  Samuel,  68 

X,Y,Z 

XsunX,  80 
Yeong,  Bryan,  52 


FORBES  is  published  biweekly,  monthly  in  August  with  an  extra  issue  in  April  and  October,  by  Forbes  LLC,  60  Fifth  Avenue,  New  York,  NY  1 001 1  Subscriptions:  U.S.A.,  one  year  $59.95.  Canada,  one  year  C$89.95 
(includes  GST)  Forbes  Subscriber  Service  is  available  online.  To  subscribe,  change  your  address,  or  for  other  assistance,  please  visit  www.forbes.com/customer  service.  Or  write  Forbes  Subscriber  Service,  P.O. 
Box  5471,  Harlan,  IA  51593-0971.  Or  call  1-515-284-0693.  To  purchase  back  issues  of  Forbes  magazine,  call  1-212-367-4141 

Where  necessary,  permission  is  granted  by  the  copyright  owner  for  those  registered  with  the  Copyright  Clearance  Center  (CCC),  222  Rosewood  Dr.,  Danvers,  MA  01923,  to  photocopy  articles  owned  by  Forbes 
for  a  flat  fee  of  $1 .50  per  copy  per  article.  Send  payment  to  the  CCC  stating  the  ISSN  (001 5  691 4),  volume,  and  first  and  last  page  number  of  each  article  copied.  Copying  for  other  than  personal  use  or  internal 
reference,  or  of  articles  or  columns  not  owned  by  Forbes  without  express  permission  of  Forbes  or  the  copyright  owner  is  expressly  prohibited. 

To  order  reprints,  call  212-620-2399  or  fax  212-206-5118  or  e-mail  reprints@forbes.com  (minimum  order  500),  to  request  permission  to  republish  an  article,  call  212-620-1819  or  fax  212- 
206-5118.  Reprints  reproduced  by  others  are  not  authorized. 


12      FORBES      FEBRUARY  26,  2007 


Xeorf 

inside" 

Dual-core. 
Do  more. 

When  he  has  the  time, 
Pete  works  on  his 
idea  for  an  application 
fhat  would  allow 
seamless  collaboration 
between  offices. 

But  he  spent  most  of 
\oday  riding  in  the 
^levator  between  his 
Dffice  and  the  data  center. 

Set  IT  free 


rhe  HP  BladeSystem  c-Class,  powered  by  the  Dual-Core  Intel*  Xeon11  Processor,  gives  your  IT  department  the 
reedom  to  spend  less  time  on  day-to-day  operations  so  they  can  focus  more  time  on  pursuing  innovations  for  the 
:ompany.  The  HP  BladeSystem  comes  equipped  with  features  like  Virtual  Connect  Architecture,  which  virtualizes 
.AN/SAN  settings  and  drastically  improves  IT  response  times  and  service  levels.  Just  imagine  the  possibilities 
vhen  you  set  IT  free. 


:>"'.;-';::;i: 


HP  BladeSystem  c 
BL460c  and  BL480c  server  blades 


all  1-866-356-6091 
com/ go/setlTfree24 
reseller:  hp.com/go/ reseller 


al-Core  is  a  new  technology  designed  lo  improve  performance  of  multithreaded  software  products  and  hardware-aware  multitasking  operating  systems  and  may  require  appropriate  operating  system  software  for  full  benefit;  check 
h  software  provider  to  determine  suitability;  not  all  customers  or  software  applications  will  necessarily  benefit  from  use  of  this  technology.  Intel's  numbering  is  not  a  measurement  of  higher  performance.  Intel,  the  Intel  Logo,  Xeon 
J  Xeon  Inside  are  trademarks  or  registered  trademarks  of  Intel  Corporation  or  its  subsidiaries  in  the  United  States  and  other  countries  The  information  contained  herein  is  subject  to  change  without  notice.  ©2007  Hewlett-Packard 
velopment  Company,  L.P. 
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jSide  Lines  

Stupid  Tax  Tricks 


HERE'S  AN  AMUSING  GAME,  FUN  TO  PLAY  AS  APR.  15  APPROACHES. 
Hold  up  an  investment  product  and  say,  "Tax  benefit!"  Then  watch 
investors  jump  through  hoops  and  make  idiots  of  themselves. 

My  catalog  of  dumb  tax  avoidance  moves  has  three  items. 
"Dumb"  means  that  the  fees  on  the  tax  shelter  exceed  what  you 
would  have  paid  the  Internal  Revenue  Service. 

Annuity  trusts.  In  this  scheme,  you  find  a  buyer  for,  say,  your 
auto  body  shop  but  don't  sell  it  directly.  Instead  you  transfer  it 
into  a  trust,  which  sells  it  to  the  buyer  and  uses  the  proceeds  to 
buy  you  a  monthly  annuity.  The  tax 
you  are  avoiding  is  as  little  as  15%. 
The  middlemen's  fees  for  setting  up 
the  annuity  and  telling  you  how 
clever  you  are  can  run  to  10%  of  the 
money  involved,  plus  annual  main- 
tenance fees.  Yes,  these  fees  can 
exceed  the  value  of  the  tax  benefit. 
With  this  dodge  your  capital  gain  is 
merely  deferred,  not  escaped  forever. 
Also,  the  fees  are  calculated  as  a  percentage  of  the  sale  proceeds, 
not  a  percentage  of  the  gain. 

The  arrangement  is  so  bad  that  some  taxpayers  hire  a  second 
set  of  advisers  to  help  them  get  out  from  under  the  heels  of  the 
first  set.  Ashlea  Ebeling  recounts  the  sorry  tale  on  page  66. 

1031  swaps.  This  popular  gimmick  has  the  seller  of  an  appre- 
ciated asset  swap  it  for  another  of  a  "like  kind,"  in  order  to  defer 
tax.  So,  when  is  one  asset  like  another?  Turns  out  that  a  strip  mall 
is  like  an  office  building.  But  a  stallion  is  not  quite  like  a  mare. 
For  such  distinctions,  you  need  to  hire  an  expert. 

So,  you  sell  your  illiquid  real  estate  and  get,  in  return,  another 
piece  of  illiquid  real  estate.  Figure  on  two  sets  of  real  estate  agents 
wanting  fees,  plus  the  lawyers,  the  accountants  and  the  "exchange 
accommodators"  who  pretend  to  be  swapping  with  you.  A  45-day 
deadline  is  built  into  this  charade.  Faster  than  you  can  say  "roll  over," 
you  have  overpaid  for  the  replacement  property. 

Deferred  annuities.  These  are  mutual  funds  wrapped  up  in  a 
cosdy  insurance  policy  that  is  taxed  only  when  you  cash  it  in.  Tax 
haters  bought  $200  billion  of  these  things  in  2005. 

Remember,  your  insurance  agent  is  selling  you  a  deferral,  not 
a  tax  holiday.  Wait,  it  gets  worse  than  that.  If  you're  buying  stocks, 
the  federal  tax  you  don't  pay  today  is  15%.  But  when  the  appreci- 
ation and  dividends  come  out  of  the  annuity  at  the  other  end 
they  are  converted  into  ordinary  income  taxed  at  35%. 

Your  Labrador  would  probably  have  better  sense  than  to  buy 
a  deferred  annuity. 
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©2007  Mercedes-Benz  USA,  LLC 

Pillarless.  And,  for  that  matter,  peerless. 
Introducing  the  all-new  CL-Class. 


THE  ICONIC  DESIGN  FEATURES  SIDE  WINDOWS  WITH  NO  B-PILLARS  INTERRUPTING 
THE  VIEW,  YET  HAS  THE  STRUCTURAL  INTEGRITY  OF  A  TRADITIONAL  COUPE. 
AND  IT'S  JUST  ONE  OF  THIS  VEHICLE'S  MANY  ENGINEERING  WONDERS. 


This  year,  the  newly  re- 
designed 2007  CL-Class 
leaps  from  where  its  storied 
predecessors  left  off. 
Racing-inspired  8-  and  12-cylinder  powerplants  boast 
engine  blocks  made  from  lightweight  cast  aluminum  and 
silicon-lined  cylinders  that  reduce  friction  by  50%. 
The  CL550's  7-speed  automatic  transmission  turns 
road-devouring  power  into  instantaneous  acceleration 
upon  demand,  with  outstanding  efficiency. 

Now,  a  sports  coupe  should  be  more  than  just  powerful. 
That's  why  CL  coupes  are  equipped  with  Active  Body 
Control-an  intelligent  system  that  carries  on  a  continuous 
conversation  with  the  suspension,  adjusting  it  for  a  ride  best 
described  as  firm,  fierce  and  masterful. 


And  because  safety  can  never  come  second,  the  CL-Class 
also  offers  Mercedes-Benz  PRE-SAFE?  This  integrated  safety 
system  helps  prepare  the  vehicle  in  the  critical  moments 
before  a  potential  accident,  for  instance  moving  the  front 
passenger's  seat  to  a  more  favorable  position,  as  well 
as  closing  the  windows  and  sunroof  should  a  rollover 
be  imminent. 

Then  there  are  the  available  creature  comforts- the 
Parktronic  system,  1 4-way  power-adjustable  massaging 
seats,  voice-activated  audio,  telecommunications  and 
navigation  systems,  as  well  as  the  infrared  Night  View  Assist 
system,  to  name  but  a  few. 

Taken  as  a  whole,  and  taking  in  their  sweeping  lines  and 
aggressive  stance,  it's  easy  to  see  why  the  Mercedes-Benz 
CL-Class  sweeps  aside  all  others. 


Unlike  any  other. 


Mercedes-Benz 


MBUSA.com 


del  shown  2007  CL550. 


For  more  information,  call  1-800-FOR-MERCEDES,  or  visit  MBUSA.com. 


Changing  the  face  of  chemistry.  To  see  that  everything  is  connected 


simply  change  one  thing — and  everything  changes.  Add  the  Human  Element  to  the 


Periodic  Table  of  the  Elements,  and  suddenly  the  power  of  chemistry  is  put 


to  work  solving  human  problems.  Making  the  world  safer,  cleaner  and 


greener  for  generations  to  come.  Meet  the  new  face  of  chemistry:  the  Human  Element. 
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Jonestown  Confidential 

Your  stories  about  Rupert  Murdoch  on  Forbes.com  and  in  "Blue  Sky"  (Feb.  12, 
p.  86)  remind  me  of  my  time  working  for  Rupert  when  he  owned  New  West.  I 
was  the  magazines  executive  editor  in  1976,  the  year  I  assigned  and  edited  the 
expose  that  caused  Jim  Jones  and  his  Peoples  Temple  cult  to  flee  to  Guyana 
from  San  Francisco.  A  year  later  he  murdered  over  900  people,  including  Cal- 
ifornia Representative  Leo  Ryan.  As  we  were  working  on  the  story,  advertisers 
and  politicians  called  Rupert  in  New  York  to  ask  him  to  "lay  off"  Jim  Jones, 
who  was  then  head  of  the  San  Francisco  Housing  Authority.  Rupert  called  me 
to  find  out  the  nature  of  the  story.  When  I  told  him  what  we  had  discovered 
and  corroborated  about  Jones,  he  reacted  as  a  true 
newsman:  "Get  the  story.  I'll  give  you  the  best  legal 
help  available."  We  did  get  the  story.  So  whenever 
my  editorial  friends  speak  disparagingly  of  Rupert, 
I  usually  say  nothing.  But  from  my  experience,  I 
know  that  he  is  a  newsman  first— and  perhaps  the 
best  publisher  I  ever  worked  for. 

ROSALIE  MULLER  WRIGHT  PAKENHAM 
Wellsville,  Pa. 

MySpace  mogul:  News  Corp.  Chief  Rupert 
Murdoch  has  bet  big  on  the  Web. 
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Readers  Say 

READERS@FORBES.COM 


Roto-Rootered? 

Something  stinks  about  "Sewer  Pipes" 
(Feb.  12,  p.  64).  Although  you  intended 
to  expose  "deals  that  may  involve  ex- 
cons,  stock  scammers — even  the  Mob," 
you  instead  pile  innuendo  onto  profes- 
sionals such  as  Corey  Ribotsky,  chief 
executive  of  NIR  Group,  a  firm  that 
enjoys  an  impeccable  record  of  success 
in  both  business  and  community.  A  silly 
dispute  with  a  florist  hardly  seems  com- 
parable to  a  Mob-based  enterprise. 

DAVID  A.  SHAW 
Managing  Member 
Country  Club  Advisor  LLC 
Greenvale,  N.Y. 

Kindergarten  Logic 

I  applaud  FORBES  for  taking  an  interest 
in  the  impressive,  if  not  astounding, 
mission  of  Karen  Gordon  in  "Adopting 
a  Crusade"  (Feb.  12,  p.  76),  who  is 
bringing  a  sense  of  civility  and  self- 
worth  to  children  in  orphanages  in  the 
developing  world.  Amazingly,  it  seems 
that  in  the  U.S.  the  higher  the  income 
bracket  the  more  likely  it  is  that  chil- 


dren spend  time  in  day  care  or  with  a 
nanny.  It  would  be  nice  if  Gordon  came 
up  with  some  creative  solutions  that 
would  encourage  parents  of  means  to 
stay  home  and  do  the  hard  work,  even 
though  it  may  not  be  as  sexy  or  intrigu- 
ing as  that  seven-figure  job.  We  are  not 
raising  grass  seed,  we  are  raising 
human  beings  who  will  some  day 
inherit  the  earth. 

RUTH  H.  CATAN 
Bethesda,  Md. 

Mind  the  Gap 

In  "Shell  Games"  (Feb.  12,  p.  96)  we  said 
that  Delaware  brought  in  $4.6  million  in 
franchise  fees  in  2005.  In  fact,  for  the 
fiscal  year  ended  June  30,  2005  the  state 
received  $612  million  in  revenue  from 
franchise  taxes  and  fees  paid  by  corpo- 
rations and  alternative  business  entities. 
That  figure  rose  to  $651  million  in  fis- 
cal 2006. 


■Forbes 
■com 


Send  e-mail  to  readers@forbes.com  or  visit 
www.forbes.com/letters.  Letters  will  be  edited. 
Please  include  address  and  phone  number. 
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SUFE RHER0E3 


When  Agiltron  wanted  to  build  a  camera  that  could  see  in  the  dark, 
they  turned  to  the  world's  leading  partner  in  digital  innovation. 

The  founders  of  Agiltron  had  a  mission:  they  wanted  to  So  why  should  you  care?  Because  the  same  drive  that 

build  a  camera  sensor  that  could  put  the  power  of  infrared  makes  Micron  the  ideal  DRAM  and  digital  imaging  partner 

vision — the  ability  to  see  in  the  dark,  and  through  smoke  and  for  start-ups  and  big  industry  players  across  the  globe, 

fog — into  everyone's  hands.  They  wanted  to  create  a  low-cost,  also  makes  it  a  high-tech  story  worth  following.  Fueled  by 

high-quality  camera  that  would  give  everyone,  from  firemen  the  world's  most  valuable  intellectual  property  portfolio* 

and  police  to  homeland  security  officials  and  homeowners,  the  and  led  by  the  most  brilliant  engineering  minds  in  any 

ability  to  see  those  things  that  go  bump  in  the  night  well  before  industry.  Micron  has  quickly  positioned  itself  as  the  world's 

they  even  made  a  sound.  Today,  Agiltron  has  accomplished  leading  digital  innovator — and  as  a  company  that  is  changing 

that  mission  with  its  LightLever'"  sensor— and  Micron®  CMOS  how  we  experience  the  world, 
imaging  technology  helped  them  make  it  all  possible. 

superheroes.micron.com 

NYSE:  MU 

^icroir  —  — — — 


Find  out  more  about  how  Agiltron  can  help  you  see  in 
the  dark — and  how  Micron  has  helped  other  companies 
see  the  light. 


007  Micron  Technology,  Inc.  All  rights  reserved.  Micron  and  the  Micron  logo  are  trademarks  of  Micron  Technology,  Inc.  Agiltron  and  LightLever  are  trademarks  of  Agiltron,  Inc. 


*  "Patent  Power,"  IEEE  Spectrum  magazine,  November  2006 
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Accenture  Match  Play  Championship 
February  21st-25th 

Sixty-four  of  the  world's  top-ranked  golfers  go 
head-to-head  in  a  single-elimination  showdown 
on  NBC  and  The  Golf  Channel. 
Visit  accenture.com/golf 
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Fact  and  Comment 


By  Steve  Forbes,  Editor-in-Chief 
"With  all  thy  getting  get  understanding." 


J 


Atomically  Aiding  Our  Enemies 


PRESIDENT  BUSH  MADE  ABSOLUTELY  NO  MENTION  OF  MISSILE 
defense  in  his  State  of  the  Union  address,  an  astonishing  omis- 
sion at  a  time  when  the  war  against  Islamic  fanaticism  is  at  the 
forefront  of  American  politics  and  only  days  after  China  finally 
acknowledged  that  on  Jan.  1 1  it  had  tested  a  missile  in  space  by 
destroying  an  aging  weather  satellite. 

What  is  going  on  here?  Our  economy,  not  to  mention  those 
of  the  rest  of  the  world,  is  crucially  dependent  on  satellites  for 
communications.  What  if  some  day 
a  rogue  state — or  even  a  traditionally 
friendly  country  turned  enemy — 
decides  to  set  off  a  nuclear  device  in 
space  that  results  in  an  electromagnetic 
pulse  destroying  our  ability  to  commu- 
nicate? Our  economy  would  reel  and, 
more  important,  we  would  lose  an 
absolutely  critical  military  advantage. 

North  Korea  and  Iran  are  working 
overtime  to  develop  ever  more  sophis- 
ticated missiles  with  ever  greater 
ranges.  Pyongyang  openly  boasts  about 
having  nuclear  devices,  and  Tehran's  Islamic  fascists  are  working 
feverishly  to  develop  a  first-class  arsenal  of  nuclear  weapons.  We 
have  it  within  our  means  to  develop  a  multilayered  missile  defense 
system  that  could  protect  us  from  attack  from  rogue  states,  as 
well  as  shield  us  from  missiles  fired  from  ships  off  our  shores. 

The  Bush  Administration  has  a  sluggish,  low-key  missile 
defense  effort  under  way:  a  limited  ground-based  system 
deployed  in  Alaska  and  California,  which  won't  be  much  of  a 
deterrent  in  today's  world,  and  a  still  underdeveloped  sea-based 
system  modeled  on  the  U.S.  Navy's  Aegis  vertical  launch  system. 


Chinese  soldiers  march  past  a  rocket  display  in  Beijing. 
Like  the  land,  seas  and  air,  space  is  now  a  place  of 
military  activity. 


But  even  these  and  other  limited  efforts  will  come  under  assault 
by  this  Democratic  Congress. 

Sadly,  the  broad-based  missile-defense-shield  cause  is  not  helped 
by  the  Pentagons  bureaucracy,  either.  The  Missile  Defense  Agency 
refuses  to  push  a  sea-based  system,  even  though  we  have  a  great  foun- 
dation in  Aegis.  Ground-based  missile  defense  is  especially  cosdy  and 
not  nearly  as  effective  as  sea-  and  space-based  systems  would  be. 
Because  of  its  woes  in  Iraq,  the  Administration  dare  not 
sound  the  missile  alarm.  Perhaps  it 
underestimates  its  ability  to  persuade 
the  American  people  of  the  need  for  a 
breakneck-pace  program.  Despite  his 
current  unpopularity,  the  President 
should  be  able  to  make  a  persuasive 
case  to  the  public. 

Relatively  few  dollars  would  be 
needed  to  defend  ourselves  against 
missiles  launched  off  our  coasts.  We 
also  should  revive  and  update  the 
technology  for  Brilliant  Pebbles,  a 
space-based  system  developed  in  the 
early  1990s  that,  when  completed,  was  to  have  the  ability  to  knock 
out  missiles  soon  after  they  were  launched.  A  new  Brilliant  Peb- 
bles program  could  also  hit  missiles  at  various  stages  along  their 
trajectory  to  nearly  the  point  of  impact  with  the  intended  target. 

The  cost  of  a  multilayered,  sophisticated,  allout  effort  for  mis- 
sile defense  would  equal  about  what  we  spend  in  Iraq  every  four 
months.  Such  a  shield  would  dramatically  undermine  the  politi- 
cal and  military  value  of  the  nuclear  efforts  of  our  adversaries 
now  and  in  the  future. 

What  are  we  waiting  for? 


CEO  Pay  Should  Be  Based  on  Performance 

That's  the  cry  these  days  from  Washington.  If  that  principle  were  actually  applied  there,  who  would  hire  Washington? 


Fiscal — and  Ethical — Train  Wreck 


THE  ROUTINE  ABUSE  IN  THE  CONGRESSIONAL  APPROPRIATIONS 
process  is  highlighted  by  an  ongoing  effort  to  force  the  federal 
government  into  granting  a  multibillion-dollar  giveaway  to  a 
small,  private  railroad,  the  Dakota,  Minnesota  &  Eastern  Rail- 
road (DM&E).  The  owners  want  to  expand  the  line  to  carry  coal 
from  Wyoming's  Powder  River  Basin  to  the  Midwest. 

The  demand  for  coal  is  surging,  and  the  owners  of  the 
DM&E  want  to  cash  in  on  the  boom.  But  instead  of  turning  to 
the  private  sector  for  financing,  the  railroad  asked  its  onetime 


lobbyist  and  now  senator,  John  Thune  (R-S.D.),  to  help  out. 
Thune  obliged.  He  has  been  pushing  for  the  Federal  Railroad 
Administration  (FRA)  to  give  his  former  client  a  $2.3  billion  loan 
to  build  the  262-mile  extension,  this  for  an  outfit  with  revenues 
under  $200  million.  Servicing  this  debt  will  come  to  almost 
$250  million  a  year. 

This  carrier  is  no  stranger  to  government  largesse.  Three 
years  ago  it  got  itself  a  $233  million  loan  from  Uncle  Sam.  Yet 
DM&E's  safety  record  is,  to  put  it  charitably,  spotty,  with  a  main- 
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track  accident  rate  eight  times  the  national  average. 

Senator  Thune  slipped  this  $2.3  billion  earmark  into  the  pork- 
heavy  2005  transportation  bill.  With  no  debate  and  no  hearings 
Thune  got  the  FRAs  Railroad  Rehabil- 
itation &  Improvement  Financing 
Program  increased  tenfold,  from  $3.5 
billion  to  $35  billion.  Moreover,  points 
out  the  Frontiers  of  Freedom  Institute, 
a  free-market  foundation,  "Thune  also 
modified  the  loan  criteria  to  benefit 
only  one  company,  setting  in  place 
provisions  for  the  loan  to  be  granted  to 
his  former  employer  with  no  collat- 
eral and  no  payments  for  six  years." 
The  public  has  been  barred  from 
examining  the  loan  application  and 
the  company's  finances. 

It's  not  as  if  Wyoming's  rich  coal  region  is  not  being  serviced. 
"Rail  service  is  already  being  provided  by  two  larger  and  superior 


Taxpayers  don't  need  to  subsidize  the  hauling  of  coal  from 
the  Powder  River  Basin,  as  this  133-car  coal  train  illustrates 


railroads,  which  have  invested  private  funds  in  most  of  their  ven- 
tures. The  government  should  not  prop  up  a  weak  competitor," 
notes  the  National  Taxpayers  Union,  a  citizens'  group  working 
for  low  taxes  and  on  whose  board  I  sit. 

The  Bush  Administration  wants 
to  terminate  the  railroad  loan  pro- 
gram. Congress,  especially  now  with 
the  Democrats  in  control,  is  not  likely 
to  go  along.  At  the  very  least,  the 
FRA  should  not  give  final  approval  to 
the  loan  on  the  grounds  that  the 
DM&E  manifestly  lacks  the  neces- 
sary creditworthiness. 

But  one  must  not  underestimate 
the  resourcefulness  of  pork-loving 
pols.  Citizens  Against  Government 
Waste,  a  taxpayer  watchdog,  ruefully 
and  rightly  calls  Senator  Thune's  efforts  a  twisted  version  of  the 
children's  story  The  Little  Engine  That  Could. 


Racy  Writing 


Under  Orders — by  Dick  Francis  (G.R  Putnam's  Sons,  $25.95). 
After  six  years  in  retirement  Dick  Francis  is  back  in  the  crime- 
fiction  saddle.  For  years  this  former  jockey  wrote  riveting  myster- 
ies oriented  around  the  racetrack.  Thankfully,  he's  lost  nothing  in 
the  interim,  as  the  beginning  of  this  book  makes  clear:  "Sadly, 
death  at  the  races  is  not  uncommon.  However, 
three  in  a  single  afternoon  was  sufficiently  unusual 
to  raise  more  than  an  eyebrow.  That  only  one  of  the 
deaths  was  of  a  horse  was  more  than  enough  to 
bring  the  local  constabulary  hotfoot  to  the  track." 

Mystery  aficionados  will,  with  pleasure,  race 
through  this  tale  of  race  fixing,  murder  and  conspir- 
acy. The  hero,  Sid  Halley,  whose  jockeying  career  ended 
in  a  devastating  accident  necessitating  his  acquiring  an 
electronic  arm,  is  now  a  private  investigator.  A  popu- 
lar jockey  is  killed  with  three  bullets  to  the  heart.  Not 


long  after,  a  trainer  supposedly  commits  suicide.  The  police  conclude 
that  the  trainer  shot  the  jockey  and  then  took  his  own  life.  Halley 
doesn't  buy  it,  and  a  dangerous,  trouble-laden  investigation  begins. 
Along  the  way  we  are  treated  to  eye-opening  primers  on  Internet 
gambling  and  DNA  testing,  as  well  as  a  look  at  Halley's  love  life. 

As  with  most  of  Francis'  previous  works, 
Under  Orders  ends  up  in  the  winner's  circle. 
Excerpt:  /  handed  the  package  to  him. 

"Thank  you."  He  took  it.  "Good  job  that  truth  is 
now  a  defense  against  libel." 

"Hasn't  it  always  been?"  I  asked. 
"Good  God,  no,"  he  said.  "In  the  past,  one  could 
be  guilty  of  criminal  libel  even  if  you  were  telling  the 
truth.  Just  to  ruin  someone's  reputation  was  enough, 
despite  the  fact  that  they  may  have  deserved  to  have 
it  ruined.  . . ." 


RESTAURANTS:  GO, 


,  STOP 


Edible  enlightenment  from  our  eatery  expert  Tom  Jones  and  colleagues  Patrick  Cooke  and  Monie  Begley, 

as  well  as  brothers  Bob,  Kip  and  Tim. 


•  Picholine—  35  West  64th  St.  (Tel.:  212-724-8585).  This  Lin- 
coln Center  mainstay  has  reinvented  itself  with  fabulous 
results.  The  fare  is  tops:  Alpine  cheese  soup  with  slivers  of  black 
truffle;  scallops  sashimi  with  watermelon  radish,  apple  and 
fresh  wasabi;  John  Dory  "a  la  Veronique,"  with  salsify,  chan- 
terelles and  truffle  vinaigrette;  chicken  Kiev;  and  a  rib-eye  con- 
coction with  black  truffles. 

Carlyle  Restaurant— The  Carlyle,  35  East  76th  St.  (Tel.:  212- 
744-1600).  This  is  one  of  the  most  elegant  spaces  around, 
exuding  an  aura  of  luxurious  comfort,  with  impeccable  service 
to  match.  The  problem  here  is  with  the  food.  The  rack  of  lamb 
is  tough  and  tastes  like  mutton;  the  risotto  is  flavorless  and,  like 


the  Dover  sole  and  vegetable  side  dishes,  is  served  tepid.  The 
hotel  and  its  guests  deserve  better. 

•  Cafe  Cluny— 284  West  12th  St.  (Tel.:  212-255-6900).  A  new 
and  winning  West  Village  charmer.  Especially  good:  a  salad  of 
baby  beets  and  blood  oranges,  the  tuna  sashimi  and  the  roasted 
chicken.  The  old-fashioned  desserts  are  yummy. 

•  Sarabeth's — 1295  Madison  Ave.,  between  92nd  and  93rd 
streets  (Tel.:  212-410-7335).  If  you're  tired  of  the  trendy  and  are 
hankering  for  some  good  old  comfort  food,  this  is  the  spot — a 
bit  of  a  New  Hampshire  inn  in  the  city.  Scrumptious:  butternut 
squash  soup,  biscuits,  chicken  potpie,  beef  stew  and,  for 
dessert,  rice  pudding  and  apple  cobbler.  F 
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Jacdb  &  Ca 


It's  only  fitting  that  our  first 

U.S,built  hybrid 

should  come  from 

a  place  so  green. 


The  new  Camry  Hybrid-as  good  for  the 
economy  as  it  is  for  the  environment. 
Toyota  is  already  known  for 

being  the  world's  leading  hybrid  HVS^iS-N/ 
I       ,  i  SYNERGY 

producer,  but  not  everyone  knows  |  QfttVE 

what  our  hybrids  will  do  for  the  — 

U.S.  economy.  That's  about  to  change.  Our 

new  Camry  Hybrid  is  now  being  built  here 


in  the  U.S.  The  place?  Georgetown,  Kentucky, 
where  48,000  Camry  Hybrids  are  planned 
for  the  first  year  of  production. 
It's  all  part  of  our  commitment  to 
America,  the  air  you  breathe,  the 
communities  where  you  work  and 
live,  and  to  the  future  we  want  to  build 
together.  And  that's  good  for  everyone. 


TOYOTA 

moving forward  > 

toyota.com/usa 


n 


mm 


It  is  a  delaying  world,  boast  as  they  like  of  its  speed. 

—GEORGE  E.  WOODBERRY 


Holding  Pattern  As  Iran  and  North  Korea  continue 
to  develop  nukes  and  the  missiles  to  carry  them,  Democrats  are 
preparing  to  gut  missile  defense.  Shortly  after  the  election  results 
made  him  chairman-elect  of  the  Senate  Armed  Services  Com- 
mittee, Senator  Carl  Levin  (D-Mich.)  made  it  clear  that  high  on 
his  agenda  is  making  sure  Americas  fledgling  missile  defense  dies 
on  the  vine.  Levin  takes  the  typical  Democrat  position  of  test 
forever  and  deploy  never.  "1  think  its  a  mistake  to  buy  all  the 
missiles  before  we  know  they're  going  to  work,"  he  said. 

True,  these  systems  have  not  been  tested  against  an  actual 
missile  launched  by  a  hostile  power.  But  we  note  how  the  history 
of  the  world  might  have  taken  a  different  course  if  the  British, 
during  the  Battle  of  Britain,  hadn't  entrusted  their  nation's  fate  to 
a  new  and  "untested"  technology  called  radar.  Remember,  the 
intercontinental  ballistic  missile  itself  was  once  considered  a  fan- 
tasy, as  was  the  atomic  bomb,  without  which  World  War  II  might 
have  been  a  much  longer  and  bloodier  affair. 

Technology  does  not  stand  still,  and  neither  do  our  enemies. 

— Investor's  Business  Daily 

Taken  for  a  Ride  Floating  a  taxpayer-backed  "credit- 
line"  to  a  private  company  is  simply  wrong.  However,  there  will 
always  be  those  who  rationalize  the  need  for  the  government  to 
provide  credit  assistance  to  business  in  the  instance  of  a  "market 
failure"  or  a  "compelling  public  interest."  They  often  cite  the  suc- 
cess of  the  Chrysler  Loan  Guarantee  Act  which  gave  the  almost- 
bankrupt  carmaker  $1 .2  billion  in  1980.  Within  three  years,  Chrysler 
was  financially  stable  and  had  paid  off  its  loan.  But  Professors 
Walter  Adams  and  James  W.  Brock  understand  the  financial  and 
social  consequences  created  by  the  Chrysler  precedent:  "[T]he 
political  economy  of  [big  business]  thus  revolutionizes  an  ostensi- 
bly free  enterprise  society  in  a  subde  but  profoundly  radical  way.  It 
privatizes  profit  while  socializing  losses — provided  the  latter  are  large 
enough.  It  thereby  erodes  the  social  role  (and  justification)  of  profit 
as  an  inducement  for  sound  decision-making  in  the  public  interest. 


It  is  thus  tantamount  to  socialism  for  the  big  and  powerful." 

In  an  open  economy,  the  market  decides  winners  and  losers. 
DM&E  wants  to  tap  into  the  lucrative  Powder  River  Basin,  but  the 
private  sector  weighed  the  risk  and  chose  not  to  invest.  The  federal 
government  should  not  be  the  fall-back  lender  for  a  business  that 
can't  succeed  in  the  real  world.  DM&E  and  its  appeal  for  a  federal 
loan  is  just  another  case  of  corporate  welfare  aided  by  high-level 
connections  in  which  the  American  taxpayer  is  taken  for  a  ride. 

—CHRISTOPHER  BIGGS  and  ANDREW  MOYLAN, 
National  Taxpayers  Union 

Insatiable  Appetite  "One  man's  pork  is  another 

man's  steak,"  is  how  many  members  [of  Congress]  dismiss 
[earmark]  reform. 

— JOHN  H.  FUND,  Wall  Street  Journal 

Go  for  It  Honesty  is  often  very  hard.  The  truth  is  often 
painful.  But  the  freedom  it  can  bring  is  worth  the  trying. 

— FRED  ROGERS,  Life's  Journeys  According  to  Mister  Rogers 

Pay  Gap  We've  often  heard  that  civil  servants  forgo  higher 
private-sector  salaries  in  order  to  serve  the  nation  selflessly.  Many 
federal  bureaucrats  are  indeed  hardworking,  but  new  statistics 
show  that  they  are  anything  but  underpaid.  The  Bureau  of  Eco- 
nomic Analysis  released  data  [in  August]  showing  that  the  aver- 
age compensation  for  the  1.8  million  federal  civilian  workers  in 
2005  was  $106,579 — exactly  twice  the  average  compensation 
paid  in  the  U.S.  private  sector:  $53,289.  The  high  level  of  federal 
pay  is  problematic  in  and  of  itself,  but  so  is  its  rapid  growth.  Since 
1990  average  compensation  for  federal  workers  has  increased  by 
129%,  compared  with  74%  for  private- sector  workers. 

Why  is  federal  compensation  growing  so  quickly?  For  one 
thing,  federal  pay  schedules  increase  every  year  regardless  of  how 
well  the  economy  is  doing.  Thus  in  recession  years,  private  pay 
stagnates  while  government  pay  continues  to  rise.  Rapid  growth 
in  federal  pay  also  results  from  regular  promotions  that  move 
workers  into  higher  salary  brackets  regardless  of  performance  and 
from  redefining  jobs  upward  into  higher  pay  ranges.  The  federal 
civilian  workforce  has  become  an  elite  island  of  secure  and  highly 
paid  workers,  separated  from  the  ocean  of  private- sector  Ameri- 
can workers  who  must  compete  in  today's  dynamic  economy. 

—CHRIS  EDWARDS,  Cato  Institute,  WashingtonPost.com 

Steep  Cost  Federal  regulation  is  a  hidden  tax  on  Ameri- 
can consumers  and  the  U.S.  economy.  According  to  a  recent 
study  conducted  for  the  Small  Business  Administration,  the  total 
cost  is  a  staggering  $1.1  trillion — about  the  same  amount  the 
federal  government  collects  in  income  taxes  every  year. 

—MICHAEL  FRANC, 
Heritage  Foundation,  HumanEvents.com  F 


26      FORBES      FEBRUARY  26,  2007 


What  can  we  do  about 

SO  MANY  PEOPLE  slipping 
through  the  cracks  of  the 
HEALTH  INSURANCE  system? 


SOMETIMES  just  when  people  need  their  medicines  most,  they  can't  pay  for  them. To  people  who  are  eligible,  we  give  GSK  medicines 
>r  practically  free.  Or  we  help  them  find  a  drug  savings  program  they  may  qualify  for.  At  GSK,  we  think  it  isn't  enough  to  make 
ledicines  if  people  can't  afford  to  take  them.  That's  why  I'm  here."  To  find  out  more  call  1-866-475-3678  or  visit  gskforyou.com 


Finding  a  way  forward.  GlaxoSmithKline 


Pitney  Bowes  mailstream  solutions  His  medical  history  is  just  beginning.  But  should  this  information  eve< 

manage  the  flow  of  confidential  into  the  wrong  hands,  it's  more  than  a  clerical  mix-up,  it's  a  legal  nightm 

medical  records,  making  customers  Using  our  file-based  processing  solutions,  healthcare  service  provi 

feel  more  secure  -  even  the  smallest.  can  deliver  government-mandated  patient  communications  with  rigoj 


NNOVATIONS  FOR  THE  HI  d  j  I  <i  t  TP  ^  IT) 


What  will  we  put  our  stamp  on  next? 


acy.  So  everyone  breathes  easier.  This  is  just  one  of  the  ways  Pitney 
s  is  merging  the  boundaries  of  mail  and  data  into  mailstream  solutions 
re  helping  many  Fortune  500  companies  stay  compliant,  competitive 
rofitable.  What's  next?  Visit  pb.com/whatsnext  and  see  for  yourself. 


mtlfi  Pitney  Bowes 

Engineering  the  flow  of  communication'" 


A  pet  store  moves  in  next  to  your  bottling  plant. 
Care  to  talk  liabilities? 


These  days,  risks  come  in  every  size,  shape  and  fur  color.  That's  why,  at  Travelers, 
we  work  with  you  to  identify  any  changes  in  your  business  and  to  make  sure  youi 
insurance  keeps  up.  Our  underwriters  understand  your  business,  so  they  can  offer 
custom  expertise  that  leads  to  better  solutions.  Give  your  independent  agent  a  call 
to  hear  all  the  benefits  of  being  in-synch.  So  you  can  keep  your  thoughts  on  your 
business — instead  of  worrying  about  what's  coming  out  of  the  woodwork  next. 


TRAVELERS 


Insurance.  In-synch. 


Current  Events 


By  Lee  Kuan  Yew,  Minister  Mentor  of  Singapore 


Bush's  Final  Strategy  for  Iraq 


ANY  OUTSIDER  STUDYING  THE  DEVELOPMENTS  IN  IRAQ  FROM 
American  TV  reports  and  print  articles  could  never  have  pre- 
dicted President  Bush's  decision  on  his  final  strategic  move  in 
Iraq.  American  opinion  on  the  war  became  evident  in  Novembers 
congressional  elections.  The  bipartisan  Iraq  Study  Group  (ISG) 
offered  Bush  a  graceful  way  out  of  the  quagmire.  (After  all,  it  was 
the  neocons  who  had  persuaded  him  that  democratizing  Iraq 
was  the  key  to  peace  in  the  Middle  East.  Theyd  based  their  case  on 
the  advice  of  Iraqi  emigres,  mostly  Shiites,  supported  by  professor 
Bernard  Lewis,  a  respected  scholar  of  Islam  and  the  Middle  East, 
and  cheered  on  by  Natan  Sharansky,  a  former  Soviet  dissident  and 
pro-democracy  activist  who  was  at  the  time  a  member  of  the 
Israeli  Knesset.)  But  insiders  who  know  George  W.  Bush  knew  he 
would  never  evade  what  he  believes  to  be  his  responsibilities  as 
President,  that  he  would  not  surrender  to  the  militias. 

The  Bush  plan  is  to  deploy  a  "surge"  of  some  21,000  U.S. 
troops  in  order  to  clean  up  and  hold  Baghdad  and  Anbar 
Province.  Once  this  is  accomplished,  Iraq's  Shia  and  Sunni  lead- 
ers will  be  able  to  work  out  a  power-sharing  strategy  for  the 
country.  President  Bush  faces  the  unremitting  attacks  of  nearly 
all  Democrats  and  quite  a  few  Republicans  in  Congress,  as  well  as 
a  mostly  hostile  media  and  an  out-of-patience  public.  His  plan  is 
an  abridged  version  of  Senator  John  McCains  (R-Ariz.)  strategy, 
which  was  to  substantially  increase  troop  levels  in  order  to  end 
the  insurgency  and  control  the  whole  of  Iraq. 

All  or  Nothing 

Prime  Minister  Nuri  Kamal  al-Maliki  has  promised  to  support 
the  eradication  of  all  militias  in  Baghdad,  not  just  the  Sunni  ones. 
But  in  a  Jan.  1 1  New  York  Times  article  David  Brooks  wrote  that 
"on  Nov.  30,  Prime  Minister  Nuri  al-Maliki  presented  Bush  with 
a  new  security  plan  for  Baghdad.  It  called  for  U.S.  troops  to  move 
out  of  Baghdad  to  its  periphery,  where  they  would  chase  down 
Sunni  terrorists.  Iraqi  Shiite  and  Kurdish  troops  would  flood  into 
the  city  to  establish  order.  . . .  His  government  didn't  want  any 
restraints  on  Shiite  might." 

This  sounds  like  Al-Malikis  gut  position  as  a  Shiite.  But  for  a 
strategy  to  succeed,  U.S.  forces  must  move  against  both  Shia  and 
Sunni  militias,  no  matter  the  level  of  support  from  Al-Maliki. 
There  will  also  need  to  be  a  political  deal  that  will  bring  the 
Sunnis  into  the  system,  with  the  prime  minister  easing  the 
"de-Baathification"  policy  purging  all  former  members  of  Sad- 
dam Husseins  rule  from  the  top  layers  of  government  institu- 


tions. Al-Maliki  must  also  institute  a  program  to  share  Iraq's  oil 
revenues  with  every  Iraqi  citizen  living  in  the  country,  regardless 
of  their  sect  or  the  region  in  which  they  reside. 

President  Bush  has  invested  too  much  of  his  presidency  in 
the  war  in  Iraq  to  walk  away  now.  His  new  strategy  is  high  risk, 
but  it  gives  the  U.S.  a  last  chance  to  salvage  something.  The  lead- 
ers of  Japan,  South  Korea  and  Australia  support  him.  Even  the 
London  weekly,  The  Economist,  has  gone  against  the  flood  of 
hostile  journalistic  opinion  to  state  that  "America  and  its  allies 
have  failed  in  Iraq.  George  Bush  is  right  to  hold  out  against  an 
even  bigger  failure." 

Crucial  Position 

The  most  significant  response  to  Bush's  new  strategy  is  that  of 
the  region's  Sunni  Arab  leaders.  On  Jan.  16  a  group  of  eight  Arab 
nations  joined  the  U.S.  in  issuing  a  warning  to  Iran  against  inter- 
fering in  Iraq's  affairs.  They  welcomed  Bush's  speech  as  an 
expression  of  "the  commitment  by  the  U.S."  to  save  Iraq.  This 
muted  statement  is  a  strong  signal  of  the  high  stakes  the  Sunni 
nations  believe  are  in  play. 

All  these  leaders  were  against  America's  invading  Iraq  to  dis- 
place Saddam  and  his  Baathist  party.  They  had  no  love  for  Saddam 
but  feared  his  removal  would  destabilize  Iraq  and  the  resulting 
Shia-versus-Sunni  conflict  there  could  destabilize  the  entire  Mid- 
dle East.  Now  their  worst  fears  seem  to  have  been  realized,  and 
they  regard  Iraq's  Shiites  as  bent  on  dominating  its  Sunnis.  They 
watch  the  Iraqi  Sunnis  fighting  for  their  survival  with  great  trepida- 
tion and  foreboding  for  their  own  futures.  And  they  see  Iran  as  the 
main  beneficiary  of  the  turmoil.  The  region's  Sunni  leaders  do  not 
want  the  U.S.  to  leave  Iraq  for  them  to  sort  out  on  their  own. 

Americans  must  decide  what  is  in  their  own  long-term  inter- 
est. But  if  the  U.S.  abandons  the  Sunnis  in  Iraq  to  their  fate,  it 
cannot  hope  to  have  sway  over  events  as  Iraq's  neighbors  support 
their  respective  Shia  and  Sunni  militias — with  Shiite  Iran  against 
Sunni  Saudi  Arabia,  Jordan,  the  Gulf  emirates  and  Egypt.  Quite 
apart  from  the  terrorism  that  would  spread  over  America, 
Europe  and  Asia  if  the  U.S.  withdraws,  to  walk  away  because  it 
has  lost  more  than  3,000  men  and  women  and  may  lose  even 
more  would  be  to  forfeit  any  influence  over  the  future  of  the 
strategic  states  of  the  Middle  East. 

George  W.  Bush  will  hand  over  the  presidency  on  Jan.  20, 
2009,  but  we  should  not  judge  his  legacy  until  these  events  play 
out  over  the  next  few  years.  F 
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Lee  Kuan  Yew,  minister  mentor  of  Singapore;  Ernesto  Zedillo,  director,  Yale  Center  for  the  Study  of  Globalization,  former  president 
of  Mexico;  Paul  Johnson,  eminent  British  historian  and  author;  and  David  Malpass,  chief  economist,  Bear  Stearns  &  Co.,  Inc., 
rotate  in  writing  this  column.  To  see  past  Current  Events  columns,  visit  our  Web  site  at  www.forbes.com/currentevents. 
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Name:  Bob  Davis 

Age:  36 

Occupation:  Consultant 

Phobia:  Losing  Receipts 

Passion:  My  ScanSnap'" 


It's  a  Snap. 


■HBaBHBHHCSMHRHnHBH! 


|^    My  ScanSnap"'  scanner  turns  paper  into  profits.  With  the  touch  of  a  button  double-sided  documents  become  searchable  PDFs 
j^Kj&jjkH^   business  cards  become  contacts.  It's  easy  to  install,  comes  loaded  with  the  software  you'll  need  and  fits  perfectly  where  mj 
^ntiiuw*^    inbox  used  to  be.  Instead  of  managing  paper.  I'm  managing  my  business.  $50  rebate  available  for  a  limited  time.  Plus,  enhand 

your  ScanSnap  experience  with  Rackz-FileK"  the  revolutionary  e-filing  tool  from  Fujitsu.  For  more  information  about  Rack2-Filer,  ScanSnajj 
scanners  and  our  full  line  of  scanner  products,  call  800-831-8094  ext.  D7A5  or  visit  Fujitsu  at  http://us.fujitsu.com/scanners/D7A5 

Answer  our  scanning  survey  while  you're  there  and  you  could  win  a  Fujitsu  laptop. 


Compliment  your  ScanSnap  experience  with 
Bundled  software  included  in  purchase  ($895  value) 


FUJITSU 

THE    POSSIBILITIES    ARE    I  N  F  I  N  I T I 


Adobea  Acrobat'  7.0  Standard 
CardMinder  3.0" 


ScanSnap  Organizer  3.0 


caw)     Insight  TigerDirect 


PCNation 


PC  Connection 


/i  Mai 


Fujitsu  Computer  Products  of  America.  Ii    A'l  rights  reserved.  Fujitsu  and  the  Fujitsu  logo  are  registered  trademarks  of  Fujitsu  Ltd.  Adobe  and  Acrobat  are  registered  trademarks  of  Adobe  Syste 

Incorporated  in  the  United  States  and/or  other  ccuwies.  All  other  trademarks  are  the  property  of  their  respective  owners. 


Digital  Rules 

By  Rich  Karlgaard,  publisher 


Moore's  Law  Triumphant 


EVEN  MEASURED  BY  TECHNOLOGY'S  FAST  CLOCK,  2007  IS  OFF  TO 
a  rocket  start.  Last  month  Apple  lifted  the  curtain  on  its  sexy 
iPhone.  The  $499  iPhone  won't  be  available  until  this  summer. 
The  one-button  phone  will  use  Cingular  Wireless,  now  part  of 
AT&T,  as  its  exclusive  U.S.  carrier.  In  case  you  missed  the  point 
about  Apple's  new  product  breadth,  the  company  has  dropped 
"Computer"  from  its  name.  Just  call  it  Apple  Inc. 

What's  intriguing — or  odd — here  is  the  Google  connection. 
Sitting  on  Apple's  board  of  directors  is  Google's  chairman,  Eric 
Schmidt.  There  have  been  persistent  rumors  that  Google  intends 
to  enter  the  phone  business. 

Are  you  listening,  AT&T?  Can  you  hear  me  now,  Verizon? 

Caveat:  Take  all  rumors  of  Google's  entering  this  business  or 
that  with  a  lump  of  salt.  The  $147  billion  market-cap  search  giant 
is  so  rich  and  smart,  it  instills  widespread  terror,  just  as  Microsoft 
did  in  the  1990s  and  IBM  in  the  1970s.  Who  doesn't  fear  DBG— 
Death  by  Google?  Newspapers  fear  it.  (With  good  reason:  the 
New  York  Times  stock,  NYT,  trades  at  24,  a  paltry  45%  of  its  price 
four  and  a  half  years  ago,  or  31%  on  an  S&P  index-adjusted  basis.) 
TV  executives,  book  publishers  and  libraries  all  fear  DBG.  The 
prospect  of  giant  Google-server  farms  built  next  to  power  plants 
makes  executives  from  IBM  to  Accenture  sit  up  straight. 

Google,  the  phone  company,  however,  makes  sense.  Voice  over 
Internet  is  no  longer  a  fantasy.  Mobile  phones  and  handheld  com- 
puters are  now  the  same  device.  Google  has  a  global  brand,  along 
with  the  search  and  mapping  capabilities  to  make  it  a  natural  start 
point  for  our  phone  calls.  What  Google  lacks  are  pipes  and  switches, 
but  plenty  of  suppliers  will  gladly  sell  them  wholesale  to  Google.  The 
success  of  Virgin  Mobile  in  the  U.K.  and  Amp'd  Mobile  in  the  U.S. 
prove  the  so-called  mobile  virtual  network  operator  business  model. 

If  Google  has  phone  aspirations,  then  Chairman  Schmidt's 
seat  on  Apple's  board  gives  him  a  peek  into  the  operations  of 
Apple's  new  phone  partner,  Cingular  Wireless.  Was  this  the 
intention?  If  not,  then  someone  at  AT&T  or  Cingular  has  some 
explaining  to  do.  If  so,  watch  out,  Verizon  and  Sprint  Nextel. 

Good-bye  Silicon 

January  also  saw  Microsoft  begin  shipping  Windows  Vista, 
which  has  been  five  years  in  the  writing  and  will  be  pushed  by  a 
$300  million  marketing  plan.  The  Vista  marketing  budget 
roughly  equates  with  Microsoft's  total  company  sales  in  1987.  It's 
good  to  be  rich. 

Vista  is  more  than  an  operating  system  that  will  eventually 
live  on  nine  out  of  ten  personal  computers  in  the  world.  It  is  also 
an  ecosystem.  For  years  Vista  will  feed  chipmakers  such  as  AMD 
and  Intel;  boxmakers  such  as  Dell,  HP,  Sony  and  Toshiba;  and 


security  software  companies  such  as  VeriSign,  McAfee  and 
Symantec,  as  well  as  countless  consultants. 

There's  a  deeper  reason  to  like  Intel.  Last  month  the  silicon  leader 
said  it  was  exiting  the  silicon  business — in  a  manner  of  speaking. 

Glasslike  silicon  dioxide  has  been  the  insulator  of  choice  in  elec- 
tronic chips  since  1959,  when  Bob  Noyce  cobbled  together  the  first 
silicon  integrated  circuit — wires  and  switches  etched  into  silicon 
insulation.  Silicon  has  been  the  favored  insulator  for  tiny  wires  and 
switches  ever  since,  even  as  successive  generations  of  chip  wires  and 
switches  have  been  shrunk  to  the  width  of  a  single  wavelength  of 
light.  Microprocessors  in  your  PC,  Mac  or  BlackBerry  can  pack  more 
than  1 ,000  transistors  into  a  space  the  width  of  a  human  hair. 

But  as  wires  and  switches  are  shrunk  and  packed  ever  closer 
together,  with  thinner  and  thinner  silicon  insulation,  the  chance 
of  current  leakage  rises.  Experts  have  long  predicted  that  this 
leakage,  or  "tunneling,"  would  bring  Moore's  Law  to  a  halt.  And 
when  that  happened,  there  would  be  a  dramatic  slowing  of  new 
technology  products  and  tech-driven  industrial  productivity. 

Bad  news  indeed.  Not  just  for  the  tech  industry  but  for  the 
American  tech-driven  economy. 

Thanks  to  Intel,  it  seems  we'll  dodge  this  bullet.  Intel's  new 
insulator  replaces  silicon  dioxide  with  a  metallic  alloy  called 
hafnium.  This  alloy  isn't  new — it's  been  used  as  a  neutron 
absorber  in  nuclear  power  plants— but  hafnium's  use  as  a  chip 
insulator  required  a  fabrication  breakthrough.  Intel  apparently 
has  made  it.  Using  hafnium  insulators,  Intel  has  built  prototype 
chips  that  are  45  nanometers  wide  and  run  Windows,  Mac  OS  X 
and  Linux  software.  No  leakage.  These  chips  require  much  less 
electricity  and  generate  less  heat,  too. 

New  Era  of  Products — and  Productivity 

Intel's  breakthrough — a  competitive  IBM-AMD  joint  project  that 
also  uses  hafnium  is  close  behind — will  give  new  life  to  Moore's 
Law.  We'll  soon  see  cell  phones  capable  of  storing  movie-length 
videos.  Better  yet,  we'll  see  products  we  can't  even  imagine  today, 
just  as  few  of  us  imagined  the  iPod  ten  years  ago. 

Best  of  all,  the  motive  force  in  today's  dynamic  U.S.  and 
global  economies  still  has  room  to  run.  As  Brian  Wesbury,  chief 
economist  of  First  Trust  Advisors,  notes:  "This  type  of  progress  is 
symbolic  of  the  entire  New  Era  Economy.  Productivity  is  boom- 
ing. And  rapid  productivity  growth  explains  why  corporate  prof- 
its, jobs  and  income  growth  have  all  accelerated  at  the  same  time." 

Moore's  Law  triumphs  again.  Full  speed  ahead.  F 


I  Forbes 


Read  Rich  Karlgaard's  daily  blog  at 
http://blogs.forbes.com/digitalrules  or  visit 
his  home  page  at  www.karlgaard.com. 
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Miss  Piggy's  Kin 

The  five  children  of  Muppets  creator  Jim  Henson,  who  died  in 
1990,  sold  the  puppet  business  in  2000  for  $680  million.  That  was 
pretty  good,  considering  it  had  been  part  Strategist? 
of  a  gross  estate  valued  at  only  $72 
million,  with  $21  million  paid  in 
tax.  (The  heirs  did  even  better 
later,  buying  back  Jim  Henson 
Co.  in  2003  for  a  reported  $78 
million  and  selling  the  Muppets 
brand  to  The  Walt  Disney  Co.) 
Despite  the  low  tax  bite,  the  estate 
still  tried  to  deduct  $11  million  the 
kids  out  of  their  own  pockets  had 
paid  their  mother,  Jane  Henson,  sepa- 
rated from  but  still  married  to  Henson  I 
at  his  death,  to  settle  her  possible  claim 
to  part  of  the  2000  proceeds.  New  York 
federal  judge  Barbara  S.  Jones  just  tossed  out 
a  claim  seeking  a  $4  million  estate  tax  refund,  saying  the  estate 
simply  couldn't  deduct  a  payment  it  hadn't  made.  Says  a  Henson 
lawyer:  "Obviously,  we  disagree."  — Janet  Novack 

What's  That  Smell? 

Publicly  traded  Parlux  Fragrances  of  Fort  Lauderdale  just  sued 
New  Yorker  Glenn  H.  Nussdorf  and  his  privately  held  Quality 
King  Distributors  seeking  to  stop  solicitation  of  shareholders  to 
oust  the  board.  Beyond  various  antitrust  and  securities  law 
grounds,  the  Parlux  filing  alleges  Nussdorf  family  "misconduct." 
First  instance  listed:  Nussdorf  lawsuits  (which  were  recounted  in 
an  item  here  a  year  ago,  and  which  continue)  that  contest  an 
Internal  Revenue  Service  finding  that  the  clan  used  abusive  tax 
shelters  and  owes  $45  million.  Irrelevant  to  Parlux,  a  Nussdorf 
official  says.  —William  P.  Barrett 


Mowing  for  Investors 

Shares  of  Environmental  Control,  of  Vancouver,  B.C.,  are  up 
695%  in  four  months  to  a  recent  $4.77  (in  U.S.  dollars).  That 
gives  this  business  a  $196  million  market  cap.  The  firm  was 
started  in  2004  as  Boss  Minerals  but  didn't  find  any.  The  pres- 
ent name  was  assumed  last  year,  taken  from  a  private  outfit 
whose  announced  acquisition  still  hasn't  been  completed. 
Environmental  Control  now  touts  a  new  catalytic  muffler  for 
lawn  mowers  that  generates  lower  emissions,  rts  own  filings 
cite  a  scant  research  budget  and  a  need  to  sell  more  stock  to 
fund  operations.  A  flack  referred  us  to  head  man  Albert  E. 
Hickman,  who  didn't  return  our  calls.  But  his  plate  might  be 
full:  The  company  lists  just  two  employees.  — Matthew  Rand 


Just  a  Bunch  of  Zeros 

A  snappy  moment  enlivened  a  Camden,  N.J.  hearing  on  Donald 
J.  Trump's  libel  suit  over  author  Timothy  L.  O'Brien's  Trump- 


Nation:  The  Art  of  Being  The  Donald.  The  book  says  Trump 
is  worth  less  than  $250  million.  "I  think  I'm  going  to  hire  his 
accountant,"  Superior  Court  Judge  Irvin  J.  Snyder  exclaimed  on 
the  bench  after  eyeing  Trump's  still-secret-to-the-public  tax 
v   returns.  "He  only  paid  $38,000  in  tax."  Huge  evidence  for  the 
defense?  "Actually,"  O'Brien  lawyer  Andrew  J.  Ceresney  stam- 
mered, "it's  38 — well,  38  million,  Your  Honor."  Snyder  replied, 
"Oh,  thanks.  I  missed  that."  Trump  lawyer  William  M.  Tambussi 
didn't  skip  a  beat:  "So  did  Mr.  O'Brien,  Judge."  Trump  says  he's 
worth  $6  billion;  FORBES  figures  $2.9  billion.  —  W.P.B. 

Feasting  on  Lean  Pork 

Research  for  a  forthcoming  Journal  of  Law  &  Economics  article 
concludes  that,  among  colleges  reporting  numbers,  the  Univer- 
sity of  South  Carolina  at  Columbia  got  the  most  bang  for  the 
buck  in  beseeching  Congress  for  earmarks,  those  budget  goodies 
secretively  dished  out  by  congressmen.  For  the  period  1997-99, 
the  University  of  Toronto's  Brian  Silverman  and  UCLA's  John  de 
Figueiredo  say,  the  Gamecocks  got  $12.7  million  while  spending 
just  $23,557  on  lobbyists.  That's  $539  for  each  $1  spent.  Second: 
the  University  of  Arkansas  system  at  $485,  followed  by  West 
Virginia  University  at  $401.  The  professors  culled  and  correlated 
data  from  various  sources,  including  thousands  of  nonprofit  tax 
returns  and  Capitol  Hill  lobbyist  filings,  which  contributed  to  the 
time  lag.  —Matthew  Swibel 


How  Did  YbiLPay  foiLThaJLSmQke? 


As  these  recent  criminal  cases  show,  accused  embezzlers  have,  ah,  eclectic  tastes.  — J.N.  and  W.P.B. 


DEFENDANT  |  LOCATION 


ALLEGED  USE  OF  PROCEEDS  INCLUDED 


STATUS 


Ronald  Ching  |  Honolulu,  Hawaii 


retiring  debt  owed  to  strip  club 


charges  pending 


Jessica  Hardy  |  Wilkes-Barre,  Pa. 


ordering  Super  Bowl  tickets 


prison  for  3  to  6  years 


Bernard  Kelly  |  Barnstable,  Mass. 


getting  Brooks  Brothers  clothing 


probation 


Charles  G.  Mady  |  Northville,  Mich. 


acquiring  racehorses 


prison  for  64  months 


Michael  McKay  |  Fort  Lauderdale,  Fla.  procuring  hockey  tickets,  cigars 
Angela  B.  Piatt  |  Wyoming,  Pa. 


awaiting  sentencing 


buying  car  in  "Bonnie  &  Clyde"  motif    awaiting  sentencing 


Jennifer  Pleacher  |  Norfolk,  \ 
David  Verhotz  I  Hudson,  Ohio 


paying  off  loan  for  fancy  car 


prison  for  32  months 


purchasing  chandelier  for  home 


awaiting  sentencing 
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With  network  security,  if  you're  not  ahead  of  the  threat.. 

you  're  cleaning  up  behind  it. 


.et  Internet  Security  Systems  stop 

letwork  threats  before  thev  shut  down  your  business. 

ow  do  you  ensure  compliance  and  manage  costs  when  your  security  is  less  than  certain?  Even  "zero-day"  solutions  aren't  fast  enough  to 
rotect  against  losses  once  an  Internet  attack  hits.  The  alternative  is  preemptive  security  from  Internet  Security  Systems  (ISS).  Because 
ur  enterprise  solutions  are  based  on  the  world's  most  advanced  vulnerability  research,  only  ISS  can  offer  preemptive  security  and  stop 
ireats  before  they  impact  your  business.  So  why  rely  on  "reaction"  when  security  can  be  a  sure  thing? 

leed  proof?  Get  a  free  whitepaper,  Preemptive  Security:  Changing  the  Rules,  at  www.iss.net/proof 
r  call  today  at  800-776-2362. 


Q  Internet  |  Security  I  Systems' 

Ahead  of  the  threat. 


IETW0RK  &  HOST  INTRUSION  PREVENTION 

62007  Internet  Security  Systems  Incorporated.  All  rights  reserved  worldwide. 


MANAGED  SECURITY  SERVICES 


VULNERABILITY  MANAGEMENT 


Follow-Through 


JUNI 


Germ  fighter:  the  late  Francis  Tally. 


In  a  tragic  coda  to  our  feature  on  drug- 
resistant  bacteria,  pioneering  researcher 
Francis  Tally  died  recendy  from  a  bacter- 
ial infection  at  66.  Our  story  described 
how  Big  Pharma  has  largely  abandoned 
antibiotic  research,  leaving  the  field  to 
biotech  boutiques  manned  by  aging 
whizzes  from  older  drug  companies.  Tally 
had  left  Wyeth  to  become  chief  scientific 

FLASHBACKS 


officer  at  Cubist  Pharmaceuticals.  Shortly 
before  his  death  the  New  England  Journal 
of  Medicine  published  a  study  showing 
that  Cubicin,  one  of  many  drugs  Tally 
helped  develop,  had  proved  effective 
against  bloodstream  infections. 

Despite  Cubicin's  success,  drug-resist- 
ant bacteria  are  on  the  rise,  and  the  hunt 
for  effective  drugs  remains  tough.  One  ray 
of  hope:  telavancin,  which  recently  proved 
as  effective  as  an  older  treatment  in  a  skin 
infection  trial.  The  drug,  made  by  Thera- 
vance,  a  biotech  chaired  by  former  Merck 
chief  Roy  Vagelos,  may  need  to  prove  itself 
as  a  pneumonia  treatment  before  it 
becomes  a  big  seller. 

— Matthew  Herper 

JANUARY  30,  2006 


which  is  developing  a  PAH  pill.  In  January 
Swiss  biotech  Actelion,  maker  of  Tracleer, 
finished  up  its  $420  million  purchase  of 
CoTherix,  maker  of  Ventavis,  an  inhalable 
treatment.  But  a  PAH  drug  made  by  Ency- 
sive  Pharmaceuticals  hit  regulatory  snags, 
pushing  Encysive's  shares  down  45%. 

Susan  Dodson,  the  patient  profiled 
in  our  story,  says  that  Ventavis  and  other 
drugs  have  restored  her  strength.  "I  can  go 
to  a  college  football  game  now,"  she  says. 
"Before,  I  couldn't  even  go  to  the  grocery 
store."  —M.H. 

JUNE  6,  2005 


Bad  Blood 


Getting  Air 


Breathing  easier: 


Last  year  victims  of  pulmonary  arterial 
hypertension  were  hope- 
ful about  new  treatments 
for  the  rare  and  deadly 
lung  disease.  Most  of  the 
treatments  have  proved 
successful,  setting  off 
a  consolidation  wave 
among  biotech  compa- 
nies looking  to  cash  in. 
In  November  Gilead 
closed  its  $2.5  billion 
acquisition  of  Myogen, 


Bad  outcome:  13.2%  of  unconscious 
trauma  patients  died  after  being  injected 
with  PolyHeme,  a  synthetic  blood  substi- 
tute made  by  PolyHeme,  against  a  9.6% 
mortality  for  patients  who  received  the 
Susan  Dodson.  standard  saline  injec- 
tions  in  the  ambulance 
followed  by  real  blood 
in  the  hospital.  North- 
field's  stock  is  off  76% 
to  $4.  But  Northfield 
says  some  patients  in 
the  trial  were  improp- 
erly treated,  queering 
the  results,  and  plans  to 
seek  FDA  approval  this 
year.       — Evan  Hessel 


85  YEARS  AGO  IN  FORBES  |  MAY  13, 1922 

The  Best  Health  Tonic  "The  tonic  a  great  many  business 

men  need  most,"  remarked  a  famous,  overworked  doctor  some 
little  time  ago,  "is  large  doses  of  black  ink.  The  red  ink  on  their 
ledgers  has  been  getting  into  their  systems."  Happily,  profits 
are  beginning  to  displace  losses  in  most  firms  and  companies. 

25  YEARS  AGO  IN  FORBES  |  NOVEMBER  22, 1982 

Drug  Money  i  don  t  want  this  to  be  I  ^1 

a  successful  company  that  was  | 
bypassed,"  says  John  Hpran,  chairman  of    lJL  ^S^BS™" 
$2.9  billion  Merck  &  Co.  Horan  has 
imposed  a  new  pragmatism  on  Merck's  ; 
somewhat  grandiose  research  and  mar 
keting  effort.  ''We'veHfea^ned  it's  not 


enough  just  to  discov#si-^k>ckbuster, 


he  says  in  his  wood-paneled  office  in  Rahway,  N.J.  "After 
you've  made  a  breakthrough,  you  have  to  improve  upon  it." 

Merck  recently  reported  a  58%  quarterly  earnings  slide, 
following  a  65%  drop  in  sales  of  cholesterol  drug  Zocor. 

20  YEARS  AGO  IN  FORBES  |  FEBRUARY  23, 1987 

Pfizer  in  the  Doghouse  Taking  a  new  drug  from  test 

tube  to  take-home  can  cost  around  $100  million  and  require  up 
to  ten  years  of  work.  When  a  drug  company's  R&D  effort  hits  a 
dry  period,  institutional  investors  like  banks  and  pension  funds 
often  panic  and  dump  their  holdings  for  firms  with  drugs  that 
are  ready  to  reach  market.  The  whole  process  inevitably  creates 
buying  opportunities  for  individuals  able  to  ride  out  the  swings. 
That  is  exactly  what  has  now  happened  in  the  stock  of  New  York 
City's  Pfizer  Inc.,  America's  third-largest  drug  company,  with  1986 
sales  of  $  4.5  billion.  It's  currently  in  the  Wall  Street  doghouse. 
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now 


lets  you  talk  and 
work  simultaneously. 


Take  multitasking  to  the  next  level.  Introducing  the  Palm®  Treo™  750 
smart  device.  Only  Cingular's  broadband  technology  lets  you  talk  and 
download  data  at  the  same  time.  And  now  you  can  send  and  receive 
data  at  broadband  speeds,  all  with  the  familiar  functionality  of 
Windows  Mobile."  Do  business  faster  with  now. 


>  Talk,  browse  the  Web,  and  download  data  simultaneously  on 
Cingular's  3G  wireless  network. 

Easy-to-use  Palm  innovations  integrated  with 
Windows  Mobile5  5.0. 

>  Supports  a  suite  of  email  applications  including  Microsoft 
Direct  Push,  Xpress  Mail,  and  Good"  Mobile  Messaging. 

Broadest  global  connectivity  of  any  U.S.  wireless  provider 
with  data  access  in  more  than  115  countries  and  voice  roaming 
in  more  than  185. 


Treo  750 
Exclusively  from  Cingular 

$399" 

after  $100  in  mail-in  rebate  debit 
cards  with  2-year  service  agreement 
on  unlimited  data  plan  of  $39.99/month 
or  higher  and  eligible  voice  plan. 


Windows 

Mobile 


Call  1-866-4CWS-B2B     Click  www.cingular.com/treo750     Visit  your  nearest  Cingular  store 

Coverage  is  not  available  in  all  areas  Limited-time  offer.  Other  conditions  and  restrictions  apply  See  contract  and  rate  plan  brochure  for  details.  Subscriber  must  live  and  have  a  mailing 
address  within  Cingular's  owned  network  coverage  area.  Up  to  $36  activation  fee  applies.  Offer  available  at  participating  locations.  Early  Termination  Fee:  None  if  cancelled  in  the  first  30 
days;  thereafter  $175.  Some  agents  impose  additional  fees.  Unlimited  voice  services:  Unlimited  voice  services  are  provided  solely  for  live  dialog  between  two  individuals.  Offnet  Usage: 
If  your  minutes  of  use  (including  unlimited  services)  on  other  carriers'  networks  ("offnet  usage")  during  any  two  consecutive  months  exceed  your  offnet  usage  allowance.  Cingular  may  at  its 
option  terminate  your  service,  deny  your  continued  use  of  other  carriers'  coverage,  or  change  your  plan  to  one  imposing  usage  charges  for  offnet  usage  Your  offnet  usage  allowance  is  egual 
to  the  lesser  of  750  minutes  or  40%  of  the  Anytime  minutes  included  with  your  plan.  Rebate  Debit  Card:  Price  before  mail-in  rebate  debit  cards  and  $39.99  unlimited  data  plan  is  $499.99. 
Allow  10-12  weeks  for  rebate  debit  card.  Rebate  debit  card  not  available  at  alt  locations.  Must  be  customer  for  30  consecutive  days.  Must  be  postmarked  by  4/30/07.  Sales  tax  calculated 
based  on  price  of  unactivated  equipment.  Certain  email  systems  may  require  additional  hardware  and/or  software  to  access.  The  Windows  logo  and  Windows  Mobile  are  eithpr  registered 
[trademarks  or  trademarks  of  Microsoft  Corporation  in  the  United  States  and/or  other  countries.  ;c  2007  Palm,  Inc.  All  rights  reserved.  Palm  and  Treo  are  among  the  trademarks  or  registered 
trademarks  owned  by  or  licensed  to  Palm,  Inc.  All  other  brand  and  product  names  are  or  may  be  trademarks  of,  and  are  used  to  identify  products  or  services  of,  their  respective  owners. 
AT&T  and  the  AT&T  logo  are  registered  trademarks  of  AT&T  Inc.  All  rights  reserved.  fcj2007  Cingular  Wireless.  All  rights  reserved. 


On  My  Mind  .  

By  Maura  O'Neill,  lecturer  at  the  university  of  California,  Berkeley's  Haas  School  of  Business  and  chairman 

of  Cafe  Scribe,  a  company  that  converts  textbooks  into  a  searchable  digital  format. 

Luck  or  Hard  Work? 

Men  think  hard  work  determines  success.  Women  think  it's  luck. 
Maybe  that's  why  women  aren't  getting  to  the  top. 


WOMEN  of  my  GENERATION— I  WAS 
born  in  1956— poured  into  the  work- 
force with  excitement  about  the  possi- 
bilities. From  1970  to  2004  our  numbers 
increased  from  30  million  to  65  million. 
We  expected  that  our  gender  would 
soon  be  reflected  in  the  ranks  of 
America's  corporate  executives.  It 
hasn't  happened.  In  2002  only  5%  of 
the  top-earning  corporate  officer  posi- 
tions were  held  by  women.  And  today 
only  2%  of  chief  executive  officers  in 
the  country's  1,000  largest  public  com- 
panies are  female. 

The  mainstream  media  have  been 
telling  us  for  years  that  women  are 
opting  out  of  the  corporate  race 
because  they'd  rather  stay  home  and 
have  children.  Certainly  those  of  us 
who  have  kids  care  deeply  about  them. 
But  I  knew  there  were  other  factors  at 
play.  I  started  interviewing  women 
who  got  within  spit- 
ting distance  of  the 
chief's  job  in  the 
most  famous  corpo- 
rations in  America 

and  then  left.  After  35  interviews  with  women  who  stayed, 
women  who  left  and  men  who  left,  I  understood  that  the 
opt-out  explanation  was  rarely  the  real  reason.  And  never  the 
only  reason. 

The  more  nuanced  explanation  is  that  many  women  think 
getting  to  the  top  job  pivots  more  on  luck  and  connections 
than  on  hard  work.  In  short,  the  old  boy  network  trumps  60- 
hour  workweeks.  And  when  women  believe  this,  their  inabil- 
ity to  land  the  top  job  becomes  a  self-fulfilling  prophecy.  If 
hard  work  in  a  corporate  setting  doesn't  pay  off  as  well  as  a 
winning  roll  of  the  dice,  maybe  it  makes  more  sense  to  stop 
aspiring  to  deliver  the  best  results  for  the  company  at  any  per- 
sonal cost.  Or  maybe  the  best  decision  is  to  stop  working 
altogether. 

Together  with  Raymond  Fisman  of  the  Columbia  Business 
School,  I  parsed  the  work  of  the  World  Values  Survey,  adminis- 
tered every  three  to  five  years  to  140,000  respondents  across  80 
countries  by  a  global  network  of  social  science  researchers.  The 


Most  women  still  believe  the  old  boy 
network  trumps  the  60-hour  workweek. 


survey  asks  questions  on  a  range  of 
social  and  political  themes  while  also 
collecting  demographic  information 
on  respondents. 

The  1995-97  survey  asked  people 
whether  they  attributed  success  in  life  to 
luck  and  connections  or  to  hard  work. 
We  found  a  significant  gender  percep- 
tions gap  that  gets  wider  the  higher  you 
look  in  the  professional  hierarchy. 
Twelve  percent  more  working  men  than 
women  think  it  is  hard  work,  rather  than 
luck,  that  determines  success.  When  you 
look  at  men  and  women  who  hold 
supervisory  roles,  30%  more  men  than 
women  believe  it's  hard  work  that  deter- 
mines success.  Remarkably,  the  gap 
between  men's  and  women's  opinions 
remains  consistent  across  countries:  It  is 
as  strong  in  Sweden  as  in  Argentina.  Our 
work  also  finds  that  women  are  more 
Likely  to  believe  that  too  much  competi- 
tion is  harmful,  and, 
in  the  post-Enron 
era,  I  have  a  feeling 
that  I'm  not  alone  in 
believing  that  a  more 
balanced  view  of  competition  might  not  be  so  bad. 

Maybe  women  work  their  tails  off  and  see  the  less  diligent 
men  beside  them  rewarded  with  promotions  and  the  best 
opportunities.  We  don't  know  for  sure.  But  we  do  know  that  the 
gender  gap  in  perceptions  about  hard  work  versus  luck  is  signif- 
icant. And  it  gets  more  dramatic  as  women  climb  the  ladder. 
Perhaps  this  perception  helps  explain  the  increasing  number  of 
women  leaving  corporate  jobs  to  start  their  own  businesses.  I 
realized  that  on  some  level  this  may  have  contributed  to  my 
decision  to  found  four  businesses  in  the  energy,  environmental 
and  high-technology  industries.  I'm  not  alone.  According  to 
the  most  recent  Census  Bureau  data,  the  number  of  women 
who  own  private  nonfarm  businesses  in  the  U.S.  increased  by 
20%  in  just  five  years. 

I  worry  that  if  women  don't  think  that  the  workplace  is  a 
level  playing  field  where  effort  generates  promotions,  they  will 
not  feel  compelled  to  invest  their  best  efforts.  As  a  result,  corpo- 
rate America  will  lose  out  on  a  vast  reservoir  of  talent.  F 
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The  Mortgage  Nanny 


As  defaults  rise,  politicians  are 
angling  to  meddle  in  the  loan-writing 
business  By  Matthew  Swibel 


mm  N  LATE  2005  VELMA  VARDIMAN,  NOW  34,  WAS  DIAG- 
I  nosed  with  a  rare  skin  cancer  that  forced  her  to  quit  her 
I  secretarial  job  and  go  on  Social  Security  disability.  To  pay 
I  off  hospital  and  other  bills,  she  refinanced  a  $45,000, 
Wi  30-year,  7.37%  fixed-rate  mortgage  on  her  St.  Louis  area 
home.  But  in  a  lawsuit  pending  in  federal  court  against  mort- 
gage broker  St.  Louis  Financial,  and  a  subsidiary  of  JPMorgan 
Chase  &  Co.  that  lent  the  money,  she  claims  she  learned  only 
after  closing  that  she  had  signed  for  an  adjustable  loan  that  could 
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HOUSE  OF  PAIN 

If  interest-rate  jumps  on  adjustable  mortgages  lead  to 
higher  defaults,  they  could  hurt  loan  volume  for  lenders 
that  do  big  business  in  exotic  mortgages. 

FirstFed  Financial 

79%  of  loans  in  the  first  nine  months  of  2006  were  so- 
called  stated-income  loans,  in  which  the  borrower's  income 
does  not  get  verified  with  W-2s,  tax  returns  or  pay  stubs. 

New  Century  Financial 

42%  of  loans  in  2006  were  either  stated  income  or  interest 
only,  prompting  the  company  to  tighten  underwriting 
standards. 

Countrywide  Financial 

42%  of  its  mortgage  portfolio  consists  of  pay-option 
adjustable-rate  mortgages,  in  which  borrowers  decide  each 
month  how  much  to  repay  and  can  face  negative 
amortization  of  the  loan. 

Wells  Fargo 

22%  of  its  loan  originations  through  September  2006 
consist  of  nontraditional  mortgage  products. 

Washington  Mutual 

33%  of  its  loans  through  the  third  quarter  of  2006  were 
pay-option  or  interest-only  loans  that  tend  to  result  in 
higher  default  and  foreclosure  rates. 

Sources:  Inside  Mortgage  Finance;  Andy  Laperriere  of  151  Group. 


go  as  high  as  13.95%  after  just  two  years.  She 
also  claims  she  wasn't  told  that  her  new  lower 
payment  didn't  include  $  1 50  in  monthly  taxes 
and  insurance,  as  her  old  one  did.  "I'm  mad 
at  myself,  I  was  too  trusting,"  laments  Vardi- 
man,  who  now  faces  foreclosure. 

St.  Louis  Financial  and  Chase  deny  any 
liability  or  misconduct,  but  did  they  have 
the  duty  to  steer  Vardiman  away  from  the 
adjustable  loan?  Probably  not  under  current 
laws,  which,  while  they  to  some  degree  limit 
fees  and  prepayment  penalties  to  prevent 
gouging,  don't  impose  any  fiduciary  obliga- 
tion of  the  lender  to  the  borrower.  But  as 
mortgage  defaults  rise,  the  new  Congress  and 
several  state  legislatures  are  contemplating 
enactments  that  would  require  mortgage 
brokers  and  lenders  to  make  sure  a  loan  is 
"suitable"  for  a  borrower — just  as  stock  bro- 
kers have  to  make  sure  an  investment  is  suit- 
able for  a  client.  Your  loan  officer  would  be 
required  to  ask  a  series  of  detailed  questions 
about  things  like  your  financial  goals  and  your 
tax  status.  And  if  the  loan  was  inappropriate, 
the  lender  would  be  open  to  a  lawsuit— and 
even  a  prison  term. 


"If  something  like 
this  were  to  pass,  it  would 
dramatically  change  busi- 
ness models,  just  because 
of  the  litigation  risk,"  says 
Kurt  Pfotenhauer,  chief 
lobbyist  for  the  Mort- 
gage Bankers  Associa- 
tion. Example:  Lenders 
could  face  liability  for 
pushing  balloon  mort- 
gages to  retirees  living  on 
a  fixed  income,  or  for 
committing  debt-laden 
borrowers  to  loans  with 
monthly  payments  that 
exclude  taxes  and 
insurance. 

A  Tennessee  law  that 
took  effect  in  January, 
for  instance,  prevents 
lenders  from  refinancing 
a  mortgage  that's  less  than 
30  months  old  unless  the 
refi  "provides  a  reasonable 
benefit"  to  the  borrower. 
No  telling  what  a  jury  will 
consider  reasonable.  The 
law  also  caps  fees  on  certain  loans  and  requires 
warning  stickers  on  nontraditional  mortgages 
(like  interest-only  mortgages). 

In  Minnesota  Attorney  General  Lori 
Swanson  has  proposed  that  mortgage  bro- 
kers should  have  a  "fiduciary  obligation"  to 
act  in  a  borrowers  best  interest  and  an  ob- 
ligation to  disclose  insurance  and  property 
taxes  in  the  monthly  payment  quoted  to  the 
borrower.  Under  the  proposal,  providing  a 
"grossly  unsuitable"  loan  would  subject  a 
lender  to  a  criminal  penalty  of  up  to  two 
years  in  prison. 

A  new  Ohio  law  imposes  a  "duty  of  fair 
dealing"  on  nonbank  mortgage  lenders  and 
requires  mortgage  brokers  to  secure  loans 
with  "advantageous"  terms  for  the  borrower. 
What  that  means  would  be  left  to  state  courts. 
Banking  commissioners  in  Pennsylvania, 
Washington  and  North  Carolina  are  weigh- 
ing aspects  of  suitability-type  requirements. 

The  new  House  Finance  Committee 
Chairman  Barney  Frank  (D-Mass.)  and  the 
new  Senate  Banking  Committee  Chairman 
Christopher  Dodd  (D-Conn.)  aim  this  year 
to  rewrite  lending  laws  to  establish  new  con- 


sumer protections  and  stricter  rules  for  loans 
made  to  subprime  (that  is,  not  very  credit- 
worthy) borrowers.  The  reform  could  cost 
lenders  and  brokers  billions  of  dollars. 

The  mortgage  industry  doesn't  object  to 
the  congressional  intrusion,  since  a 
federal  law  might  be  preferable  to  a  patch- 
work of  state  laws  (though  the  industry  would 
have  preferred  a  Republican -run  Congress). 
Consumer  advocates  are  now  happily  taking 
their  case  to  a  Democratic  Congress,  and  they 
don't  deny  that  what  they  propose  could 
crimp  profits  of  lenders  and  of  investment 
banks  that  securitize  home  loans.  "It  would 
eat  into  returns  and  presumably  investors'  ap- 
petites, too,"  says  Keith  Ernst  of  the  Center 
for  Responsible  Lending  in  Durham,  N.C. 

Today  a  fourth  of  mortgage  origina- 
tions— or  $665  billion  in  all — is  in  the 
subprime  market,  estimates  the  Center  for 
Responsible  Lending.  That's  up  from 
$35  billion  a  decade  ago.  Foreclosure  actions 
ranging  from  defaults  to  sheriff's  sales  were 
35%  higher  in  December  2006  than  a  year 
earlier,  and  42%  higher  for  all  of  2006  than 
in  the  previous  year,  according  to  RealtyTrac. 

But  that's  just  the  beginning.  Subprime 
adjustable  mortgages  totaling  $1  trillion  are 
subject  to  rate  resets  over  the  next  two  years; 
less  than  an  estimated  $300  billion  in  those 
mortgages  adjusted  in  2005.  A  lot  of  those 
borrowers  facing  adjustments  aren't  the  most 
financially  solid;  Fitch  Ratings  projects  that 
in  2007  payments  will  increase  on  33%  of 
outstanding  subprime  loans,  and  it  says  more 
than  45%  of  those  loans  to  the  less  credit- 
worthy got  underwritten  with  less  than  full 
documentation  standards.  (Meaning,  loan 
officers  didn't  even  verify  income  and  work- 
history  details.) 

One  issue  up  for  debate  is  whether  any 
new  protections  would  apply  to  all  borrow- 
ers, only  poorer  ones  or  borrowers  taking 
on  riskier,  or  newfangled  loans.  Of  course, 
well-off  people  often  already  get  the  nanny 
treatment  for  complex  loans.  Marc  Minker, 
a  CPA  and  managing  director  of  Mahoney 
Cohen,  of  New  York,  which  manages  money 
for  families  with  assets  of  at  least  $25  mil- 
lion, evaluates  potential  mortgages  for  clients 
in  a  process  lasting  up  to  five  hours.  "I  think 
of  myself  as  a  financial  consigliere,"  says 
Minker.  "It's  always  a  good  idea  to  determine 
if  an  exotic  mortgage  is  suitable."  F 
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Of  Shoes  and  Hedge  Funds 


%  of  households 
with  a  net  worth 
over  $25  million 
that  invest  in 
hedge  funds 
25% 


38% 


20° 


Are  hedge  funds  slipping  in  popularity?  First  comes  a  survey  by  Chicago 
consulting  firm  Spectrem-Group  finding  that  a  shrinking  percentage  of 
families  worth  at  least  $25  million  are  putting  money  into  hedge 
funds  (27%  last  year  versus  38%  in  2005). 

But  now  a  more  ominous  sign:  Last  fall  footwear  maker 
i  he  Hedge  Fund.  Kenneth  Cole  New  York  launched  the  "Hedge  Fund,"  a  slip-on 

leather  shoe,  currently  available  for  purchase  from  Amazon  for  $160.  But  after  a  strong 
start  the  shoe  has  fallen  behind  in  sales  to  the  company's 
safer  "Mutual  Fund,"  a  lace-up  Oxford  ($120). 

Conclusion:  Investing  in  hedge  funds  is  only  for  the 
sure-footed,  as  one  Amazon  shoe  customer  from  San 
Francisco  can  attest:  "I  ordered  these  babies  with  some 
pretty  lofty  expectations,  but  as  soon  as  I  put  them  on  they  blew  up,"  he  declares.  Your 
financial  adviser  couldn't  have  put  it  better.  — Phyllis  Berman  and  Carrie  Coolidge 


The  Mutual  Fund. 
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Source:  Spectrem  Croup. 


ON  THE  DOCKET 

Bayou  Bog 

A  year  after  its  collapse  the  Bayou  Group  hedge 
fund  may  take  down  dozens  more  unsuspecting 
investors  |  By  Bernard  Condon 


JHAX  YOU  LOSE  MONEY  IN  A  FUND 
you've  long  since  exited?  That  may 
happen  in  the  strange  case  of  Bayou 
Group,  the  $450  million  hedge  fund  in 
Connecticut  that  filed  under  Chapter  1 1  in 
May  after  hiding  losses  for  years  with  rosy 
phony  profit  reports.  A  receiver  for  the 
fund  has  sued  investors  who  got  out  before 
it  crashed  to  get  them  to  return  all  their 
money— principal  as  well  as  prof- 
its— so  he  can  divvy  it  up  among  y 
all  investors.  In  past  cases 
cashed-out  investors  in  hedge  , 
funds  have  been  forced  to 
hand  back  just  profits.  But 
never  has  a  court  required 
that  hedge  fund  principal 
be  returned,  too. 

If  the  receiver  suc- 
ceeds, the  implica-  4^- 
tions  for  hedge 
fund  investors  are   \  --=SSa 
huge,  says  Carole 
Neville  of  Sonnen-  ^C^: 
schein  Nath  &  Rosen- 


thal, representing  26  Bayou  redeemers.  In 
total  the  receiver  is  seeking  from  122 
redeemers  $122  million  in  principal,  money 
that  would  reimburse  Bayou  investors  who 
stayed  until  the  bitter  end  for  some  of  the 
$250  million  they  lost. 

The  case  revolves  around  the  issue  of 
fraudulent  conveyance,  a  legal  concept  that 
goes  back  to  an  old  English 


statute  made  famous 
in  a  1601  ruling 
against  a  man 
who 
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gave  his  sheep  to  a  relative  to  keep  them  out 
of  creditors'  hands.  Bayou  allegedly  commit- 
ted a  similar  sin  when  it  used  money  from 
new  investors  to  pay  old  redeeming  ones  to 
create  the  impression  it  had  plenty  of  cash. 
The  law  generally  requires  shifted  assets  to 
be  shifted  back,  less  any  value  the  scamster 
got  in  exchange  for  them.  In  other  words, 
profit  is  returned.  It  doesn't  matter  whether 
the  recipient  was  an  unwitting  participant  in 
the  scheme. 

But  when  the  fight  is  over  principal,  a 
different  standard  applies.  The  Bayou 
receiver,  Jeff  J.  Marwil  of  law  firm  Winston 
&  Strawn,  is  relying  on  a  section  of  the 
bankruptcy  law  that  he  says  can  force  such 
unwitting  participants  to  forfeit  all  their 
money  if  they  should  have  known  about 
the  scam  because  of  red  flags.  The  law 
places  the  burden  of  proof  on  the  accused, 
forcing  redeemers  to  show  they  couldn't 
have  suspected  fraud  from 
such  clues. 

Marwil  claims 
many  investors  were 
"tipped"  by  invest- 
ment advisers  to 
get  out,  and  that  there 
were  plenty  of  red  flags, 
too:  For  instance,  the  no-name 
outfit  called  Richmond-Fair- 
field that  audited  Bayou's  books 
was  formed  by  a  Bayou  cofounder. 
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Philip  Bentley  of  law  firm  Kramer  Levin 
Naftalis  &  Frankel,  representing  67  re- 
deemers, says  his  clients  didn't  know  about 
the  fraud  but  that  it  doesn't  matter  anyway. 
He  offers  the  argument  that  the  redeemers 

mmmmmmmmmmmmmmmmmmmmmmammmmx-imm 


were  in  effect  creditors  of  the  fund  the  mo- 
ment they  invested,  since  they  were  defrauded 
by  Bayou's  phony  reports  stretching  back 
nearly  a  decade  and  thus  were  exercising  a 
creditor's  right  to  repayment  when  cashing 


out.  Bentiey's  argument  in  a  nutshell:  He  who 
bails  out  first  gets  to  keep  the  loot. 

A  decision  is  expected  in  February  on  a 
motion  in  U.S.  Bankruptcy  Court  in  New 
York  to  dismiss  the  suit.  Appeals  are  likely.  F 


with  a  mishmash  of  highlights  from  sports 
around  the  world.  A  viewer  in,  say,  Latin 
America  might  have  had  to  sit  through 
cricket  highlights  to  find  out  who  won  the 
big  soccer  match.  On-air  hosts  were 
eschewed  in  favor  of  voice-overs  in  nine 
different  languages.  "We  attempted  to 
cater  to  everybody,"  says  Wolff,  and  in 
doing  so,  catered  to  no  one. 

So  Wolff  localized.  In  January  a  new 
SportsCenter  debuted  in  Australia  and 
New  Zealand,  opening  with  a  montage  of 
clips  from  homegrown  sports  like  rugby 
and  Australian  Rules  football  matches. 
The  show  joined  ten  other  regional 
SportsCenters  in  places  like  Brazil,  India, 
Japan  and  Taiwan.  The  four  networks  in 
Latin  America  show  soccer  and  baseball. 
The  three  channels  in  the  Pacific  Rim  are 
heavy  on  rugby  highlights.  And  the  13 
channels  in  Asia  show  sports  like  table 
tennis  and  men's  field  hockey. 

His  strategy  seems  to  be  working,  after 
the  rough  start.  ESPN  International  earned 
$29  million  on  revenue  of  $160  million  in 
2005,  up  from  $13  million  on  $146  mil- 
lion the  year  before.  Latin  America  has 
been  the  big  breadwinner,  bringing  home 
$21  million  in  profit  in  2005,  following  a 
period  of  currency  fluctuations  and  eco- 
nomic downturns  that  nearly  pushed 
ESPN  to  sell  the  division. 

Europe  is  ESPN's  next  target,  but  it  has 
remained  stubbornly  resistant.  In  2000 
ESPN  sold  its  30%  stake  in  Eurosport  when 
it  couldn't  convince  the  pan-Europe  chan- 
nel to  incorporate  the  ESPN  name.  It  then 
launched  Classic  Sport  in  Italy,  Germany 
and  the  U.K.,  but  that  division  lost 
$24  million  in  2005.  In  December  ESPN 
bought  NASN  (North  American  Sports 
Network)  for  a  reported  $120  million. 
That  network — with  6  million  subscribers 
in  26  countries — caters  to  expatriates.  But 
ESPN  says  it  will  rebrand  the  network  and 
possibly  use  it  someday  to  get  live  pro- 
gramming of  soccer — for  the  locals.  F 


SCORING  ABROAD 


Cricket  in  Mexico? 

Its  U.S.  market  saturated,  ESPN 
is  building  overseas — and  making 
sure  it  keeps  the  locals  happy. 

By  Monte  Burke 


■  N  LATE  JANUARY  ESPN  STAR  SPORTS,  A 
I  joint  venture  of  ESPN  and  News  Corp., 
I  was  left  off  the  initial  list  of  foreign 
networks  approved  by  China's  State 
Administration  for  Radio,  Film  &  Televi- 
sion, which  vets  non-Chinese  networks  on 
an  annual  basis.  The  reason:  ESPN  officials 
inexplicably  missed  the  meeting.  ESPN 
International  Managing  Director  Russell 
Wolff  says  negotiations  are  ongoing. 


Go  native:  Men's  field 
hockey  and  table  tennis 
are  popular  sports  on 
ESPN's  Asian  channels. 

The  potential  loss  of 
ESPN  Star  Sports  in 
China  wouldn't  appear  to 
be  a  big  deal  for  the  cable 
network.  The  channel  is 
restricted  by  the  Chinese 
government  to  mostly 
foreign  eyes,  in  hotels 
and  foreign  compounds. 
But  the  ramifications 
of  losing  even  this 
tiny  foothold  are  huge. 
China— with  112  million 
cable  subscribers,  already 
the  largest  cable  popula- 
tion in  the  world  and  one 
that's  expected  to  hit  137 
million  by  2010 — is 
ESPN's  thus  far  untapped 
mother  lode,  according 
to  Ben  C.  Reneker,  senior 
analyst  at  Kagan  Re- 
search. 

With  99%  of  the  U.S. 
cable  market  covered, 
ESPN  has  turned  its 
attention  to  ramping  up 
its  international  division 
under  Wolff,  39.  In  the 
last  five  years  10  interna- 
tional channels  have 
been  launched,  bringing 
the  total  of  overseas  net- 
works to  32  (14  wholly  owned,  18  joint 
ventures)  in  194  countries  and  territories. 
The  number  of  international  subscribers 
now  totals  190  million,  more  than  double 
the  number  of  domestic  ESPN  subscribers. 

But  as  the  China  episode  shows,  it 
hasn't  been  easy  to  go  native.  Until  2000 
ESPN  ran  a  single  international  version  of 
its  flagship  show,  SportsCenter,  in  hun- 
dreds of  countries.  The  show  was  packed 
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NOT  BUSINESS  AS  USUAL 


THE  NEW  BUSINESS  CLASS  FROM  SINGAPORE  AIRLINES. 

SAN  FRANCISCO  TO  SEOUL  AND  SINGAPORE  ON  THE  NEW  BOEING  777-300ER." 


THE 


poreair.com/usa 

dsco-Seoul-Singapore  service  operates  daily.  New  Business  Class  currently 
•  on  Mon.,  Thur.  and  Sat.  flights,  available  daily  as  of  March  2007. 


LIVES  ON 


SinGAPORE 
AIRLinES 


A  STAR  ALUANCE  MEMBER    y  r 


I 


front 


OIL  POLITICS 


It  Beats  Iraq 

Foreign  energy  companies  keep 
running  into  trouble  in  Russia.  So 
why  is  Chevron  going  there  now? 

By  Michael  Freedman 


WHAT  IN  THE  WORLD  IS  CHEVRON 
thinking?  The  oil  company  has 
largely  stayed  out  of  Russia,  nerv- 
ous about  investing  in  a  country  that  makes 
a  sport  of  smacking  around  any  foreign  en- 
ergy company  venturing  inside  its  borders. 
But  in  January  Chevron  announced  its  first 
foray  into  exploring  and  producing  there, 
agreeing  to  enter  a  joint  venture  with  a 
Gazprom  subsidiary.  Though  details  are 
scarce,  the  two  companies  say  the  deal  will 
focus  on  the  development  of  the  Yamal  re- 
gion in  northwestern  Siberia,  an  area  believed 
to  hold  enormous  energy  reserves. 

At  first  glance  this  looks  foolhardy.  Over 
the  last  few  years  Russian  President  Vladimir 
Putin  has  consolidated  the  industry  into  two 
state-controlled  oil  and  gas  giants,  Rosneft  and 
Gazprom.  He  also  has  dismanded  a  private 
energy  company,  whacked  another  with  an 
enormous  tax  bill  and  attempted  to  renego- 


tiate contracts  signed  years  ear- 
lier. In  the  course  of  all  this  he 
has  seized  control  of  some  of 
the  worlds  largest  energy'assets. 

Chevron's  own  limited 
moves  in  Russia  have  had 
mixed  results.  It  took  a  15% 
stake  in  an  oil  pipeline  that  runs 
from  Kazakhstan  through  Rus- 
sia to  the  Black  Sea  but  became 
enmeshed  in  difficult  negotiations  over  a  pro- 
posed expansion  with  the  Russians.  Chevron 
was  also  among  five  companies  to  be  short- 
listed for  an  equity  stake  in  the  enormous 
Shtokman  gas  field  in  the  Barents  Sea,  but 
Gazprom  abruptly  decided  to  go  it  alone. 

Still,  companies  such  as  BP  and  Shell 
have  signed  deals,  entering  into  partner- 
ships in  this  alluring  but  forbidding  nation. 
Pavel  Kushnir,  an  analyst  at  Deutsche  UFG 
bank  in  Moscow,  says  the  deal  could  be 
lucrative  for  Chevron.  Chevron  will 
initially  hold  a  70%  stake  in  the  venture 
but  finance  all  upfront  costs  of  exploration, 
potentially  investing  hundreds  of  millions 
of  dollars.  If  the  venture  makes  any  dis- 
coveries, the  Gazprom  subsidiary's  stake 
increases  to  50%,  but  Chevron  will  take 
100%  of  the  cash  flow  until  it's  compen- 
sated for  laying  out  Gazprom's  share  of  the 
cost.  Kushnir's  analysis  assumes  that  the 


Russians  do  not  double-cross  Chevron. 

Besides,  Gazprom  is  a  Putin  favorite,  so 
Chevron  could  perhaps  gain  special  access  to 
potential  reserves,  at  least  while  Putin's  influ- 
ence remains  strong.  More  likely,  Chevron, 
like  the  others,  has  little  choice  but  to  play  by 
the  Kremlin's  capricious  rules.  And  notwith- 
standing those  rules,  Russia  still  looks  better 
than  some  of  the  alternatives,  says  Clifford 
Kupchan,  an  analyst  at  New  York  City  po- 
litical risk  consultancy  Eurasia  Group.  "The 
place  is  still  Florida  compared  to  Africa  or 
the  Middle  East,"  he  says.  F 


Dubai  Or 
Not  Dubai? 


After  a  year  of  sales  that  boomed  into  the  stratosphere,  is  the  art  market  bubble 
about  to  burst?  Not  yet  On  Jan.  31  and  Feb.  1  Christie's  auction  house  sold  a  total 
of  $21  million  worth  of  jewelry  and  art  in  Dubai.  It  was  the  first  time  ever  an  inter- 
national auction  house  had  held  a  jewelry  sale  in  the  Middle  Eastern  tourist  and  re- 
tail mecca,  and  the  second  sale  of  art  Among  the  hot  lots  were  a  17-carat  diamond 
ring  that  brought  $1.2  million  and  a  painting  by  Maqbool  Fida  Husain,  considered 
the  Picasso  of  India,  that  fetched  $442,000.  Buyers  included  Indians,  Chinese  and 
Russians,  as  well  as  many  from  the  Gulf  states. 

The  robust  Dubai  results  support  the  proposition,  promoted  by 
the  auction  houses,  that  the  three-year-old  bull  market  in  high-end 
art  and  collectibles  is  deeper  and  broader  than  past  booms  because  it 
is  fueled  by  such  a  wide  swath  of  newly  minted  collectors.  Privately 
held  Christie's  sold  $4.7  billion  worth  of  collectibles  in  2006,  up  36% 
from  2005,  while  rival  Sotheby's  sold  $3.6  billion.  The  houses  com- 
BfflHHB  pete  on  their  guarantees,  the  floor  amount  promised  to  the  seller, 
and  by  negotiating  a  sellers  commission.  They  don't  compete  on  buyers'  fees.  Both  houses  recently  raised  the  break  point  on 
the  sliding  commission  scale  paid  by  buyers.  For  an  item  hammered  down  at  $500,000,  the  commissions  can  now  total 
$135,000— $35,000,  say,  from  the  seller  and  $100,000  from  the  buyer,  up  $24,000  from  a  year  ago.  —  Susan  Adams 


Hot  lots:  Van  Cleef  &  Arpels  diamond 
ring;  painting  by  India's  M.F.  Husain. 
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The  alphabet  soup  of  SOX, 

COBIT,  and  ISO  is  connected  to  untold  stress  on  the  CEO,  CFO,  and  CIO 

is  connected  to  the  call  for  a  clear  compliance  strategy  by  EOD 

is  connected  to  the  one  solution  for  defining,  controlling, 

and  governing  your  IT  policy  compliance  ASAP. 


ioftware  that  makes  compliance  more  manageable.  Aligning  it  with  today's  compliance  regulations  is 
omplicated  and  costly.  We  understand  this  better  than  anyone.  Our  software  distills  the  most  common  compliance 
egulations  and  business  processes  into  clear,  actionable  IT  policies.  Our  Global  Services  team  then  works  for  you -from 
issessment  to  implementation-to  provide  a  solution  that's  tailored  to  your  needs.  For  a  better  view  of  compliance, 
isit  symantec.com/confidence 


2006  Symantec  Corporation  All  rights  reserved.  Symantec  and  the  Symantec  Logo  are  registered  trademarks  of  Symantec  Corporation. 


Confidence  in  a  connected  world. 


Symantec 


Digital  Tools 


STEPHEN  MANES 


<V  /// 


Dim  Vista 


WINDOWS  VISTA:  MORE  THAN  FIVE  YEARS  IN  THE 
making,  more  than  50  million  lines  of  code.  The 
result?  A  vista  slightly  more  inspiring  than  the  one 
over  the  town  dump.  The  new  slogan  is:  "The 
"Wow'  Starts  Now,"  and  Microsoft  touts  new  fea- 
tures, many  filched  shamelessly  from  Apples  Macintosh.  But  as  with 
every  previous  version,  there's  no  wow  here,  not  even  in  ironic  quotes. 
Vista  is  at  best  mildly  annoying  and  at  worst  makes  you  want  to 
rush  to  Redmond,  Wash,  and  rip  somebody's  liver  out. 

Vista  is  a  fading  theme  park  with  a  few  new  rides,  lots  of  patched- 
up  old  ones  and  bored  kids  in  desperate  need  of  adult  supervision 
running  things.  If  I  can  find  plenty  of  problems  in  a  matter  of  hours, 
why  can't  Microsoft?  Most  likely  answer:  It  did — and  it  doesn't  care. 

Example:  If  malware  somehow  gets  into  your  machine,  Windows 
Firewall  will  not  stop  it  from  making  outbound  Internet  connections 
to  do  its  evil  deeds.  If  you  turn  off  that  firewall  in  favor  of  a  better 
one,  the  Windows  Firewall  control  panel  will  admonish:  "Your  com- 
puter is  not  protected;  turn  on  Windows  Firewall."  But  the  Windows 
Security  Center  will  correctly  tell  you  that  a  firewall  is  on  and  that 
you  shouldn't  run  two  at  a  time.  Call  it  convistancy. 

Gaffes  like  this  make  you  wonder  if  security  really  is  improved 
as  much  as  Microsoft  claims.  You'll  still  have  to  add  your  own  anti- 
virus software,  a  new  Vista-ready  version  at  that.  And  Vista's  irritat- 
ing and  repeated  warnings  about  possible  security  breaches  don't 
always  mean  what  they  say  and  are  usually  irrelevant.  You'll  take 
them  as  seriously  as  the  boy  who  cried  wolf,  making  them  useless 
as  defensive  tools. 

As  usual,  things  Microsoft  was  touting  last  time  have  mysteri- 
ously gone  away  in  favor  of  putative  new  wonders.  Windows  XPs 
heralded  "task-based  interface"  often  let  you  perform  actions  by  pick- 
ing them  from  a  list.  Now  many  of  those  actions  have  disappeared— 
except  where  they  haven't 

Likewise,  Control  Panel  options  have  been  totally  rejiggered 
yet  again  for  no  apparent  reason.  You  can  still  use  the  Classic 
panel  view  that's  been  available  since  time  immemorial,  but  sev- 


eral items  have  been  confusingly  renamed  out  of  sheer  perversity. 

The  new  desktop  search  features  are  a  mess,  thanks  in  part  to 
inscrutable  indexing  defaults  and  options.  A  "quick  search"  panel  at 
the  bottom  of  the  Start  menu  lets  you  find  results  whether  in  a  file's 
name  or  its  contents.  But  on  one  machine — oddly,  the  fastest  I  tested — 
it  was  far,  far  slower  than  using  Start's  regular  search  option.  Though 
that  option  finds  folders  like  Accessories,  quick  search  doesn't  always. 
And  if  you  click  away  to  do  something  else  while  you  wait  for  an- 
swers, Vista  abandons  the  "quick  search"  and  makes  you  start  over. 

Windows  Mail  is  a  mild  reworking  of  Oudook  Express  whose 
big  new  feature  is  a  spam  filter  that  in  my  tests  flagged  nonspam  as 
spam  and  vice  versa  an  unacceptable  10%  of  the  time.  The  bare-bones 
word  processor  WordPad  used  to  be  able  to  open  Microsoft  Word 
files.  No  more.  What  possible  rationale  could  there  be  for  "fixing" 
that,  except  to  force  users  to  shell  out  for  the  real  thing? 

Potentially  exciting  improvements  keep  coming  up  short.  The 
speech  recognition  system's  clever  design  lets  you  control  the  com- 
puter via  voice  and  dictate  into  programs  like  Word.  It  did  pretty 
well  at  understanding  me  even  when  I  used  a  less  than  optimal  built- 
in  microphone  instead  of  a  headset.  But  my  enthusiasm  turned  to 
dust  when  the  software  for  correcting  inevitable  mistakes  locked 
up  repeatedly — even  when  it  understood  what  I  was  saying. 

Many  touted  improvements,  like  the  Web  browser  and  media 
player,  have  been  available  for  XP  for  months.  One  minor  winner  is 
Vista-only:  file  lists  that  update  their  contents  automatically.  You  no 
longer  have  to  hit  View  and  Refresh  to  see  files  added  since  you  last 
opened  the  list  window.  Macs,  of  course,  have  done  this  for  years. 

The  new  Mac-like  ability' to  show  thumbnails  of  documents 
and  running  programs  is  cute,  but  it  doesn't  always  work — typi- 
cal of  a  level  of  fit  and  finish  that  would  be  unacceptable  from  a 
cut-rate  tailor.  Only  in  Windowsland  will  you  find  howlers  like  a 
Safely  Remove  Hardware  button  for  memory  card  readers  that 
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happen  to  be  hardwired  into  your  computer. 

Still  with  us:  program  crashes,  followed  by  the  machines 
refusal  to  shut  down  until  you  lean  on  the  power  button  awhile. 
Thereafter  you  may  be  subjected  to  ugly  white-on-black  text 
from  CHKDSK,  a  DOS-era  program  that  issues  baffling  new 
reports  like  "44  reparse  records  processed." 

Should  you  upgrade  your  current  machine?  Are  you  nuts? 
Upgrading  is  almost  always  a  royal  pain.  Many  older  boxes  are 


too  wimpy  for  Vista,  and  a  "Vista-ready"  unit  Microsoft 
upgraded  for  me  could  see  my  wireless  network  but  not  connect 
to  it.  The  diagnostics  helpfully  reported  "Wireless  association 
failed  due  to  an  unknown  reason"  and  suggested  I  consult  my 
"network  administrator" — me.  Yet  I've  connected  dozens  of 
things  to  that  network,  including  other  Vista  machines,  a 
PlayStation  3  and  Microsoft's  own  Xbox  360. 

My  recommendation:  Don't  even  consider  updating  an  old  ma- 
chine to  Vista,  period.  And  unless  you  absolutely  must,  don't  buy 
a  new  one  with  Vista  until  the  inevitable  Service  Pack  1  (a.ka.  Fes- 
tival o'  Fixes)  arrives  to  combat  horrors  as  yet  unknown. 

I  suggested  to  one  Windows  product  manager  that  if  the 
company  were  truly  serious  about  security,  Vista  might  offer  a 
simple  way  to  delete  files  securely  and  eliminate  all  traces  of  iden- 
tity and  passwords  so  you  could  safely  pass  the  machine  on  or 
sell  it  years  from  now.  His  reply:  "Does  any  other  operating  sys- 
tem do  that?"  That  tells  you  all  you  need  to  know  about 
Microsoft.  The  real  slogan:  "No  innovation  here." 

As  Bill  Gates  winds  down  his  roles  at  Microsoft,  Windows 
Vista  may  be  the  chief  software  architect's  swan  song.  It's  a  shame 
his  legacy  is  something  so  utterly  unimaginative,  internally  dis- 
cordant and  woefully  out  of  tune.  F 

Author's  note:  This  is  a  bit  of  a  swan  song  for  me,  too,  though  I  hope 
a  sweeter  and  more  fleeting  one.  After  holdingforth  on  technology  here 
since  1998,  it's  time  for  a  six-month  break  to  attend  to  some  nontech 
projects.  My  brainy  FORBES  colleagues  will  carry  the  tech  torch. 


OFFICIOUS  OFFICE 


Microsoft  Office  2007  takes  its  unspoken  theme  from  the  psychedelic  1970s  comedy 
troupe  Firesign  Theatre:  Everything  you  know  is  wrong.  The  old  menus  are  gone, 
arrogantly  abandoned  without  a  way  to  get  them  back  even  as  a  "classic"  option. 
Instead  you  see  a  "ribbon,"  a  big,  ugly  tabbed  panel  of  icons  and  labels  that  can  hog 
more  screen  space  than  your  work  and  sometimes  even  hide  it.  You  can  minimize  the 
ribbon,  but  you  can't  avoid  it  completely  or  go  back  to  what  you  know.  Just  about 
everything  is  different,  except  for  keyboard  shortcuts  and  legacy-settings  screens 
buried  a  few  clicks  deep. 

Not  only  do  the  sprawling  ribbons  take  a  lot  of  space  to  deliver  little  information,  they 
annoyingly  change  depending  on  screen  resolution  and  the  size  of  the  window  you're 
using.  In  a  wide  window  the  Find,  Replace  and  Select  commands  turn  up  near  the  right  edge;  narrow  the  window  a  bit  and  they 
disappear  beneath  an  "Editing"  panel  you  have  to  click  first.  It's  just  one  of  many  irritations  created  in  the  name  of  innovation. 

The  Office  file  formats  that  have  been  around  since  1997  have  become  something  of  a  lingua  franca  in  computerdom.  They're 
still  available  if  you  explicitly  choose  them,  but  Microsoft  encourages  you  to  use  new  formats  that  require  special  conversion 
software  (some  of  it  not  yet  available)  to  work  with  older  products — including  every  previous  version  of  Office  and  recent 
mobile  versions.  Recipients  of  such  potentially  unreadable  documents  may  not  be  amused. 

There  are  a  few  useful  new  features,  like  the  ability  to  save  files  directly  in  Adobe's  Portable  Document  Format.  (Competing 
products  have  done  this  for  years.)  You  can  put  icons  for  functions  you  use  a  lot  in  a  single  task  bar  above  or  below  the  ribbon, 
which  can't  be  otherwise  customized. 

But  some  things  haven't  been  fixed.  In  a  world  of  wide  displays,  Word  still  can't  automatically  arrange  more  than  two 
documents  side  by  side.  And  Excel  still  doesn't  understand  (as  Lotus  1-2-3  did  more  than  20  years  ago)  that  when  you 
type  2+2  into  a  cell,  it  should  automatically  add  the  numbers,  not  treat  them  as  text. 

Users:  Adapt  or  die.  Or  stick  with  older  versions  that  do  most  of  what  this  one  does  and  work  the  way  they  taught  you  to.   — S.M. 
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If  You  Can't  Beat 'Em  ... 

Creative  Technology,  the  MP3  pioneer,  lost  its  battle 
with  Apple.  But  accessorizing  the  iPod  could  be  a 
profitable  booby  prize  |  By  Jessica  Tan 


AT  THE  INTERNATIONAL 
Consumer  Electronics  Show 
in  Las  Vegas  last  month, 
Creative  Technology  finally 
had  something  to  crow  about 
The  Singapore  company,  desperate  for  a  hit 
after  two  years  of  operating  losses,  unveiled 
the  Xdock,  its  first  accessory  under  Apples 
Made  for  iPod  licensing  program.  The  $200 
Xdock  moves  music  wirelessly  from  an  iPod 
to  any  speaker  in  the  house  or  office.  It  will 
go  on  sale  in  March  and  could  be  the  life- 
line that  Creative  needs. 

Accessorizing  iPods  is  a  comedown  for 
Creative.  Its  Nomad  portable  MP3  player  hit 
the  market  in  1999,  two  years  before  the  iPod. 
But  iPod  leaped  ahead  with  a  better  overall 
experience.  Creative  wasted  millions  of  dol- 
lars with  a  belated  marketing  blitz.  Two  years 
ago  Creative  Chairman  and  Chief  Executive 
Sim  Wong  Hoo  declared  "war"  on  Apple  and 
condemned  the  iPod  Shuffle  as  "worse  than 
the  cheapest  Chinese  player."  (He  declined  to 
be  interviewed  for  this  story.) 

The  war  has  long  been  over:  Apple  has 
a  25%  worldwide  market  share  for  MP3 
players;  Creative  has  just  6%,  according  to 
Claudio  Checchia  of  research  firm  IDC. 
Creative  officially  surrendered  last  August. 
It  settled  its  software  patent  suit  against 
Apple  for  $100  million,  and  Steve  Jobs 
granted  it  a  membership  in  the  Made  for 
iPod  program,  in  which  accessory  makers 
pay  Apple  a  $4  fee  per  product  and  get  to 
put  a  shiny  iPod  sticker  on  the  box. 

Now  Creative  has  access  to  the  tens  of 
millions  of  iPod  users  around  the  world,  but 
it  is  one  of  more  than  200  suppliers  rush- 
ing to  satisfy  the  demand  for  all  things  iPod. 
There  are  now  Levis  jeans  and  toilet-roll 
holders  with  built-in  iPod  docks.  Last  year 
the  MP3  accessories  market  totaled  $2  bil- 
lion in  the  U.S.,  and  growth  is  likely  to  con- 
tinue. Worldwide  shipments  of  flash  MP3 

52      FORBES      FEBRUARY  26,  2007 


players — more  compact  than  earlier  ver- 
sions that  used  hard  drives— are  expected 
to  hit  150  million  units  in  2010,  up  50% 
from  2005,  says  IDC. 

First  Creative  has  to  find  its  inner  mar- 
keting flair,  something  Apple  has  aplenty. 
Creative  figures  it  can  grab  some  of  the  iPod 
speaker  market  by  touting  its  superior  digi- 
tal sound,  a  nod  to  the  company's  roots,  which 
go  back  20  years  as  a  producer  of  bestselling 
sound  cards  for  personal  computers. 

Creative  still  gets  65%  of  its  $1  billion 
in  annual  revenue  from  sales  of  its  own  Zen 
and  MuVo  MP3  players,  but  OCBC  Invest- 
ment Research  analyst  Carey  Wong  expects 
that  share  to  fall  to  55%  by  2008  as  speaker 
revenue  begins  to  grow.  Partly  by  outsourc- 
ing production — plans  are  afoot  to  sell  its 
Malaysia  factories — the  company  is  ex- 
pected to  swing  back  into  the  black  with 
an  operating  profit  of  $31  million  in  the 
current  fiscal  year,  up  from  a  loss  of  $145 
million  in  2006,  according  to  a  consensus 
estimate  of  five  analysts  surveyed  by 
Bloomberg.  The  stock  has  recovered  from 
its  dramatic  six-year  swoon,  up  to  $7  from 
a  low  of  $4.64  a  year  ago.  (It  got  as  high  as 
$40  in  early  2000.) 

Selling  better  sound  for  the  iPod  may 
be  a  pragmatic  move,  but  it  carries  unfore- 
seen risks.  "We  wonder  what  message 
Creative  will  be  sending  to  consumers  if  it 


really  goes  big  into  products  for  Apple.  We 
fear  this  may  portray  a  negative  image  of 
its  own  line  of  MP3  products,"  says  BNP 
Paribas  Peregrine  Securities  analyst  Bryan 
Yeong  in  a  report. 

Creative  is  now  friends  with  Apple  but  will 
continue  to  protect  its  intellectual  property. 
Creatives  executives  claim  that  many  of  the 
MP3  cell  phones  and  portable  media  players 
in  the  U.S.  use  a  patented  song- navigation 
feature  from  its  Zen  user  interface.  It  plans  to 
pursue  more  licensing  agreements  with  hard- 
ware manufacturers  that  are  using  the  Zen 
patent  without  permission. 

"Creative  led  the  MP3  revolution  but  lost 
the  lead  because  design  wasn't  embedded  in 
their  brand  thinking,"  says  Tham  Khai 
Meng,  Ogilvy  &  Mather's  Asia-Pacific  § 
cochairman.  Creatives  ads  are  "not  emotional  % 
or  sexy  enough  to  move  the  audience,"  he  | 
believes.  "They  need  to  know  what  they  stand  § 
for.  They  need  to  dig  deep  and  find  out  what  * 
the  brand  means."  % 

Perhaps  that  soul-searching  at  Creative  \ 
has  already  begun.  F  5 


Or  are  you  okay  with  the  way  things  are  now? 


HP  ProLiant  BL460c  Blade  Server 

•  Dual-Core  Inter  Xeon®  Processor  5110  (1.60GHz)  allows  a 
greater  workload  per  processor 

•  Memory  intensive  applications  benefit  from  the  1 GB  standard, 
32GB  maximum  (PC2-530O)  memory  buffers  that  allow  faster 
speeds  and  more  capacity. 

•  With  up  to  2  SATA/SAS  hard  drive  bays  you  get  quicker  access 
to  data  and  increased  storage  bandwidth. 

•  On-chip  cache  (4MB  Level  2  Cache)  increases  dual-core 
performance  and  provides  faster  processor  hit  rate. 


For  display  only       New  version 


Microsoft  Exchange  Server  2007  Enterprise  Edition 

•  Offers  built-in  protective  technologies  to  keep  businesses  moving, 
reduce  spam  and  viruses,  enable  confidential  communications  and  help 
companies  to  be  compliant 

•  Anywhere  access  for  employees  to  their  e-mail  messages,  voice  mail, 
calendars  and  contacts  from  a  variety  of  clients  and  devices 

Open  License  Value  and  Software  Assurance'  Call  CDW  863223 


Microsoft 


NEW 


SMART  BUY-  $500 
INSTANT  SAVINGS' 


HP  StorageWorks  AiO600  1 .5TB  All-in-One  Storage  System 

•  Provides  storage  capacity  for  growing  application  servers  (iSCSI  SAN) 

•  Provides  enhanced  Windows*  file  serving  for  end  users  (NAS) 

$6459  CDW  1046490 


We're  There  With  The  Server  Solutions  You  Need. 

s  managing  your  growing  number  of  servers  and  your  growing  storage  needs  getting  to  be  too  much?  Then 
;erver  optimization  may  be  just  the  answer.  We're  there  with  top-name  technology  from  server  consolidation 
o  storage  management,  networking  to  virilization.  CDW  can  answer  your  questions  and  get  you  the 
■olutions  you  need.  So  call  CDW  today.  It's  time  you  ran  your  network,  not  the  other  way  around. 

3urchase  five  licenses  to  qualify  for  the  Microsoft  Open  License  Value  Program  requires  three  annual  payments;  call  your  CDW  account  manager  for  details.  'HP  Smart 
luy  instant  savings  reflected  in  advertised  price;  HP  Smart  Buy  instant  savings  is  based  on  a  comparison  of  the  HP  Smart  Buy  price  versus  the  standard  list  price  of  an 
Jentical  product;  savings  may  vary  based  on  channel  and/or  direct  standard  pricing.  Offer  subject  to  CDW's  standard  terms  and  conditions  of  sale,  available  at  CDW. 
om.  ©2007  CDW  Corporation 
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Air  traffic  will  choke  the 
nation's  aging  radar  grid 
in  the  next  decade.  Two 
American  technology  firms 
are  racing  to  replace  it  with 
the  Internet  of  the  air. 
By  Tim  Doyle  and 
Andrew!  Gillies 
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EIJING  HAS  16  MILLION 
inhabitants,  an  economy  that 
grew  12%  last  year  and  the 
2008  Summer  Olympics  com- 
ing to  town.  If  any  city  needs 
to  let  in  more  planes,  it's  this  one. 

The  Chinese  are  adding  a  runway  to 
Asia's  second-busiest  airport,  but  officials 
there  also  are  hoping  new  technology  will 
free  up  more  space  in  the  skies.  In  January 
the  Civil  Aviation  Administration  of 
China  struck  a  deal  with  ERA,  an  Alexan- 
dria, Va.  company,  to  install  27  devices, 
each  the  size  of  a  minifridge,  at  Beijing 
International,  and  5  more  within  a  12- 
mile  radius  of  the  airport.  The  boxes  are 
packed  with  sensors  that  can  track  planes 
in  flight  and  on  the  ground,  as  well  as  air- 
port vehicles.  More  frequent  and  accurate 
data  on  the  location  of  aircraft  will  let  the 
Beijing  airport  safely  cut  the  distance 


ERA  Chief  Executive 
David  Ellison. 


Logistics 


between  planes  as  they  descend. 

ERA  has  to  hustle  on  the  Beijing  busi- 
ness. Beijing  wants  the  gear  tested  and 
ready  for  installation  by  the  end  of  the 
year.  Still,  the  230-employee  company  is 
savoring  the  win.  "This  was  a  heavily 
sought  deal  in  the  industry,"  says  ERA 
Chief  David  Ellison,  46.  "It's  China." 

The  Beijing  project  is  one  of  several 
around  the  world  that  promises  to  usher 
cargo  and  passenger  aviation  into  the 
post- radar  world.  The  Federal  Aviation 
Administration  estimates  U.S.  air  traffic 
will  triple  by  2025.  Radar,  the  industry 
standard  for  the  last  50  years,  isn't  going 
to  keep  up.  By  2014  airlines  probably 
won't  be  able  to  add  flights  at  peak  times 
like  Friday  evening. 

What  might  help  us  avoid  the  air  jam 
are  two  technologies:  Automatic  Depen- 
dent Surveillance-Broadcast  (ADS-B)  and 
multilateration,  a  navigation  technique 
that  has  received  less  attention  but  may 
be  the  key  to  making  ADS-B  work.  The 
FA  A  is  set  to  award  a  contract  this  sum- 


mer for  the  ground  equipment  for 
a  nationwide  ADS-B  system.  Three 
firms — ITT,  Lockheed  Martin  and 
Raytheon— have  submitted  bids  for  what 
could  be  a  SI  billion  contract.  Sensrs,  an 
ADS-B  specialist  firm  in  Syracuse,  N.Y., 
has  signed  on  as  subcontractor  on  the 
Lockheed  bid,  and  ERA  has  signed  on  as 
a  subcontractor  to  Sensis.  Untold  bil- 
lions more  will  flow  to  the  likes  of 
Garmin,  Lockheed  Martin  and  Honey- 
well International  as  all  230,000  planes 
in  the  sky  will  need  ADS-B  gear  by  2020. 
Only  5%  have  it  installed  now. 

Today,  with  what's  called  "secondary 
radar,"  an  airplane's  transponder  sends 
out  a  four-digit  beacon  code  to  radar 
dishes  on  the  ground.  The  codes  are  then 
linked  to  information  such  as  flight  num- 
ber, destination,  arrival  time  and  so  on. 
But  radar  is  slow.  Radar  antennas  swing 
around  only  every  four  and  a  half  sec- 
onds. To  get  an  accurate  read  on  an  air- 
planes heading  as  it  nears  the  terminal, 
an  air  traffic  controller  needs  three  radar 


Traditional  radar 
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Aircraft  without  ADS-B 
using  multilateration 





ADS-B 

base  satations 


2005  through  2017  estimated. 

Source:  Federal  Aviation  Administration. 


Traditional  radar  (left)  bounces  radio  waves 
between  ground  and  plane.  Next  up  are  data- 
rich  ADS-B  networks  (right),  in  which  planes 
link  to  one  another  and  the  ground,  sharing 
location  via  GPS  satellites.  Multilateration  can 
also  track  planes  more  accurately  than  radar. 
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hits,  or  14  seconds.  For  tracking  airplanes 
farther  away,  say  in  midflight,  the  lag 
stretches  out  to  36  seconds.  A  lot  can  go 
wrong  in  36  seconds  before  the  controller 
knows  about  it.  Radar  also  fails  to  cover 
remote  areas  like  the  Gulf  of  Mexico  and 
is  blocked  in  many  mountain-ringed  air- 
ports like  those  in  Colorado. 

ADS-B  solves  those  problems  because 
it  acts  more  like  an  Internet  of  the  skies. 
ADS-B  ground  sensors  coordinate  the 
location  of  sensor-equipped  planes  with 
a  set  of  GPS  satellites  and  can  feed  infor- 
mation about  what's  in  the  sky  and  on 
the  ground,  and  where,  back  to  pilots  and 
air  traffic  controllers.  The  gap  between 
signals  is  only  one  second,  and  ADS-B 
adds  information  about  an  aircraft's  lati- 
tude, longitude,  velocity  and  direction. 
There  will  be  far  fewer  coverage  gaps, 
too:  The  FAA  plans  to  put  ADS-B  receivers 
on  offshore  oil  rigs  in  the  Gulf  of  Mexico. 

Pilots  in  Alaska's  mountainous  Yukon- 
Kuskokwim  Delta  have  had  to  fly  without 
radar,  and  normally  below  2,000  feet,  to 


avoid  foul  weather  and  icing.  They  would 
slalom  through  canyons  on  memory. 
Since  2000  the  FAA  has  installed  five 
ground  base  stations  and  equipped  200 
planes  with  ADS-B  gear.  Now  pilots  get 
weather  warnings  and  detailed  traffic  con- 
ditions and  topographies.  Accidents  are 
down  50%. 

Small-plane  pilots,  the  fastest-grow- 
ing population  in  the  skies,  like  ADS-Bs 
ability  to  display  planes  in  the  surround- 
ing area.  Commercial  jet  pilots  already 
have  a  warning  system  that  alerts  them  if 
they  are  heading  for  a  midair  collision 
with  another  plane.  Small  planes  usually 
fend  for  themselves.  "Normally  we  just 
look  out  the  window  for  each  other,"  says 
Frank  Ayers,  chairman  of  the  flight 
department  at  aviation  school  Embry- 
Riddle  in  Daytona  Beach,  Fla.  The 
school  uses  ADS-B  in  all  its  training 
planes  to  keep  them  from  passing  within 
a  mile  of  each  other.  Since  the  installa- 
tion of  five  ground  stations,  such  near- 
misses  have  gone  from  100  a  year 


to  near  zero. 

Air-cargo  fleets  have  been  experi- 
menting with  ADS-B  and  pushing  for  its 
adoption  for  years.  UPS'  Louisville,  Ky. 
hub  is  covered  with  an  ADS-B  network 
for  surface  operations.  UPS  has  seen 
shorter  taxi  times  and  steep  cuts  in  emis- 
sions and  noise  as  fewer  planes  linger  in 
the  sky  awaiting  a  slot  on  the  ground.  It 
expects  to  save  900,000  gallons  of  fuel  a 
year  by  equipping  117  of  its  planes 
with  ADS-B. 

For  airports  and  the  feds  a  big  selling 
point  for  ADS-B  is  cost.  Radar  stations, 
with  their  large  structures  and  moving 
parts,  run  from  S2  million  to  S4  million 
per  unit  to  install  and  an  average  S200,000 
per  year  to  maintain.  An  ADS-B  installa- 
tion goes  for  S200,000,  with  annual  main- 
tenance costs  of  $40,000.  By  2017,  the  FAA 
reckons,  the  benefits  of  the  system  will 
start  kicking  in.  Currently  planes  must 
remain  3  miles  apart  as  they  approach  an 
airport,  but  many  pilots  stay  farther  apart 
because  radar  is  so  imprecise.  The  satel- 
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lite-guided  precision  of  ADS-B  promises  to 
narrow  those  air  gaps.  And  once  ADS-B  is 
fully  deployed,  sometime  around  2020, 
the  FAA  will  cut  its  number  of  radar  units 
in  half  to  190,  leading  to  $1.2  billion  in 
savings  over  six  years. 

Thirteen  years  may  sound  like  a  long 
time  off,  but  airlines  need  to  take  it  slow. 
The  per-plane  cost  of  fiddling  with  nav- 
igation systems  and  other  technology  in 
the  cockpit  is  daunting.  "To  change  one 
line  of  code  [in  a  cockpit],  it's  six 
figures,"  says  David  Ford,  who  recently 
joined  up  with  ERA  after  31  years  at 
the  FAA. 

Another  challenge  to  switching  to 
ADS-B  is  that  it  depends  on  the  availabil- 
ity of  GPS  satellites,  which  could  fail. 
More  satellites  can  be  added,  but  radar 
will  definitely  still  serve  as  a  backup. 
That's  where  multilateration  comes  in. 
The  ungainly  term  describes  a  technique 
of  measuring  the  difference  in  time  it 
takes  for  a  synchronized  signal  to  go 
from  an  airplane  to  a  set  of  three  or 


more  sensors  on  the  ground.  Comput- 
ers at  air  traffic  control  then  compute 
the  timing  of  the  signals  to  calculate  the 
aircraft's  position  and  trajectory. 

Multilateration  will  carry  the  FA  As 
evolution  beyond  radar  until  its  ADS-B 
mandate  kicks  in.  Multilateration  uses 
current-model  avionics,  so  that  air  traf- 
fic controllers  can  determine  an  air- 
craft's position  even  if  the  aircraft 
isn't  equipped  with  ADS-B.  Aviation 
authorities  looking  to  save  money  on 
radar  should  be  interested.  Beijing 
certainly  is. 

Sensis,  with  550  employees  and  sales 
of  $100  million,  already  has  its  multilat- 
eration and  ADS-B  technology  in  place 
in  Atlanta,  Orlando,  Seattle  and  five 
other  U.S.  airports,  with  installations  at 
another  35  airports  worldwide  soon.  The 
state  of  Colorado  is  close  to  signing  a 
$6.8  million  contract  for  Sensis'  multi- 
lateration product.  Airports  in  ski  resort 
valleys  can  take  only  3  or  4  flights  per 
hour  in  snowy  weather,  compared  with 


20  on  a  sunny  day,  because  radar  doesn't 
work  below  9,000  feet  in  the  Rocky 
Mountains.  With  the  new  technology, 
more  flights  can  land. 

ERA  touts  its  share  of  splashy  business 
wins,  recently  from  airports  in  New  York 
City  and  Taiwan.  And  the  company 
claims  it  has  a  patent  edge,  with  26 
awarded  and  10  pending.  The  bulk  of  its 
intellectual  property  comes  from  a  Czech 
Republic  company  that  ERA  acquired  in 
October  and  whose  brand  it  chose  to  take 
on.  (Until  this  month  ERA  did  business 
as  Rannoch  Corp.)  It  took  Ellison  1 1  vis- 
its to  Prague  to  persuade  ERA's  18  share- 
holders to  sell  their  stakes. 

The  payoff:  brain  power.  ERA's  engi- 
neers built  high-end  surveillance  systems 
for  the  Soviet  Union,  and  Ellison  says  that 
many  of  them  have  30  to  35  years'  experi- 
ence in  radar  technology.  Ellison  is  count- 
ing on  his  Cold  War  crew  to  fend  off  Sensis 
and  change  air  traffic  control  for  good. 
Says  he:  "We're  getting  rid  of  secondary 
radar  as  soon  as  we  can."  F 
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•  Group  all  your  packages  as  one. 

•  Breeze  through  customs. 

•  Bypass  distribution  centers. 

And  use  your  supply  chain  to  your 
competitive  advantage.  With  UPS 
Trade  Direct"  importing  is  simple. 
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WHAT  CAN  BROWN  DO  FOR  YOU? 


YOU  ARE  BEING  GOOGLED, 
maybe  even  right  now," 
William  Arruda  says  to  150 
people  who  have  tuned  in  to 
a  Career  Coach  Institute  tele- 
conference. He  pauses  for  effect,  then 
continues:  "If  you  don't  show  up  in 
Google,  you  don't  exist." 

Arruda,  a  former  IBM  marketing 
executive  and  the  45-year-old  founder 
of  Reach  Communications  Consulting 
in  New  York,  pulled  in  $1  million  last 
year  milking  the  latest  consulting 
gimmick,  "personal  branding."  That 
means  showing  you  how,  among  other 
things,  to  pretty  up  the  picture  of 
yourself  that  shows  up  on  search  sites, 
YouTube  and  blogs.  Arruda  says  you 
need  a  presence  as  distinctive  as  a  Nike 
swoosh— "What  makes  you  unique 
makes  you  successful."  Think  of  this 
work  as  something  like  repositioning  a 
tired  toothpaste  brand. 

Fee:  up  to  $15,000.  To  find  out  what  is 
promotable  or  problematic  about  the 
executives  who  hire  him,  Arruda  inter- 
views them,  polls  friends  and  colleagues — 
typical  question:  If  this  person  were  a  car, 
what  kind  would  he  or  she  be? — and  then 
tells  them  how  to  stand  out  by  writing 
blogs,  giving  speeches  and  changing  the 
way  they  talk  or  dress. 

Pierre  Van  Beneden,  53,  says  Arruda 
in  2001  helped  him  develop  and  promote 
an  expertise  in  how  technology  affects 
education.  Since  then,  at  Arruda's  urging, 
he  has  delivered  speeches  on  the  topic 
and  created  a  slick  Web  site.  He  credits 
Arruda  with  helping  him  get  noticed  and 
recruited  in  2003;  now  he  is  vice  president 
of  Adobe's  business  in  Europe,  Africa  and 
the  Middle  East. 

Sometimes  an  executive  just  needs  a 
personality  correction.  Laura  Tessinari,  a 
senior  partner  at  Ogilvy  &  Mather  in  New 
York,  learned  from  Arruda  that  colleagues 


SELLING  YOURS  ELL 

+  Build  a  powerful 
online  identity  and  make 
sure  you  have  stellar 


YOU  INC. 


Image 
Doctor 

Does  your  persona  need 
a  little  toning  up?  Meet  William 
Arruda,  personal  brand  trainer. 

By  Suzanne  Hoppough 


considered  her  too  brash.  Arruda  told  her 
to  tone  down  her  act.  Tessinari  now  has 
candles,  a  couch  and  tea  in  her  office  at 
the  advertising  agency  to  make  it  more 


Google  results  (volume  and 
relevance). 


+  Seek  out  speaking 
engagements  at  industry 
events  to  boost  your 
visibility  to  leaders  and 
potential  employers. 


+  Color  is  an  important 
element  of  your  brand 
identity.  Pick  a  signature 
hue  and  buy  clothes  and 
luggage  in  that  color. 


Need  a  personality  pick- 
me-up?  William  Arruda 
can  help  with  that. 

welcoming.  She  credits 
Arruda's  coaching  with 
helping  her  get  a  teach- 
ing gig  at  Fordham  Uni- 
versity. Says  she:  "You 
can't  understand  business 
unless  you  understand 
yourself 

Big  companies  tap 
Arruda  to  lead  charisma- 
boosting  workshops.  Star- 
wood Hotels  &  Resorts 
recently  hired  him  to 
speak  to  300  execs.  He  has 
gotten  business  from 
American  Express,  JPMor- 
gan  Chase  and  Microsoft. 

Some  executives 
are  uneasy  self-promot- 
ers. Jane  Swift,  a  program 
director  at  British  Tele- 
com in  London,  followed 
Arruda's  advice  to  net- 
work with  higher-ups — 
she  hosted  a  lunch  for 
women  executives  at  the 
company — but  she  isn't 
convinced  she  needs  her 
own  Web  site.  "I  don't 
want  a  'Who  does  she 
think  she  is?'  response," 
she  frets. 

That's  not  the  kind 
of  thing  that  troubles 
Arruda.  When  he  isn't 
doling  out  doses  of 
oomph,  he  is  busy 
recruiting  coaches  to 
help  him  build  his  own 
brand.  Currently  there  are  150  Arruda- 
ites  around  the  world  preaching  his 
gospel  of  personal  branding;  they  pay 
him  $3,200  for  60  hours  of  training  plus 
a  5%  cut  of  their  consulting  gigs.  A  top 
earner  after  Arruda:  Paul  Copcutt,  a  for- 
mer executive  recruiter  in  Toronto.  Even 
though  Copcutt  pulled  in  less  than 
$100,000  last  year,  Arruda  hopes  to  sign 
on  200  more  acolytes  in  2007.  If  you 
want  to  reach  him,  just  Google  "reach" 
with  "Arruda."  F 
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BE  A  BEAR. 

JUST  DON' 
BE  A  SHEEF 
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$6.99-$9.99 

per  stock  &  options  trade 

75* 

per  options  contract1 

FREE 
RESEARCH 

6  independent  sources 

RF||T(.p_  STANDARD 
REUTERS  |poOR>s 

No  fee 
No  minimum 
IRAs 

with  electronic 
statements  &  confirms2 

Get  started  with  100  t*^(L-/   ffi  (800)731-5226 

commission-free  trades3  ^In^  Lh*T  getpoweretrade.com 

Click       Call  Visit 


or  details  and  important  information  about  Power  E*TRADE,  please  visit  getpoweretrade.com. 

.  To  qualify  for  $6. 99  stock  and  options  commissions  &  a  750  fee  peroptions  contract,  you  must  execute  500  or  more  stock  or  options  trades  per  month.  To  qualify  for  $9. 99  stock  and  options 
ommissions  &  a  75?  fee  per  options  contract,  you  must  execute  10-49  stock  or  options  trades  per  month  or  maintain  a  balance  of  $50,000  or  more  in  combined  E*TRADE  accounts 
uring  a  calendar  quarter.  Qualification  will  be  determined  at  the  end  of  each  quarter.  To  continue  receiving  these  commission  rates,  you  must  requalify  by  maintaining  a  balance 
f  $50,000  or  more  in  combined  E*TRADE  accounts  or  by  making  at  least  30  stock  or  options  trades  by  the  end  of  the  following  calendar  quarter. 

.  There  is  no  annual  custodial  fee  for  IRAs  if  you  sign  up  for  and  maintain  electronic  delivery  of  statements  and  confirmations.  If  you  choose  paper  delivery  of  these  documents,  you 
fill  be  subject  to  a  $25  annual  custodial  fee  unless  the  total  assets  in  your  linked  E*TRADE  Bank  and  E*TRADE  Securities  brokerage  accounts  are  $25,000  or  more.  Other  fees  may 
pply.  May  be  subject  to  change.  Please  visit  etrade.com/nofeelRA  for  details. 

.  Commission-free  trade  offer  applies  to  new  Power  E*TRADE  accounts  opened  with  $1,000  minimum  deposit.  The  new  account  holder  will  receive  a  maximum  of  100  free  trade 
ommissions  for  each  stock  or  options  trade  executed  within  30  days  of  the  opening  of  the  new  qualified  account.  You  will  pay  the  Power  E*TRADE  commission  rate  at  the  time  of 
tie  trades  ($9.99  for  stock  and  options  trades — plus  an  additional  75?  per  options  contract).  Your  account  will  be  credited  $9  99  per  stock  or  options  trade  within  eight  weeks  of 
ualifying  (excluding  options  contract  fees).  Other  commission  rates  apply  to  customers  who  trade  less  than  30  times  a  quarter  or  maintain  less  than  $50,000  in  linked  E*TRADE 
ccounts.  Account  must  be  opened  by  December  31,  2007. 

ecurities  products  and  services  are  offered  by  E*TRADE  Securities  LLC,  Member  NASD/SIPC. 

ystem  response  and  account  access  times  may  vary  due  to  a  variety  of  factors,  including  trading  volumes,  market  conditions,  system  performance,  and  other  factors. 

5  2007  E*TRADE  FINANCIAL  Corp.  All  rights  reserved. 
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REAL  ESTATE 


Riding  the  REIT 
Buyout  Wave 

Last  year  22  realty  trusts  got  takeover  offers. 
Here's  how  you  can  profit  from  the  trend. 

By  Dorothy  Pomerantz 


THE  M&A  BARBARIANS  WHO 
have  invaded  the  land  of  real 
estate  are  not  yet  finished.  The 
biggest  news  here  is  the  duel  to 
win  Equity  Office  Properties, 
one  of  the  nation's  largest  office  real  estate 
investment  trusts.  Private  equity  jugger- 
naut Blackstone  Group  is  vying  with  Vor- 
nado,  another  office  REIT  kingpin,  to  land 
the  largest  deal  in  history.  The  victor  will 
snag  Equity  Offices  portfolio  of  581  build- 
ings with  109  million  square  feet,  much  of 
it  in  two  strong  markets  for  commercial 
real  estate,  New  York  and  Los  Angeles. 

Mergers  and  acquisitions  mania  led  to 
22  REIT  takeovers  announced  last  year  in 
deals  worth  $103  billion,  says  SNL  Finan- 
cial. That's  compared  with  1 1  deals  for  $29 
billion  in  2005  and  8  worth  $25  billion  in 
2004.  In  2006  half  the  takeover  bids  were 
from  other  REITs  or  real  estate  companies, 
half  from  the  private  equity  gang. 


The  acquirers  are  awash  in  cash  and 
helped  by  still  low  borrowing  rates.  You 
can  see  the  allure.  Over  the  past  five  years 
the  REIT  sector  has  delivered  a  24%  com- 
pound annual  total  return,  versus  7%  for 
the  S&P  500  index.  The  acquirers  often 
are  willing  to  pay  significant  premiums. 
Last  October  a  division  of  General  Elec- 
tric bid  $17  a  share  for  Trustreet  Proper- 
ties, a  restaurant  REIT.  That  was  36%  over 
the  market  price. 

Understand  that  while  the  buyout 
party  is  not  over,  it  has  reached  a  late  hour. 
The  average  REIT  trades  at  17  times  the 
real  estate  version  of  earnings,  called 
funds  from  operations  (net  income  plus 
depreciation,  minus  nonrecurring  gains). 
This  is  up  from  a  14  multiple  in  2004.  To 
justify  buying  into  the  sector  at  today's 
prices  it  helps  to  compare  the  6%  earnings 
yield  on  REITs  (that's  the  inverse  of  the  17 
P/E)  with  the  yield  on  inflation-protected 


iJM'.lf 


Century  City 


LA.  hotel. 


Likely  Targets  J  These  promising,  small-size  REITs  are  very  attractive  to  acquirers. 

GRADE 

PERFORMANCE      VALUE         REIT/MAJOR  PROPERTIES 

RECENT 
PRICE 

DIVIDEND 
YIELD 

5-YEAR 
ANNUALIZED  GROWTH 
NAV  AFFO2 

LEVERAGE 
RATIO3 

NET 
ASSETS 
(SBIL>* 

C           A       COLONIAL  PROPERTIES/apartments 

$50.09 

5.4% 

.10.8% 

-3.4% 

54% 

$2.9 

B            A        FELCOR  LODGING/hotels 

21.92 

4.6 

8.5 

17.5 

64 

1.6 

NA          NA       HOME  PROPERTIES/apartments 

64.12 

4.1 

NA 

NA 

41 

3.0 

A            B        MAGUIRE  PROPERTIES/offkes 

43.15 

3.7 

32.3s 

1.8 

57 

2.5 

NA         NA       SUNSTONE  HOTEL  INVESTORS/hotels 

27.54 

4.6 

NA 

34.2s 

51 

1.9 

Prices  as  of  Jan.  30  'Net  asset  value.  2Measure  of  profit:  Adjusted  funds  from  operations  are  net  income  plus  depreciation,  less  nonrecurring  items  and  mainte- 
nance-level capital  spending.  Growth  figures  cover  period  from  2002  through  2007  estimate.  3Debt  as  a  percentage  of  assets.  'Fair  market  value  estimated  by 
Green  Street  Advisors.  5Less  than  five-year  change.  NA:  Not  available.  Sources:  Green  Street  Advisors;  Reuters  Fundamentals  via  FactSet  Research  Systems;  Forbes. 
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READ  ANY  GOOD 
BOOKS  LATELY? 


You  probably  haven't.  In  fact,  the  only  things  you've  read  lately  are 
a  stack  of  presentations  detailing  the  options  for  your  next  strategic 
move.  But  that's  a  good  thing,  at  least  to  us.  It's  why  we  pair  your 
dedication  with  the  integrated  power  of  our  entire  institution -focused 
on  emerging  and  mid-sized  companies  in  select  industries-to  help 
you  find  and  successfully  capitalize  on  your  best  opportunities.  Then 
we  can  all  catch  up  on  a  little  light  reading. 


KeyBanc 

Capital  Markets 


For  more  information,  call  Christopher  M.  Gorman,  EVP,  at  216-689-3300,  or  go  to  key.com/kbcm. 

^     Raising  Capital 

Strategic  Advice 

Capital  Commitment 

Managing  Risk  ^ 

KeyBanc  Capital  Markets  is  a  division  of  McDonald  Investments  Inc.,  member  NYSE/NASD/SIPC,  and  a  trade  name  under  which  corporate  and  investment  banking 
services  of  KeyCorp  and  its  subsidiaries,  including  McDonald  Investments  Inc.  and  KeyBank  National  Association,  are  marketed.  It  is  not  a  legal  entity.  Securities 
products  and  services  are  offered  by  McDonald  Investments  Inc.  and  its  licensed  securities  representatives,  who  may  also  be  employees  of  KeyBank  National 
Association.  Banking  products  and  services  are  offered  by  KeyBank  National  Association.  ©2007  KeyCorp. 


Treasury  bonds.  These  TIPS  pay  2.4%. 
Still,  they  are  a  lot  less  risky  than  REITs. 
With  the  bonds,  you  don't  have  to  worry 
about  roof  leaks  and  vacancies. 

Among  private  equity  firms,  REIT 
buyouts  are  especially  popular.  Blackstone 
has  raised  seven  funds  dedicated  solely  to 
real  estate  deals.  Last  year  Blackstone 
pulled  in  $5.3  billion  for  its  latest  fund. 
Morgan  Stanley  raised  $9.2  billion  and 
Warburg  Pincus  $1.2  billion  for  their  real 
estate  war  chests. 

How  can  you  profit  from  the  REIT 
buyout  trend?  Two  ways:  Bet  on  REITs 
that  are  potential  targets,  or  buy  ones  that 
are  especially  well  run  and  thus  in  a  posi- 
tion to  be  buyers  of  weaker  assets. 

The  five  possible  targets  (see  table  on 


p.  62)  are  on  the  small  side,  thus  more 
tempting  to  acquirers.  Nine  of  the  2006 
deals  were  for  REITs  with  net  assets  of  less 
than  $1  billion.  Our  five  each  trade  at 
deep  enough  discounts  to  net  asset  values, 
or  NAV,  to  make  them  attractive.  The 
potential  targets  are  too  small  to  earn 
spots  on  our  REIT  Gold  List  of  the  20 
largest  trusts  (see  table,  below). 

Maguire  Properties  owns  the  seven 
largest  buildings  in  downtown  Los  Angeles 
and  has  shown  signs  of  being  open  to  an 
acquisition.  Last  summer  rumors  circu- 
lated that  Chief  Robert  Maguire,  71,  had 
retained  Lehman  Brothers  and  Morgan 
Stanley  to  help  shop  his  $2.5  billion 
(assets)  REIT.  He  didn't  respond  to  requests 
for  comment. 


Maguire  is  a  colorful  personality  who 
has  suffered  several  surfing  injuries:  He 
walks  hunched  over  and  has  trouble  turn- 
ing his  neck.  While  his  trust's  asset  growth 
has  been  strong,  earnings  have  not.  Here 
we'll  use  an  adjusted  FFO  measure  favored 
by  real  estate  research  firm  Green  Street 
Advisors,  which  subtracts  building-upkeep 
costs  from  FFO.  At  Maguire  this  adjusted  FFO 
has  been  climbing  only  1.8%  annually  over 
five  years. 

Trading  at  an  8%  discount  to  NAV, 
Maguire  could  attract  a  handsome  buyout 
premium.  The  stock  is  cheap  now  In  2006 
Maguire  lagged  behind  peers,  with  a  total 
return  of  35%  versus  43%  for  the  Wilshire 
office  REIT  index.  If  the  public  markets 
don't  want  Maguire,  maybe  the  private 


The  REIT  Gold  List:  How  the  Biggest  Trusts  Stack  Up  

Equity  REITs  had  another  fine  year  in  2006,  averaging  total  returns  of  35%.  Our  list  grades  the  20  biggest  REITs,  using 
data  from  Green  Street  Advisors  (the  grades  are  ours,  not  theirs).  "Performance"  grades  focus  on  growth — how  a  REIT 
boosts  per-share  earnings,  asset  value  and  dividends.  Our  "value"  gauge  compares  current  stock  prices  with  today's  net 
assets  and  future  discounted  cash  flows,  and  takes  off  points  for  high  leverage.  For  more  REIT  scores,  go  to  forbes.com/extra. 


GRADE 
PERFORMANCE  VALUE 

REIT/MAJOR  PROPERTIES 

RECENT 
PRICE 

DIVIDEND 
YIELD 

5-YEAR 
ANNUALIZED  GROWTH 
NAV1  AFFO* 

LEVERAGE 
RATIO1 

NET 
ASSETS 
(SBIL)" 

c 

D 

AMB  PROPERTY/industrial 

$60.49 

3.0% 

13.9% 

-3.6% 

44% 

$4.8 

F 

C 

APARTMENT  INVEST  &  MGMT/apartments 

62.08 

3.9 

6.7 

-9.7 

54 

6.3 

C 

C 

A  KCHSTON  E-SM  ITH/apartments 

63.48 

2.9 

19.0 

3.2 

33 

14.6 

B 

C 

AVALONBAY  COMMUNITIES/apartments 

148.16 

2.1 

21.0 

6.2 

24 

10.2 

B 

D 

BOSTON  PROPERTIES/offices 

123.80 

2.2 

22.6 

2.6 

29 

13.5 

B 

B 

CAMDEN  PROPERTY/apartments 

78.32 

3.4 

17.1 

4.3 

36 

4.9 

A+ 

A 

CBL  &  ASSOCIATES  PROPERTIES/shopping  malls 

46.89 

4.3 

24.9 

8.7 

52 

5.1 

A 

C 

DEVELOPERS  DIVERSIFIED  REALTY/strip  malls 

67.02 

3.5 

22.3 

6.8 

49 

5.7 

C 

C 

DUKE  REALTY/offices 

43.81 

4.3 

11.5 

-3.1 

53 

5.5 

D 

D 

EQUITY  OFFICE  PROPERTIESVoffices 

54.66 

2.4 

11.2 

-9.7 

46 

19.5 

C 

B 

EQUITY  RESIDENTIAL/apartments 

55.61 

3.3 

14.6 

1.2 

37 

16.4 

A+ 

C 

GENERAL  GROWTH  PROPERTIES/shopping  malls 

60.72 

3.0 

36.6 

6.5 

61 

16.9 

B 

D 

KIMCO  REALTY/strip  malls 

49.48 

2.9 

19.5 

10.2 

42 

8.1 

C 

A 

LIBERTY  PROPERTY/offices 

51.53 

4.8 

10.9 

-2.2 

38 

4.7 

A 

B 

MACERICH/shopping  malls 

94.80 

3.0 

27.4 

6.7 

48 

7.5 

C 

F 

PROLOGIS/industrial 

64.61 

2.5 

1.6.4 

0.8 

50 

11.4 

B 

C 

PUBLIC  STORAGE/storage  centers 

107.60 

1.9 

19.1 

11.7 

33 

12.4 

A 

c 

SIMON  PROPERTY  GROUP/shopping  malls 

113.49 

2.7 

26.1 

8.3 

42 

26.7 

C 

B 

UNITED  DOMINION  REALTY/apartments 

32.41 

3.9 

17.4 

2.7 

45 

4.5 

B 

C 

VORNADO  REALTY/offices 

123.55 

2.8 

22.4 

6.6 

40 

20.3 

Prices  as  of  Jan.  30.  Net  asset  value  ^Measure  of  profit:  Adjusted  funds  from  operations  are  net  income  plus  depreciation,  less  nonrecurring  items  and  main- 
tenance-level capital  spending.  Growth  figures  cover  period  from  2002  through  2007  estimate.  3Debt  as  a  percentage  of  assets.  "Fair  market  value  estimated 
by  Green  Street  Advisors.  Acquisition,  pending.  Sources.  Green  Street  Advisors;  Reuters  Fundamentals  via  FactSet  Research  Systems;  Forbes. 
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ms, 


The  smart  yet 
easy  way  to 
invest  your  IRA 


TheT.  Rowe  Price  SmartChoice  IRA. 

Consider  a  T.  Rowe  Price  SmartChoice  IRA  this  year,  an  easy  yet  smart 
solution  for  your  retirement  savings. 

With  a  T.  Rowe  Price  SmartChoice  IRA,  just  choose  the  date  that's  closest 
to  the  year  you  plan  to  retire  and  you'll  get  a  Retirement  Fund  that  we'll 
adjust  over  time  to  become  more  conservative  as  the  target  retirement 
date  approaches.  Based  on  the  Retirement  Funds'  low  expenses  and  high 
allocation  to  stocks,  Kiplinger's  magazine  said  T.  Rowe  Price  has  the 
"Best  Target-Retirement  Fund."*  Investors  should  note  that  the  higher 
the  fund's  allocation  to  stocks,  the  greater  the  risk. 

Our  Investment  Guidance  Specialists  can  help  you  decide  if  a 
SmartChoice  IRA  is  right  for  you.  They  can  even  help  you  open  an 
account  or  transfer  your  IRA  right  over  the  phone. 

Act  by  April  1 6  for  your  2006  IRA  contribution. 


Just  choose  the  fund 
closest  to  your 
retirement  date: 


Retirement 
Retirement 
Retirement 
Retirement 
Retirement 
Retirement 
Retirement 
Retirement 


2010  Fund 
2015  Fund 
2020  Fund 
2025  Fund 
2030  Fund 
2035  Fund 
2040  Fund 
2045  Fund 


The  more  you 
the  more  we're  different. 


ira.troweprice.com    1 .800.541 .5854 


T.RoweRice  mk 

INVEST  WITH  CONFIDENCE 

Request  a  prospectus  or  a  briefer  profile;  each  includes  investment  objectives,  risks,  fees,  expenses, 
and  other  information  that  you  should  read  and  consider  carefully  before  investing. 

The  funds'  investment  in  many  underlying  funds  means  that  they  will  be  exposed  to  the  risks  of  different 
areas  of  the  market.  There  are  many  considerations  when  planning  for  retirement.  Your  retirement  heeds, 
expenses,  sources  of  income,  and  available  assets  are  some  important  factors  for  you  to  consider  in 
addition  to  the  Retirement  Funds.  Before  investing  in  one  of  these  funds,  also"  be  sure  to  weigh  your 
objectives,  time  horizon,  and  risk  tolerance. 'November  2006. 

T.  Rowe  Price  Investment  Services.  Inc..  Distributor.  *•  '  IRASCG748BB 


TAXING  MATTERS 

Deferral  Games 

Take  your  choice  when  you  sell  an  appreciated 
asset.  Pay  a  1 5%  tax,  or  buy  a  convoluted  tax 
shelter  that  will  bleed  you  with  fees  and  expose 
you  to  big  trouble  with  the  IRS  By  Ashlea  Ebeling 


markets  will.  A  Blackstone  could  relever- 
age  Maguire's  portfolio  at  80%  or  more 
instead  of  its  current  56%  debt-to-value, 
sell  some  buildings  and  make  a  profit. 

Another  alluring  buyout  target  is  hotel 
REIT  Sunstone,  trading  at  a  9%  discount  to 
NAV.  The  company  has  a  solid  collection 
of  Hyatts  and  Hiltons  in  places  like  New 
York  and  California,  and  for  the  first  nine 
months  of  2006  its  adjusted  FFO  was  up 
21%.  But  after  the  company  missed  its 
quarterly  earning  target  by  6%  because  of 
renovation  costs  at  several  Washington, 
D.C.  hotels,  investors  knocked  9%  off  the 
stock  in  two  days;  only  recently  has  it 
inched  back  above  its  52-week  low  of  $26. 
Who  needs  that  pressure?  As  a  private 
company,  Sunstone  could  make  renova- 
tions without  worrying  about  a  stock  hit. 

Two  apartment  REITs  that  make  our 
list  are  Home  Properties  and  Colonial 
Properties.  Trading  at  a  4%  discount  to 
NAV,  Colonial  is  the  better  buy.  Focused 
on  the  Southeast,  Colonial  has  been  sell- 
ing off  offices  and  shopping  centers  to  buy 
more  apartments.  During  the  transition 
the  REIT's  stock  has  consistently  underper- 
formed,  making  it  cheap  for  an  acquirer 
looking  to  collect  apartments  now  that 
rents  are  improving. 

The  other  strategy,  to  buy  strong  REITs 
that  are  not  obvious  takeover  bait,  is 
favored  by  Green  Street's  John  Lutzius. 
"Takeout  candidates  tend  to  be  B  students," 
says  Lutzius. 

Public  Storage  is  the  largest  self-storage 
company  in  the  nation,  with  2,100  centers. 
It  has  shown  the  highest  steady  earnings 
growth  of  any  REIT  on  our  Gold  List  with 
five-year  annualized  growth  in  adjusted 
FFO  of  11.7%.  AFFO  is  expected  to  grow 
another  26%  this  year.Because  the  com- 
pany is  trading  at  a  47%  premium  to  NAV 
its  unlikely  to  attract  the  attention  of  any 
private  equity  firms.  The  company  should 
see  cost  savings  from  its  recent  $5  billion 
purchase  of  competitor  Shurgard. 

Another  sterling  REIT  is  Simon  Prop- 
erty Group,  the  largest  shopping  center 
trust,  with  286  U.S.  malls.  So  far  private 
equity  firms  have  shown  little  interest  in 
retail  REITs,  which  trailed  the  overall  REIT 
sector  by  five  percentage  points  last  year. 
Simons  earnings  have  grown  a  healthy  8% 
annually  for  the  past  five  years.  F 


|  T'S  AMAZING  WHAT  CONTORTIONS 
I  people  will  endure  to  avoid  paying  a 
I  small  tax.  Long-term  capital  gains 
have  a  maximum  federal  tax  of  1 5%.  To 
dodge  that  people  will  buy  tax  shelters 
that  come  with  huge  commissions  (up  to 
10%)  and  setup  fees  ($20,000),  some- 
times agree  to  a  prolonged  2%  annual 
"management"  fee  for  holding  the  pro- 
ceeds, run  the  risk  of  getting  nailed  for 
back  taxes  and  interest,  and  put  them- 
selves in  a  financial  glue  trap  that  they 
might  be  able  to  escape  only  by  paying 
the  shelter  promoter  yet  more  money. 

Here's  a  novel  idea:  Just  pay  the 
15%.  Put  what's  left  in  a  nice,  safe 
municipal  bond. 

The  tax  dodge  in  question  is  an 
"annuity  trust."  Instead  of  selling  an 
appreciated  asset  (say,  commercial  real 
estate  or  a  business)  for  cash,  the  cus- 
tomer transfers  the  asset  to  a  trust.  The 
shelter  promoter  sells  the  asset  and  uses 


the  proceeds  (minus  the  vigorish)  to  pay 
a  lifetime  annuity  to  the  shelter  partici- 
pant. Then  the  shelter  promoter  whips 
out  a  1969  Internal  Revenue  Service  rul- 
ing declaring  that  since  the  value  of  the 
annuity  isn't  known,  the  gain  can't  be 
taxed  up  front.  If  the  scheme  works,  the 
taxpayer  doesn't  escape  the  gains  tax 
altogether;  rather,  he  declares  a  portion 
of  each  annuity  payment  to  be  capital 
gains  and  pays  tax  on  that. 

Note  that  we  said  "if."  In  October, 
citing  taxpayer  abuses,  the  IRS  proposed 
new  rules  that  would  put  an  end  to  this 
gambit  by  taxing  the  entire  gain  imme- 
diately, with  the  annuity's  value  set  by  IRS 
tables.  The  key  rule  would  apply  only  to 
transactions  after  Oct.  18,  2006. 

The  tax  shelter  industry  is  not  happy. 
E.  Anthony  Reguero,  a  Lake  Forest, 
Calif,  financial  planner  who  has  organ- 
ized a  campaign  against  the  new  rules, 
estimates  that  5,000  folks  a  year  were 
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putting  $4  billion  of  assets  into  these 
trusts.  "The  IRS  dropped  a  bombshell  on 
us,"  complains  Steven  B.  Gorin,  who 
helped  write  comments  for  the  American 
Bar  Associations  trust  law  section  arguing 
that  the  IRS  should  attack  "perceived 
abuses"  without  ending  the  gains  deferral. 

But  even  if  the  IRS  bombs  the  annuity 
trust  into  oblivion,  there's  still  work  for  the 
middlemen:  untangling  existing  tax  shel- 
ters. Some  lawyers  and  financial  advisers 
have  latched  on  to  the  new  business  of 
helping  folks  get  out  of  annuity  trusts.  "If 
you  have  one,  you  ought  to  wind  it  up, 
because  you'll  likely  save  a  lot  of  money," 
says  Kevin  McGrath,  an  Atlanta  tax 
lawyer  and  longtime  annuity  trust  skeptic 
(see  box).  The  fees,  that  is,  are  sometimes 
so  onerous  and  the  tax  results  so  bad 
(some  of  what  you  get  from  the  trust  is 
doubly  taxed  and  taxed  at  rates  of  up  to 
35%)  that  escaping  a  trust  might  be  worth 
paying  a  ransom  to  the  promoter,  plus  the 
capital  gains  tax  you  were  avoiding  in  the 
first  place. 

Some  taxpayers  who  bought  into  the  iffi- 
est  schemes  could  have  bigger  problems  than 
the  fees.  In  some  deals  the  seller  of  the  prop- 
erty effectively  controlled  the  trust  he  sold 
to — a  setup  the  IRS  has  successfully  chal- 
lenged as  a  sham.  Most  of  the  300  clients  of 
annuity  trust  promoter  David  J.  Orr  (just 
sentenced  by  a  Utah  federal  judge  to  five 
years  in  the  slammer)  have  been  called  in 
for  audits.  Last  August  a  Senate  investigat- 
ing committee  alleged  the  billionaire  Samuel 
and  Charles  Wyly  family  used  private 
annuity  trust  deals  with  offshore  shells  they 
controlled  to  avoid  taxes  on  hundreds  of  mil- 
lions in  stock  options  and  investment  gains. 
The  Wylys'  attorney,  William  Brewer,  says 
his  clients  believe  everything  they  did  was 
appropriate. 

Vendors  of  yet  more  tax-deferral 
schemes  are  ready  to  pick  up  where  the 
annuity  trust  business  leaves  off.  Each 
entails  the  risk  of  engaging  the  taxpayer  in 
a  costly  fight  with  the  IRS;  each  involves 
fees  for  middlemen  and  advisers  that  can 
exceed  the  value  of  the  tax  savings. 

One  classic  ploy  is  the  Section  1031 
exchange,  in  which  you  swap  one  piece  of 
investment  property,  like  an  apartment 
building,  for  another  and  roll  over  your 
gain.  There  to  help  you  out:  lawyers, 


accountants  and  so-called  exchange 
accommodators,  who  engage  in  compli- 
cated three-way  trades  so  that  you  can  get 
the  new  investment  property  of  your 
choice.  Each  helper  costs  money.  Maybe 
you'd  be  better  off  just  paying  the  tax,  even 
though  it  will  be  a  bit  more  than  15%  on 
real  estate  (the  tax  rate  is  higher  on  the 
portion  of  your  gain  attributable  to  depre- 
ciation writeoffs). 

Another  option  is  an  installment  sale. 
When  you  sell  your  strip  mall  or  your 
business,  you  take  an  IOU  from  the  buyer 
for  some  of  the  purchase  price.  In  that 
case  you  report  the  capital  gains  only  as 
fast  as  the  money  comes  in.  Two  problems 
here:  The  buyer  might  default,  and  a  por- 
tion of  each  deferred  payment  is  treated 
as  highly  taxed  interest  income.  Who 
needs  that? 

A  variation  on  the  installment  sale 
involves  an  insurance  company  like  All- 
state or  Prudential  in  the  middle.  Mark 
Wahlstrom,  a  broker  in  Scottsdale,  Ariz., 
says  it  appeals  mostly  to  less  wealthy  folks 
seeking  "certainty  and  security."  One 


ESCAPE 


recent  customer  was  selling  his  auto  body 
shop  for  $700,000. 

In  fees  and  tax  uncertainties  the  insur- 
ance-enhanced installment  sale  is  a  close 
match  for  the  discredited  annuity  trust. 
Here's  the  recipe  for  the  Allstate  product, 
on  the  market  since  2005.  The  asset  buyer 
sends  a  check  for  the  full  purchase  price  to 
an  Allstate  subsidiary  in  Barbados.  That 
buys  an  annuity  whose  payouts  go  to  the 
asset  seller.  It's  an  open  question  whether 
the  IRS  will  treat  the  transaction  as  an 
installment  sale  eligible  for  tax  deferral, 
warns  Atlanta  attorney  McGrath. 

If  the  IRS  uncertainty  doesn't  give  you 
pause,  maybe  the  fees  will.  The  broker  gets 
a  commission  of  between  0.1%  and  4%. 
The  return  built  into  the  annuity  is  a 
measly  4%.  And  remember,  the  deal 
doesn't  buy  you  a  tax  exemption;  all  you 
get  is  a  deferral. 

For  those  people  who  get  a  special  thrill 
out  of  raising  their  risk  of  a  tax  audit,  there's 
a  new  scheme  from  the  NISS  Foundation 
(formerly  the  National  Installment  Sale 
Service)  in  Kitty  Hawk,  N.C.  Founder  An- 
g^™™^  thony  March,  who  also  runs  the 
National  Private  Annuity  Trust, 
says  he's  got  a  legal  way  to  make 
the  installment  payments  largely 


IF  YOU'VE  SET  UP  A  PRIVATE  ANNUITY  TRUST,  YOU 

may  want  to  look  for  an  exit  plan.  Steven 
Roth,  president  of  Wealth  Management 
International  in  Century  City,  Calif.,  has 
helped  several  investors  unwind  these  trusts, 
including  one  client  who  had  put  in  assets 
worth  $12  million.  "In  each  case,  it  would 
have  been  an  economic  disaster  if  they  had 
stayed  in,"  he  says. 

If  the  promoter  who  sold  you  the  scheme  is 
the  trustee,  you  may  have  to  buy  your  way 
out,  since  he  won't  want  to  give  up  his  con- 
tinuing fees.  But  Roth  says  that  when  chal- 
lenged, three  trust  promoters  and  one  tax 
lawyer  all  caved  in  and  made  his  clients 
whole  in  settlements. 

To  exit  from  a  trust  set  up  between  2003  and 
2005,  you  amend  your  old  tax  return  for  that 
year  and  pay  back  tax  plus  nondeductible 
interest  on  the  tax.  Still,  by  unwinding  the 
transaction  now,  you  benefit  from  the  low 
1 5%  cap  gains  rate,  due  to  expire  at  the  end 
of  2010.  If  the  trust  bought  a  commercial 
annuity,  demand  a  refund  on  the  grounds  it 
wasn't  a  suitable  investment.  — A.E. 


tax  free:  The  seller  transfers  the 
asset  to  March's  charitable  "foun- 
dation" and  gets  back  payments. 
Here's  the  warning  from  Jay  Ad- 
kisson,  a  lawyer  who  runs  a  Web 
site,  Quatloos.com,  tracking  flaky 
tax  shelters:  "The  IRS  hates  abu- 
sive things  involving  charity' 

Then  there's  the  National 
Association  of  Financial  & 
Estate  Planning,  a  firm  in  Salt 
Lake  City  that  peddles  the  "self- 
directed  installment  sale".  Here 
a  partnership  and  a  trust  inter- 
posed between  the  seller  and 
buyer  make  the  transaction 
supposedly  tax  deferred.  Lots  of 
luck.  Some  years  ago  the  Tax 
Court  ruled  that  a  private  annu- 
ity trust,  set  up  by  the  afore- 
mentioned David  Orr  with  the 
help  of  Nafep,  was  a  sham. 
Nafep  says  it  provided  only 
technical  assistance  in  establish- 
ing the  trust.  F 
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FLYING  LESSONS 

Lord  of  the  Skies 

In  war-torn  Afghanistan,  Zamarai  Kamgar  has  built  the  only  private  airline. 

By  Megha  Bahree 


mm  ¥  YOU'RE  DOING  BUSINESS  IN 
I  Afghanistan,  you  need  a  powerful 
I  patron.  Few  people  know  this  better 
I  than  Zamarai  Kamgar,  president  of 

IB  the  nation's  first  private  airline, 


whose  family  has  survived  the  British,  the 
Soviets  and  the  Taliban.  Kamgar's  godfa- 
ther: General  Abdul  Rashid  Dostum,  an 
Uzbek  warlord  who  controlled  northern 
Afghanistan  despite  Taliban  inroads  in  the 


1990s  and  is  the  leader  of  an  ethnic  Uzbek 
party.  Kamgar  had  been  supplying  Dos- 
tum's army  with  fuel  and  food  and,  in 
1998,  presented  him  with  a  bill  for  $3  mil- 
lion. The  general  didn't  have  the  cash  and, 
instead,  offered  a  Boeing  727,  worth  $2 
million.  The  balance,  says  Kamgar  with  a 
wave  of  his  hand,  he  wrote  off. 

That  was  the  start  of  Kam  Air.  Kamgar 
registered  the  jet  in  2002  and  spent 
another  $680,000  to  overhaul  it.  But  the 
plane  has  never  left  the  ground  because,  in 
the  U.S. -backed  government  of  Hamid 
Karzai,  General  Dostum  is  something  of  a 
persona  non  grata.  The  idle  craft  is  parked 
in  an  airport  in  the  northern  city,  Mazar-i- 
Sharif,  with  a  coat  of  golden  paint.  "That 
plane  cost  me  as  much  as  gold,"  explains 
Kamgar.  He  recounts  the  story  from  his 
hilltop  mansion  in  Kabul's  nouveau  riche 
neighborhood  of  Wazir  Akbar  Khan.  Four 
SUVs  line  the  driveway,  and  security 
guards  armed  with  machine  guns  lurk 
everywhere.  Inside,  chandeliers  pick  out 
the  rich  burgundy  hues  in  carpets  scat- 
tered across  the  marble  floors.  A  flat- 
screen  TV  on  the  wall  shows  the  hajj 
procession  in  Mecca. 

Thanks  in  part  to  a  $10  million  infu- 
sion from  the  Kamgar  Trading  Group, 
which  Kamgar  runs  with  his  three  broth- 
ers, Kam  Air  has  done  well  since  its 
maiden  flight  in  November  2003.  It  broke 
even  a  year  later  on  revenue  of  $9.6  mil- 
lion and  in  2006  netted  $5  million  on  rev- 
enue of  $24  million.  Costs  break  down 
this  way:  40%  of  revenue  for  leasing  two 
of  its  five  jets  (the  three  company-owned 
craft  are  vintage  1983)  and  maintenance 
expenses;  30%  for  fuel;  and  10%  to  pay 

"That  plane  cost  me  as  much  as  gold": 
Kamgar  launched  his  company  with  a 
Boeing  727  that  settled  a  big  debt. 
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its  staff  of  350,  whose  monthly  wages  run 
from  $150  for  flight  attendants  to  as 
much  as  $7,000  for  a  Russian  or  Turkish 
pilot.  Kam  Air  provides  daily  flights  to 
Mazar,  Herat  (in  the  west)  and  Dubai;  it 
also  flies  three  times  a  week  to  New  Delhi 
and,  less  regularly,  to  Almaty,  the  Kazakh 
capital,  and  Mashhad,  Iran's  holiest  city. 
In  January  Kam  Air  started  weekly  flights 
to  Istanbul.  It  has  also  worked  out  con- 
tracts with  Uncle  Sam  to  fly  U.S.  employ- 
ees in  from  Dubai.  During  the  holy 
month  of  Ramadan,  it  got  an  okay  from 
the  Saudis  to  fly  11,000  Afghans  to 
the  hajj. 

Kamgar,  a  50-year-old  ethnic  Tajik,  is 
a  stocky  man  and  an  animated  talker  who 
sometimes  flicks  back  a  lock  of  hair.  A 
graduate  of  Balkh  University  in  Mazar, 
where  he  received  a  B.A.  in  techni- 
cal engineering,  he  is  fluent  in  the 
Afghan  languages  Dari  and  Pashto, 
as  well  as  in  Russian.  He  comes 
from  a  family  of  traders.  His  grand- 
father, he  says,  was  a  host  of  the 
country's  reformist  leader,  King 
Amanullah  Khan,  after  it  gained 
independence  from  the  British  in 
1919,  and  imported  fuel,  cooking 
oil,  foods,  technical  equipment  and 
construction  materials  from  Iran 
and  the  Soviet  Union. 

After  the  Soviets  invaded  in 
1979,  Kamgar  moved  his  export-import 
business  to  Uzbekistan.  His  relationship 
with  Dostum  helped  him  cross  the  bor- 
der easily  during  a  time  when  not  many 
others  could.  Dostum,  sources  say,  had 
ties  with  the  Uzbek  government  and 
with  Moscow;  some  of  his  commanders 
were  involved  in  the  trafficking  of 
opium.  Kamgar  vehemently  denies  any 
connection  with  that  trade.  But  his  asso- 
ciation with  Dostum  certainly  helped 
to  turn  his  financial  fortunes.  "In 
Afghanistan,  who  didn't  have  those 
ties?"  asks  Nazif  Shahrani,  professor  of 
anthropology,  Central  Asian  and  Mid- 
dle Eastern  studies  at  Indiana  Univer- 
sity, who  knows  Dostum.  "Everybody 
was  in  contact  with  him,"  he  adds, 
"and  now  they  are  all  in  contact  with 
[President]  Karzai." 

In  a  nation  where  the  annual  per 
capita  income  is  $355,  Zamarai  Bai  ("rich 


man,"  in  Dari)  is  easily  one  of  Afghani- 
stan's wealthiest  businessmen.  Estimated 
net  worth:  $400  million.  He  has  houses 
in  Kabul,  Mazar,  Tashkent  and  Dubai  but, 
he  says  with  a  laugh,  only  "one  god  and 
one  wife."  Kamgar  loves  to  hunt  in  his 
home  town  of  Taashqurghan.  Kam  Air 
sponsors  teams  in  volleyball,  football, 
cricket  and  buzkashi  (literally,  goat  grab- 


£  Kam  Air 


Dangerous  business:  If  you  thought  flying  was  a  big 
headache  in  the  U.S.,  try  taking  a  flight  in  or  out  of  Kabul 


bing),  a  national  sport  akin  to  polo. 
Kamgar  recently  backed  a  first  set  of  con- 
testants for  Afghan  Star,  a  knockoff  of 
American  Idol. 

Kam  Air  has  had  its  hassles.  Getting 
a  license  to  fly  domestically  consumed  a 
year;  one  permit  required  approvals 
from  five  ministries.  In  January  2005, 
without  giving  any  reason,  the  ministry 
of  transport  revoked  Kam  Air's  license 
to  fly  to  Istanbul.  Why?  State-owned 
Ariana  Afghan  Airlines,  the  nation's  only 
other  carrier,  was  rebuilding  its  fleet 
from  one  plane  and  had  jobs  to  protect. 
"Ariana  is  a  government  airline,  and  that 
is  one  reason  it  didn't  want  Kam  Air  to 
take  off,"  admits  Amin  Farhang,  the 
minister  of  commerce  and  industries. 
"Unfortunately  there  are  personal  bene- 


fits in  Ariana,"  he  says.  Translation: 
cronyism  and  embezzlement. 

Security  is,  no  surprise,  a  big  cost 
drain.  In  Afghanistan  armed  guards 
often  escort  passengers  to  and  from 
some  terminals.  Kabul  airport  is  ringed 
with  high  mountains  and  until  two  years 
ago  didn't  have  radar  or  an  instrument- 
landing  system;  pilots  navigated  using 
charts  that  display  ter- 
rain features,  airports 
and  landmarks,  which 
is  essentially  how  Lind- 
bergh made  his  way 
to  Paris  in  1927.  Even 
with  better  equipment, 
flights  operate  in  day- 
light hours  only. 

In  February  2005  a 
Kam  Air  Boeing  737  from 
Herat  crashed  into  moun- 
tains 20  miles  east  of  Kabul 
as  it  approached  in  a  bliz- 
zard, killing  all  104  people 
onboard.  The  cockpit 
voice  recorder  was  never 
recovered.  Conspiracy  the- 
ories (bunk,  probably) 
abound  that  the  plane  was 
running  out  ot  fuel  and 
was  denied  permission  to 
land  in  nearby  Bagram 
airport,  a  U.S.  base. 

The  crash  has  made 
it  difficult  for  Kam  Air 
to  get  landing  approval 
from  foreign  governments,  key  to  expan- 
sion. The  German  civil  aviation  ministry, 
for  example,  has  demanded  to  inspect  air- 
craft, as  well  as  the  company's  operation 
manual  and  backgrounders  on  its  engi- 
neers and  pilots.  "They  do  not  ask  airlines 
from  America  or  Europe  for  all  this  infor- 
mation," grumbles  Feda  Mohammad 
Fedawi,  Kam  Air's  vice  president. 

Eight  would-be  competitors  are  wait- 
ing for  approval  to  operate  out  of  Kabul. 
It's  hard  to  imagine  where  these  airlines 
would  park  or  operate,  since  the  airport 
has  only  one  runway,  a  single  luggage 
carousel  that  rarely  runs  and  no  PA  sys- 
tem. All  of  which  works  to  Kamgar's 
advantage.  It's  tough  to  beat  a  guy  with 
powerful  friends  and  plenty  of  experience 
overcoming  difficulties.  F 
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GENETICS 


Superbaby  Serum 

A  brawny  infant's  mutation  has  set  off  a  hunt  for  a  muscular  dystrophy  drug. 

By  Matthew  Herper 


THE  CHILD  WAS  THE  TALK  OF  THE  NEONATAL  WARD 
at  Charite  Hospital  in  Berlin,  Germany.  His  biceps  and 
and  thighs  were  twice  as  thick  as  a  normal  newborns 
despite  typical  height  and  weight.  He  looked  like  hed 
been  lifting  weights  in  the  womb. 
This  was  in  2000.  The  child's  doctor  called  in  pediatric  neu- 
rologist and  geneticist  Markus  Schuelke.  He  thought  the  boy 
might  have  had  a  muscular  disease  but  then  remembered  that 
Se-Jin  Lee,  a  Johns  Hopkins  University  geneticist,  had  produced 
overly  buff  mice  by  knocking  out  the  gene  for  a  protein  called 
myostatin,  which  is  supposed  to  slow  muscle  growth.  Schuelke 
thought  here  was  the  first  evidence  of  a  myostatin  mutation  in 
a  human. 

Four  years  later  the  world  heard  about  the  boy  for  the  first 
time,  when  a  group  of  researchers  including  Schuelke  and  Lee 
proved  the  boy  had  a  myostatin  mutation.  By  then  the  child 
could  hold  a  7-pound  dumbbell  in  each  of  his  outstretched 
hands.  One  writer  to  the  New  England  Journal  of  Medicine 
speculated  that  the  mythical  Hercules  was  a  myostatin 
mutant,  too. 

The  news  about  this  rare  mutation  precipitated  an  intensive 
effort  to  design  drugs— call  them  myostatin  blockers— that 


would  let  muscles  flourish  without  onerous  side  effects.  The 
work  holds  the  most  promise  for  patients  with  Duchenne 
muscular  dystrophy,  a  debilitating  and  deadly  disease  diag- 
nosed in  600  American  children,  almost  all  boys,  every  year. 
Corticosteroids  and  heart-failure  drugs  have  allowed  some 
patients  to  survive  into  their  40s,  but  they  are  still  strapped  to 
ventilators  and  require  round-the-clock  care. 

"This  is  a  like  a  bright  light  in  a  fairly  dark  tunnel," 
says  Patricia  Furlong,  founder  of  Parent  Project  Muscular 
Dystrophy.  She  lost  two  teenage  sons  to  Duchenne.  The  research 
also  offers  hope  for  patients  with  Lou  Gehrig's  disease  and  age- 
related  weakening. 

Myostatin  was  discovered  in  mice  in  1992  in  Lee's  Johns 
Hopkins  lab.  In  1996  he  proved  its  importance  by  showing  that 
mice  without  the  myostatin-producing  gene  got  twice  as  big.  The 
next  year  he  discovered  that  the  bulging  Belgian  Blue  cow  was  a 
myostatin  mutant,  the  first  of  eight  prized  cattle  breeds  later 
found  to  have  the  mutation.  The  company  he  had  cofounded, 
MetaMorphix,  is  working  on  manipulating  myostatin  to  beef  up 
livestock.  Wyeth  picked  up  the  rights  to  develop  a  drug  for 
humans.  Its  experimental  antibody  drug  produced  bulked-up  mice 
in  2002,  and  results  of  a  trial  in  adults  with  muscular  dystrophy  are 
expected  as  early  as  March. 

Already  there  are  concerns  that  the  drugs  might  be  used  by 
athletes  as  a  kind  of  supersteroid,  and  dietary- supplement  com- 
panies have  introduced  knockoffs  made  from  sea  algae  for  that 
purpose.  "They  don't  work,"  says  Schuelke. 

Schuelke  and  Lee  still  see  room  for  failure.  Side  effects  could 
crop  up,  and  Lee's  work  shows  that  real  muscle  growth  may 
require  a  broader  attack  than  the  Wyeth  drug's  targeted 
approach,  because  there  are  a  host  of  mysterious  myostatin-like 
proteins  that  also  dampen  muscle  growth.  Lee  doesn't  know  how 
many.  Acceleron  Pharma  is  set  to  begin  human  trials  on  a  drug 
that  mimics  a  cell  receptor  that  could  disable  many  of  the 
myostatin-like  proteins.  The  Cambridge,  Mass.  firm  has  raised 
$56  million  from  venture  funds,  including  Polaris  Venture  Part- 
ners and  OrbiMed  Advisors. 

Schuelke  continues  to  see  the  muscular  boy  he  found  in 
Berlin  seven  years  ago.  Though  there  were  fears  that  his  heart 
might  get  too  thick,  the  boy  is  completely  healthy.  He's  strong  but 
no  longer  abnormally  so.  It  may  be  that  myostatin's  effects  are 
most  dramatic  during  fetal  development,  but  that's  one  of  many 
guesses  in  this  genetic  mystery.  F 
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T  THealing 

Hearts 


By  Jason  Forsythe 

Heart  disease  continues  to  be  the 
number-one  killer  of  both  men  and 

women,  and  despite  efforts  to 
prevent  and  treat  it,  the  statistics 
are  still  daunting. 


According  to  the  National  Institutes  of  Health's  (NIH)  National 
Heart,  Lung  and  Blood  Institute,  more  than  1  million 
„  Americans  have  heart  attacks,  and  almost  half  a  million  die 
from  heart  disease  per  year.  In  the  U.S.  alone,  an  estimated  61.8 
million  people  live  with  cardiovascular  disease.  It  is  difficult  to 
determine  if  the  increasing  life  expectancy  in  this  country  is  due 
specifically  to  progress  related  to  heart  health  or  to  other  health-related 
improvements.  But  it  is  clear  that  restrictions  on  smoking,  a  battery  of 
new  lipid-lowering,  blood-thinning  and  clot-resisting  drugs  and  an 
increased  willingness  to  use  diet  and  exercise  to  improve  heart  health 
are  having  a  marked  effect  on  heart-related  complications. 

As  the  fatality  rate  from  all  cardiovascular,  lung  and  blood  diseases 
decreases  (see  sidebar  on  page  two),  so  too  has  the  severity  of  heart 
disease.  One  recent  epidemiological  study  by  the  NIH,  called 
Atherosclerosis  Risk  in  Communities,  looked  at  the  severity  of  heart 
attacks  in  both  men  and  women  of  many  races  from  1987  through 
2000,  and  found  that  the  most  common  indicators  of  heart  problems 
are  now  more  treatable  than  in  the  past.  "It  is  hard  to  tell  if  we  are 
being  successful  at  lessening  the  severity  of  these  attacks  because  sit- 
uations are  always  so  confounded  by  other  factors,"  explains  Merle 
Myerson,  a  cardiologist  at  St.  Luke's-Roosevelt  Hospital  Center  of 
Columbia  University  College  of  Physicians  and  Surgeons  and  a  director 
of  the  NIH  study.  "But  in  general,  I  think  we  are  headed  in  the  right 
direction  regarding  the  incidence  of  heart  attacks  and  the  prevalence 
of  cardiovascular  disease  and  hospital  admissions.  The  data  tell  us  that 
we  are  having  less  severe  heart  attacks,  and  it  is  my  prediction  that 
over  the  next  five  to  10  years,  we  will  continue  to  see  a  decline  in  the 
number  of  new  people  with  heart  attacks." 


PROACTIVE  PREVENTION 

The  willingness  of  both  government  and  private  citizens  to  address 
the  modifiable  risk  factors  associated  with  heart  disease  —  in  particular, 
diet,  smoking  and  exercise  —  is  the  key,  explains  Dr.  Myerson.  Many 
communities  that  have  already  moved  to  restrict  smoking  in  public 
areas  are  setting  their  sights  on  restricting  the  use  of  trans-fats  in 
restaurants  and  establishing  healthier  guidelines  for  school  lunches. 
Cholesterol-lowering  diets  that  reduce  LDL  cholesterol  (the  "bad" 
cholesterol)  and  raise  the  HDL  cholesterol  (the  "good"  cholesterol) 
are  ubiquitous.  Versions  of  the  Mediterranean  diet,  which  focuses  on 
olive  oil  as  the  principal  source  of  fat,  an  abundance  of  plant  foods, 
less  meat  and  dairy  products  and  wine  in  moderate  amounts,  are  also 
becoming  a  lifestyle  standard  in  this  country. 

In  2002,  the  National  Academy  of  Sciences  (NAS)  released  a 
report  outlining  new  recommendations  for  healthy  eating  that 
reduce  the  risk  of  chronic  disease,  including  coronary  heart  disease 
and  diabetes.  The  report  stressed  the  important  distinction  between 


the  benefits  and  risks  of  different  kinds  of  fats^  —  including  the 
benefits  of  the  monounsaturated  fats  in  nuts.  A  one-ounce  handful 
of  almonds,  for  example,  contains  both  fiber  and  monounsaturated 
fat,  which  help  to  reduce  blood  cholesterol,  control  the  effects  of 
diabetes  and  aid  the  digestive  tract. 

"Achieving  heart  health  is  no  longer  about  a  diet  that  you  go  on 
and  off  of,"  says  Dr.  Myerson.  "It  is  about  adopting  a  lifestyle.  In 
general,  we  all  agree  that  what  you  eat  is  important  to  heart  health. 
We  are  aware  that  salt  intake,  for  example,  can  raise  blood  pressure, 
and  are  careful  about  it.  Decades  ago  yogurt  was  on  the  fringe  in 
this  country,  and  now  there  are  aisles  full  of  it  in  the  supermarket. The 
word  is  out  there  —  diet  is  important." 

Along  with  the  government's  increasing  willingness  to  step  into 
the  public  health  arena,  the  other  factor  contributing  to  increased 


Leading  Causes  of  Death  in  U.S. 

1983  2003 


#  of  Deaths 

%  of  total 

#  of  Deaths 

%  of  total 

All  Causes 

2,019,000 

100 

2,444,000 

100 

All  Cardiovascular, 
Lung  and  Blood 
Diseases 

1,149,000 

57 

1,150,000 

Cardiovascular 
Diseases 

992,000 

49 

911,000 

37 

Blood  Diseases 

321,000 

16 

242,000 

10 

Lung  Diseases 

162,000 

82 

43,000 

10 

All  other  causes 

870,000 

43 

1,294,000 

53 

Source:  National  Institutes  of  Health;  National  Heart,  tung,  and  Blood  Institute  Fact  Book,  Fiscal 
Year  2005;  Vital  Statistics  of  the  United  States,  National  Center  for  Health  Statistics. 


Portfolio  Eating  Plan 

Statins  have  been  proven  to  reduce  the  risk  of  heart  attacks  and  have 
many  other  beneficial  effects  besides  lowering  LDL  cholesterol  —  but 
they  are  not  the  only  way  to  reduce  LDL  cholesterol.  The  Portfolio  Eating 
Plan  has  also  been  proven  to  lower  LDL  cholesterol  without  medication. 

The  Portfolio  Eating  Plan  recommends  the  following  daily  regimen  as  part 
of  a  2,000  calorie  daily  diet  high  in  fruit  and  vegetables,  and  low  in  dairy, 
meat,  poultry,  fish  or  eggs. 

•  30  grams  of  almonds  (about  one  ounce,  or  23  almonds) 

•  20  grams  (less  than  an  ounce)  yisccus  fiber  from  foods  such  as 

oats,  barley  and  certain  iruits  and  vegetables 

•  50  grams  (1 .8  ounces)  of  foods  such,  as  soy  protein  from  tofu,  soy 
meat  alternatives  an 

•2grams(.064  w.      e*       sterols  from  foods  such  as  Benecol  or 

Take  Control  (tv  •  v:  cholesterol  lowering  margarines). 

Plant  sterols  can  :orptiono?  cholesterol  in  the  intestine 


heart  health  is  the  general  acceptance  of  exercise  and  weight  loss  as 
a  clearly  attainable  method  of  helping  the  cardiovascular  system.  "I 
prescribe  exercise  like  a  medication,"  says  Dr.  Myerson.  "I  put 
patients  on  a  treadmill  to  see  if  they  can  exercise  safely,  and  then  come 
up  with  an  equation  for  weight  loss.  What  you  put  into  your  body 
(diet)  and  what  you  take  out  (exercise)  can  lower  weight,  cholesterol 
levels,  blood  pressure  and  improve  cardiovascular  health. The  benefits 
of  exercising  just  three  to  five  times  a  week  for  at  least  30  minutes 
are  very  clear.You  don't  have  to  run  a  marathon." 

A  BRIGHT  FUTURE 

Future  progress  in  the  fight  against  heart  disease  seems  promis- 
ing I  irst  available  in  1987,  the  lipid-lowering  statins  that  block  the 
body's  production  of  cholesterol  seem  to  have  other  positive  char- 
acteristics besides  cutting  down  on  coronary  artery  disease  and  heart 
attacks  —  namely  decreasing  the  incidence  of  stroke  and  the  risk  of 
contracting  certain  types  of  cancer.  Statins  reduce  inflammation  and 
may  even  provide  benefits  in  the  emergency  room  for  victims  of  acute 
heart  attacks. 

Advances  in  radiology  are  already  making  strides  in  the  fight  against 
heart  disease.  As  the  use  of  CT  scanners  for  routine  diagnostic  tests 
increases,  physicians  will  be  able  uncover  heart  problems  among  other- 
wise healthy  patients  without  symptoms. 

In  the  more  distant  future,  stem  cells  and  genetic  engineering 
may  play  a  vital  role  in  reducing  heart  disease.  Scientists  have 
already  successfully  grown  human  blood  vessels  in  the  laboratory, 
and  last  November  scientists  in  Switzerland  successfully  grew 
human  heart  valves  using  stem  cells.  Homegrown  heart  valves, 
which  are  not  as  prone  to  blood  clots  as  artificial  valves,  are  hardier 
than  valves  from  human  cadavers  or  from  animals  and  may  one  day 
be  used  to  treat  congenital  heart  defects. 

The  science  of  pharmacogenetics  will  allow  cardiologists  to 
understand  an  individual's  response  to  medication  based  on  their 
genetic  make-up.  For  example,  some  people  metabolize  aspirin  dif- 
ferently and  can  use  it  routinely  to  thin  their  blood  without  gastric 
side  effects,  while  others  can't.  Predicting  how  different  people 
react  to  aspirin  and  to  more  complicated  drug  combinations 
through  their  individual  genetic  make-up  will  improve  their 
response  to  all  types  of  medical  interventions. 

Ultimately,  early  diagnosis  of  heart  problems  is  the  key  to  con- 
tinuing the  heart  health  trend  offered  by  lifestyle  improvement, 
exercise,  new  drugs  and  early  detection.  A  heart  healthy  lifestyle 
that  is  low  in  saturated  and  trans-fats  and  rich  in  monounsaturated 
fats  can  go  a  long  way  in  preventing  heart  problems.  "As  medical 
practitioners  in  the  field,  we  hope  that  our  health  care  system  will 
find  a  way  to  focus  more  on  prevention  than  on  intervention,"  says 
Dr.  Myerson.  "Right  now,  we  as  physicians  need  to  show  symptoms 
of  sickness  in  our  patients  before  insurance  or  Medicare  will  pay  for 
them  to  see  a  nutritionist,  or  any  other  type  of  preventative  care. 
We  need  to  change  that  to  make  real  progress  in  the  future."  V 
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Step  I :  Take  some  tasty  Califo 

Step  2:  Snack  on  a  handful  before  or  after  you  work  out. 

Step  3:  Get  pumped  up  knowing  that  studies  show  adding 
an  ounce  of  almonds  a  day  (about  23)  to  a  diet  low  in 
saturated  fat  can  help  maintain  a  healthy  cholesterol  level. 

Step  4:  Repeat  daily. 


Remember:  Snacking  on  almonds  always  gives 
you  a  powerful  lift.  They  have  protein,  fiber  and 
vitamin  E,  plus  every  crunch  is  cholesterol-free. 


almonds  are  in! 


When  the  cry  goes  up, 
"Renewable  Energy!" 

an  army  of  penny- 
stock  operators 

swings  into  action. 


AN  AERIAL  PHOTO  ON  THE  WEB  SITE  OF  U.S. 
Sustainable  Energy  Corp.  shows  a  plant  in  Natchez, 
Miss,  where  the  company  says  it  will  soon  begin 
producing  1.5  million  gallons  a  day  of  biodiesel-like 
fuel  from  soybeans.  To  put  that  in  perspective,  that's 
double  the  current  biodiesel  output  in  the  entire  country. 

John  Rivera,  U.S.  Sustainable's  chairman,  admits  he  gets  some 
skeptical  looks  when  he  describes  his  "secret"  process  for  turning 
soybeans  into  liquid  gold  at  a  rate  (five  gallons  per  bushel)  that 
experts  say  defies  the  laws  of  chemistry  and  physics.  "Everybody 
comes  out  here  and  says,  'Hey,  you're  full  of  it,'  and  then  they  see 
me  do  it,"  says  Rivera,  who  in  the  1990s  promoted  a  similar  process 
for  turning  used  tires  into  fuel  oil.  "That's  when  I  turn  to 
them  and  say,  'Welcome  to  the  Liars  Club.  Because  now 
nobody's  gonna  believe  you,  either.'" 

Somebody's  buying  Riveras  story.  His  company, 
which  has  not  yet  reported  any  revenue  (it  intends  to 
start  filing  financials  with  the  Securities  &  Exchange  FEBRUARY 
Commission  "soon"),  carries  a  market  value  of  $227 
million.  Hey,  that's  nothing.  A  December  news  release 
from  U.S.  Sustainable  says  that  the  company  could  have  "an 
immediate  market  value"  of  $12  billion. 

Things  only  get  more  confusing  if  you  follow  the  trail  to  Earth- 
First,  a  Tampa  outfit  that  told  the  SEC  it  loaned  $3.3  million  to  U.S. 
Sustainable  Energy  last  year.  EarthFirst  Chairman  John  Stanton 
put  out  a  news  release  in  April  trumpeting  U.S.  Sustainable's  revo- 
lutionary biofuel  process.  In  the  days  before  the  release  EarthFirsts 
trading  volume  spiked  to  5  million  shares  from  several  hundred 
thousand  and  the  stock  price  bounced  to  17  cents,  briefly  arresting 
a  long  slide  to  a  nickel  a  share. 

No,  no,  says  Stanton.  That's  a  different  U.S.  Sustainable  Energy. 
Rivera  wanted  to  use  the  same  name  for  his  company,  explains 
Stanton,  who  admits  doing  business  with  Rivera  in  the  past. 

Details,  details.  The  big  picture:  Everyone  is  in  love  with 
renewable  energy — George  Bush,  any  congressman  you  could 
name,  the  eminent  venture  capitalist  Vinod  Khosla,  Goldman 
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Sachs.  At  the  upper  end  of  the  investment  spectrum  the  field  has 
attracted  $53  billion  in  private  capital  over  the  last  three  years  for 
windmills,  solar  panels  and  low-carbon  energy  sources.  At  the 
lower  end  there  are  the  penny  stocks. 

Watch  your  wallet.  Des  Moines  lawyer  Steven  Wandro  is  trying 
to  recover  $3.8  million  stolen  a  few  years  ago  from  a  group  of  grain 
farmers  who  thought  they  were  investing  in  an  ethanol  plant.  The 
money  passed  instead  to  a  film  studio  and  a  Florida  scamster 
named  Jerry  Drizin,  allegedly  at  the  behest  of  a  Nigerian  in  Ger- 
many, as  detailed  in  a  federal  judge's  ruling  in  the  case.  "People  are 
just  running  to  this  thing  in  a  way  that  I  think  is  scary,"  sighs  Wan- 
dro, who  recalls  how  legitimate  ethanol  projects  in  Iowa  collapsed 
after  oil  prices  fell  in  the  mid-1980s.  "It's  a  prescription  for 
dashed  expectations." 

Capitalizing  on  the  popular  mania  for  sustainable 
energy,  the  penny-stock  operators  are  converting 
failed  Canadian  mining  outfits  and  Internet  firms 
into  green  machines  with  names  like  Western  Wind 
Energy  and  Hydrogen  Power  International.  Western 
Wind,  run  by  Vancouver  mining- stock  executive  Jeffrey 
Ciachurski,  paid  Khandaker  Partners,  a  New  York  research 
firm,  $22,000  for  a  November  report  touting  a  "price  target"  of 
$11.59  a  share.  Ambitious,  given  that  the  price  is  now  hovering 
around  a  buck.  Western  Wind  is  trading  lawsuits  with  former 
employees  who  accuse  the  wife  of  the  chief  executive  of  posting 
unflattering  comments  on  a  stock  bulletin  board,  including  one 
suggesting  that  one  of  those  employees  was  "caught  shagging  some 
Red  Head"  near  the  proposed  wind-farm  site.  (Ciachurski  denies 
his  wife  ever  made  such  comments.)  Hydrogen  Power  of  Engle- 
wood,  Colo,  says  it  has  a  revolutionary  method  for  making  hydro- 
gen fuel  out  of  aluminum.  One  problem:  The  fuel  source  weighs 
more  than  the  high-pressure  hydrogen  tank  it  is  supposed  to 
replace.  That  problem  is  being  worked  on. 

Cornell  Capital  of  Jersey  City,  N.J.  has  pumped  at  least  $100 
million  into  green-themed  companies  in  the  past  couple  of  years. 
"Solar,  wind,  clean  technology  plays — we  love  the  space,"  says  Troy 
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Rillo,  a  Cornell  managing  director.  "We  think  the  trends 
are  great." 

Great  for  Cornell,  which  gets  shares  at  a  discount 
that  it  can  then  sell  in  the  open  market  Great  for 
investors  paying  full  price? 

Check  out  some  Cornell  clients. 
NewGen  Technologies,  which  says  it 
plans  to  build  several  hundred  mil- 
lion dollars'  worth  of  ethanol 
refineries,  was  formed  out  of  a  shell 
company.  XsunX,  formerly  known  as  Sun  River  Mining,  is 
now  a  solar-cell  company  with  no  revenue  and  no  orders.  Market 
cap:  $86  million.  Earth  Biofuels,  whose  mascot  is  country  music 
star  Willie  Nelson,  raised  $52.5  million  from  Cornell  and  other 
convertible-debt  buyers  but  sank  more  than  half  the  dough  into  a 
Louisiana  ethanol  refinery  project  that  has  stalled  amid  charges  of 
excess  costs  and  failed  financial  commitments.  Power  Technology 
is  on  the  verge  of  producing  what  it  claims  is  a  revolutionary  light- 
weight lead-acid  battery  but  has  yet  to  find  any  potential  cus- 
tomers. Still,  its  aiming  to  raise  capital  in  a  public  share  offering; 
proceeds  will  repay  a  $1.4  million  loan  from  Cornell. 

Don't  like  the  Cornell  portfolio?  Maybe  there's  something  in 
the  cozy  family  of  GreenShift  Corp.,  a  holding  company  for  six 
publicly  traded  entities — combined  shares  outstanding:  3  billion — 
with  names  like  GS  CleanTech  and  GS  AgriFuels.  GreenShift  is 
working  on  technology  to  feed  carbon  dioxide  to  algae  and  then 
harvest  the  algae  as  if  they  were  corn  stalks.  If  you  find  this  imprac- 
tical you  are  presumably  not  among  the  investors  whose  enthusi- 
asm has  given  GreenShift  a  market  cap  of  $1 14  million. 

In  2005  a  predecessor  of  a  GreenShift  unit,  called  Incode,  was 
flogging  KissyKat,  an  online  dating  service  for  pet  lovers.  That  oper- 
ation didn't  work  out.  Reincarnated  as  resource  firm,  GreenShift  lost 
$9  million  on  sales  of  $17  million  over  the  first  nine  months  of  2006. 
Most  of  that  revenue  came  from  a  waste-disposal  business  and  a  ma- 
chine shop  in  Ohio.  But  GreenShift's  chairman  and  controlling  share- 
holder, Kevin  Kreisler,  has  dreams,  and  the  algae  venture  is  just  one 
of  them.  Another  is  to  convert  the  waste  material  from  corn  ethanol 
plants  into  oil  that  can  be  used  to  make  biodiesel.  GreenShift  says  it 
has  sold  several  of  the  $1.6  million  units  so  far,  but  there's  a  reason  it 
has  the  business  largely  to  itself:  Michael  Ladisch, 
a  Purdue  University  engineering  professor, 
says  that  few  ethanol  plants  produce 
enough  waste  oil  to  justify  trucking 
it  to  a  biodiesel  plant. 

No  problem,  says  Thomas 
Scozzafava,  president  of  Green- 
Shift's  GS  AgriFuels  unit  and  a 
former  Lehman  Brothers  mer- 
chant banker.  All  you  do 
is  cluster  the  corn-oil  units 
around  biodiesel  plants  that  use 
another  money-saving  Green- 
Shift innovation:  a  "continuous  base 
catalyst  reaction"  system  that  relies  on 
a  "proprietary  process  intensification  and 


advanced  separation  technolo- 
gies"— whatever  those  are. 
There  are  plans  to  use  them 
in  a  new  Mean  Green  Biofu- 
els plant,  in  Memphis.  Mean 
Green  is  meantime  applying 
for  emissions  permits. 

EarthFirst,  John  Stanton's 
firm,  claims  to  be  at  "the  fore- 
front of  alternative  energy 
sources,"  according  to  its  Web  site, 
but  still  gets  most  of  its  revenue  from 
moneylosing  waste-disposal  and  biodiesel- 
import  businesses,  and  recently  filed  to  allow  Laurus  Capital  to 
sell  76  million  shares,  whose  proceeds  would  be  used  to  retire  con- 
vertible debt  held  by  Laurus.  A  self-described  turnaround  expert, 
Chairman  Stanton  doesn't  disclose  in  EarthFirst's  SEC  filings  any- 
thing about  the  $157  million  collapse  of  Keller  Financial,  a  used- 
car  finance  firm  in  Florida  he  briefly  ran.  A  plaintiff  attorney 
reportedly  claimed  that  Keller  preyed  on  unsophisticated,  elderly 
investors.  Stanton  later  paid  $181,000  to  settle  a  bankruptcy 
trustee's  claim. 

Stanton  owns  stakes  in  U.S.  Energy  Initiatives,  which  lost  $4.5 
million  on  sales  of  $426,000  in  the  first  half  of  2006  trying  to  sell 
kits  to  reconfigure  diesel  engines  so  they  run  on  natural  gas;  and 
US.  Sustainable  Energy,  which  claims  a  catalytic  vacuum  distilla- 
tion process  that  sounds  remarkably  similar  to  the  one  John  Rivera 
is  cranking  up  over  in  Natchez.  Both  involve  heating  organic  mate- 
rials in  a  vacuum  until  they  break  down  into  carbon  and  vapors  that 
can  be  condensed  into  a  low-grade  fuel  oil.  "Why  youd  put  soy- 
beans in  there,  I  don't  know,"  says  Thomas  Adams,  a  biofuels  expert 
at  the  University  of  Georgia.  "Sewage  works  just  as  well." 

Adams  questions  how  Rivera  can  produce  biodiesel  without 
methanol — or  transform  60  pounds  of  soybeans  into  37  pounds  of 
biodiesel,  versus  the  27  pounds  generally  considered  the  limit. 
Rivera  says  his  process  is  a  secret  and  now  claims  he  means  "bio- 
fuel."  He's  not  the  only  one  pushing  the  limits  of  science:  In  its  SEC 
filings  EarthFirst  claims  it  can  create  more  than  20  pounds  of  car- 
bon, fuel  oil,  combustible  gas  and  scrap  steel  from  a  20-pound  tire. 
While  scrambling  for  green-energy  investments  they  can 
trumpet  in  news  releases,  penny-stock  operators  invariably 
collide.  That's  what  happened  in  Plaquemines  Parish, 
south  of  New  Orleans,  where  Earth  Biofuels  of  Dallas 
last  year  announced  plans  to 


Putting  tofu  in 
your  tank: 
biofuel  from 
soybeans. 


restart  an  alcohol  refinery, 
closed  since  the  first  ethanol 
boom  went  bust  in  the  early 
1990s.  Months  later  South - 
ridge  Enterprises,  a  onetime  mining  operation  now 
in  the  ethanol  business,  said  it  was  buying  $6  million 
worth  of  equipment  from  the  same  plant  to  build  its 
own  60-million-gallon-a-year  ethanol  refinery.  Its 
shares  jumped  20  cents  to  $1.84  on  the  news. 
Earth  cried  foul,  saying  it  owned  the  equipment. 
Southridge  has  sued  Earth's  partner  in  the  deal,  blaming  it  for  the 
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loss  of  $60  million  in  market  value.  A  lawyer  for  the  Louisiana  part- 
ners says  he  expects  the  case  to  be  dismissed,  but  the  point  seems 
moot:  Earth  has  since  imperiled  its  own  $27  million  investment  by 
failing  to  come  up  with  $80  million  to  finish  the  refurbishment  by  a 
Dec.  4  deadline.  Earth  says  the  project  is  "still  viable." 

So,  apparently,  is  AFV  Solutions  of  San  Diego, 
which  plans  to  import  hybrid  natural-gas/electric 
buses  from  China.  Up  until  early  2005  AFV  was 
known  as  Dogs  International  and  planned  a 
chain  of  "bed  and  biscuit"  upscale  kennels. 
(It  still  owned  one  in  Flagler  Beach,  Fla.  as 
of  its  most  recent  SEC  filing  in  November.) 
Dogs  International  turned  green  after 
Jeffrey  Groscost,  former  speaker  of  the 
Arizona  House  of  Representatives,  took 
over  as  chief  executive.  Groscost  was 
famous  in  Arizona  for  pushing  through  a 
subsidy  program  for  alternative- fuel  vehicles 
in  1999  that  cost  the  state  more  than  $200  mil- 
lion before  it  was  shut  down;  buyers  could  get  up 
to  half  the  cost  of  a  $50,000  SUV  back  from  the  state. 

AFV  shares  surged  from  $1.60  in  2005  to  $11.30  in  May  2006. 
That's  when  it  announced  $4.8  million  in  financing  and  plans  to 
import  Chinese  buses.  AFV  has  yet  to  sell  a  bus,  and  its  share  price 
has  since  deflated  to  $4.50.  Groscost  died  suddenly  in  November. 

Some  schemes  are  outright  fraud.  LeeRoy  Allen  was  ordered 
to  pay  $270,000  and  barred  from  involvement  with  public  compa- 
nies last  October  after  the  SEC  accused  him  of  converting  a  penny 
stock  called  J-Bird  Music  Group  (former  home  of  faded  stars  like 
Billy  Squier  and  The  Guess  Who)  into  a  purported  biodiesel  com- 
pany with  "no  assets,  funding  or  viable  product."  Allen  consented 
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to  the  charges  without  admitting  or  denying  guilt. 

In  New  Jersey  the  state  attorney  general  last  fall  filed  civil  fraud 
charges  against  Brian  Smith  and  his  wife  for  promoting  Digital  Gas. 
The  company  lacked  even  a  bank  account  yet  had  shares  trading  on 
the  pink  sheets  that  briefly  soared  to  90  cents  a  share  last  spring, 
giving  it  a  theoretical  value  of  $22  million.  As  he 
pumped  the  stock  with  press  releases  like  the  one 
claiming  Digital  Gas  had  a  "high  temperature 
fuel  cell"  that  would  unlock  as  much  as  1.1 
billion  gallons  of  oil  from  a  neglected  oil 
shale  deposit,  New  Jersey  officials  say, 
Smith  was  using  stock  to  renovate  his 
home  and  pay  his 
attorney. 

Smith  insists,  in 
an  e-mail,  that  he's 
innocent  and  his 


Retread  idea: 
trying  to 
convert  used 
tires  to  fuel  oil. 


company  "is  actively  seeking  to  commercial- 
ize its  energy  savings,  alternative  energy  and  farm- 
ing opportunities."  For  assets,  his  Web  site  offers  a 
grainy  image  of  the  deed  to  a  178-acre  granite  quarry  in 
New  Brunswick,  Canada.  Despite  Digital's  legal  problems,  "We're  still 
in  the  pipeline,"  says  Theo  van  Bakkum  of  ICCU  Holding  BV,  a  Smith 
partner  who  is  working  on  a  new  method  for  storing  electricity. 

"We  are  here  to  help  farmers,  lessen  the  heavy  yoke  of  imported 
fuel,  help  to  create  food  and  jobs  for  Americans  and  offer  the  great- 
est solution  to  the  world's  need  for  energy  since  humans  harnessed 
the  power  of  fire  itself?'  says  Taylor  Moffit,  chief  executive  of  Origi- 
nally New  York,  an  o-t-c  bulletin  board  and  would-be  ethanol  pro- 
ducer with  a  grand  total  $331  in  revenue  since  it  launched  in  2001. 
Dream  on — you'll  get  a  lot  of  investors  to  dream  with  you.  F 


1235  Vilard  de  Honnecourt 
describes  perpetual  motion 
machine  (A). 

1800s  Industrial  Revolution 
fueled  by  coal  gas  made 
with  vacuum  process  called 
pyrolysis. 

1917  House  of  R< 

tives  votes  to  investigate 
the  Garabed,  a  flywheel 
that  Congressman  Robert 
Grosser  (D-Ohio)  called 
"the  supreme  discovery  of 
the  ages."  Inventor 
Garabed  Giragossian  later 
admits  it  doesn't  work. 

1940s  Gorman  scientists  re- 
fine pyroiytic  process  to  fuel 


Hitler's  war  machine  (B). 

1970s  Hucksters  rediscover 
pyrolysis  during  first  oil  cri- 
sis, promising  endless  sup- 
ply of  fuel  from  used  tires. 
Problem;  No  profit  after 
disposing  of  carbon  waste. 

1980  President  Jimmy 
Cai-ter  signs  Energy 
Security  Act  creating  the 
Synthetic  Fuels  Corp.  A  52 
billion  synthetic  fuels  plant 
goes  bust  five  years  later. 

1939  Chemists  Stanley 
Pons  and  Martin  Fleisch- 
mann  (O  discover  endless 


U.S.  Department  of 
Energy  researchers 
declare  claims  of 
fusion-in-a-flask 
pure  bunk. 

1995  Ohio 
tinkerer  Stanley 
Meyer  unveils 
water-powered 
dune  buggy.  He's 
later  convicted  of 
fraud  and  dies  in 
1998,  the  victim  of 
what  fans  say  was 
an  oil-industry 
poisoning  plot. 

2002  Powerball  Inter- 
national claims  to  have 


cheap  source  of 
hydrogen  in  metallic 
sodium  pellets.  Power- 
ball's  president  later 
busted  by  Securities  & 
Exchange  Commission 
for  falsifying  bank 
records.  Much  later, 
Powerball  becomes 
parent  company  of 
Earth  Biofuels,  home 
of  Willie  Nelson's  (D) 
Bio-Willie  biodiesel. 
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Qatar  is  in  the  midst  of  an  economic  boom.  Backed  by  massive  energy  reserves  in 
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Qatar  Investment 
Authority:  Setting 
The  Pace  for 
Qatar's  Future 


It  was  a  cool  October  afternoon  in  the  heart  of  the  Muslim 
holy  month  of  Ramadan  —  typically  a  calmer  period  of  time 
when  businesses  scale  down  their  operations  and  reduce  their 
working  hours.  But  for  officials  at  the  Qatar  Investment  Authority 
(QIA),  negotiations  were  heating  up  for  one  of  London's  most 
prized  utility  companies,  Thames  Water. 

In  fact,  the  state-run  QIA  had  that  very  day  shocked  interna- 
tional markets  by  confirming  rumors  that  it  had  submitted  a  bid 
for  the  multibillion-dollar  company. 

However,  for  His  Excellency  Sheikh  Hamad  bin  Jassim  bin  Jabr 
AlThani,  First  Deputy  Prime  Minister,  Minister  of  Foreign  Affairs 
and  Vice  Chairman  and  CEO  of  Qatar  Investment  Authority,  the 
bid  was  part  of  Qatar's  master  plan  to  safeguard  its  economic  future 
by  diversifying  investments. 

"The  Qatar  Investment  Authority  is  one  of  the  most  important 
economic  institutions  in  the  State  of  Qatar.  It  was  established  with 
the  aim  to  carry  out  a  specific  role  in  developing  and  investing  the 
state's  reserves.  The  vision  of  QIA,  based  on  the  guidance  of  His 
Highness  the  Emir  of  the  State  of  Qatar,  is  to  build  a  strong  econ- 
omy by  relying  on  diversified  resources  of  income  to  complement 
our  energy  sector,"  he  says. 

Energy-rich  Qatar,  a  member  of  the  Organization  for  Petroleum 
Exporting  Countries  (OPEC),  pumps  about  800,000  barrels  of  oil 
per  day.  It  is  set  to  increase  that  figure  to  about  1  million  by  the 
end  of  the  decade. 

In  addition  to  producing  oil,  Qatar  is  home  to  the  third-largest 
reserves  of  natural  gas  after  those  of  Russia  and  Iran.  But  Qatar 
will  be  the  world's  largest  exporter  of  the  clean  fuel  by  201 1  when 
it  begins  shipping  some  77  million  tonnes  of  liquefied  natural  gas 
to  countries  all  over  the  globe. 

Like  other  energy-producing  and  exporting  states,  Qatar  has  been 
reaping  huge  economic  rewards  from  high  energy  prices  over  the 
past  couple  of  years.  The  country's  uniqueness,  however,  emerges  in 
how  it  is  managing  its  wealth  and  the  use  of  its  petro-dollars.  How 
much  money  Qatar  is  looking  to  invest  in  international  projects  is  a 
strictly  guarded  secret,  but  if  current  bids  for  acquisitions  and  the 
country's  own  domestic  investment  are  any  indication,  then  there 
wi]l  likely  be  many  more  attempts  for  multibillion-dollar  foreign 
assets  in  the  not-so-distant  future. 

Last  year  officials  announced  plans  to  spend  about  $130  billion 
on  a  combination  of  national  infrastructure  projects  and  develop- 
ment of  investment  opportunities  inside  the  Gulf  Arab  state.  That 


His  Excellency  Sheikh  Hamad  bin  Jassim  bin  Jabr  Al  Thani 
First  Deputy  Prime  Minister,  Minister  of  Foreign  Affairs, 
Vice  Chairman  and  CEO  of  Qatar  Investment  Authority 
and  Chairman  of  Qatari  Diar 


same  forward-thinking  vision  is  being  applied  to  Qatar's  interna 
tional  investment  strategy. 

According  to  Sheikh  Hamad,  the  QIA  strives  to  create  a  portfolio 
strong  enough  to  withstand  any  sudden  dip  in  energy  prices. 

"Our  target  is  to  build  sufficient  funds  to  protect  Qatar  fron 
any  downside  in  energy  prices  or  any  other  economic  crisis.  W 
have  plans  to  build  this  for  the  next  10  to  15  years.  The  QIA  ij 
playing  a  vital  role  in  building  the  Qatari  economy,  promotini 
growth,  contributing  to  economic  stabilization  and  minimizinj 
risk  from  our  reliance  on  the  oil  and  gas  sector.  By  focusing  oi 
strategic  investments  in  international  markets  and  opening  th< 
door  to  foreign  companies  to  invest  in  Qatar,  we  protect  Qatai 
from  fluctuating  energy  prices,"  he  says. 

But  as  His  Excellency  explains,  the  QIA  is  not  solely  lookin; 
after  Qatar's  economic  needs.  It  is  also  striving  to  use  Qatar's  cap1 
ital  and  expertise  to  stimulate  investment  in  countries  that  do  no 
have  the  liquidity. 

"Our  aim  is  for  our  investments  to  help  Qatar  in  the  future,  bu 
we  also  want  to  help  other  countries  that  have  good  opportunitie 
and  potential,  but  which  have  no  funds  to  see  projects  through.  Fo 
example,  emerging  markets  have  this  challenge,  but  they  are  oppor 
tunities  for  us  to  work  together." 

So  where  is  QIA  looking  to  invest?  Anywhere  excellent  busines 
and  investment  opportunities  exist,  says  Sheikh  Hamad. 
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"We  are  investing  in  markets  in  the  Americas,  Europe  and  Asia, 
nd  I  think  this  will  be  a  good  safety  net  for  our  children." 

Despite  the  massive  attention  Qatar  garnered  during  the  Thames 
/ater  bid,  it  was  a  consortium  led  by  Australia's  Macquarie  Bank 
lat  won  Britain's  largest  water  company  for  the  hefty  price  of 
>out  £8  billion.  Although  the  QIA  aggressively  pursued  Thames 
/ater,  negotiators  stressed  they  would  not  blindly  raise  their  bid 
:yond  the  water  company's  market  value  for  bragging  rights  of 
inning  the  bidding  war.  That  decision  highlighted  the  QIA's 
ute  financial  discipline.  Nevertheless,  the  splash  made  by  the  QIA 

this  acquisition  attempt  showed  that  the  country  had  become  an 
vestment  force  to  be  reckoned  with. 

Another  high-profile  investment  the  QIA  is  hoping  to  win  is 
so  in  London.  His  Excellency  says 
atar  has  been  courting  Chelsea 
arracks,  a  13-acre  property  located  in 
e  heart  of  the  city.  This  deal  is  being 
;gotiated  through  Qatari  Diar  Real 
itate  and  Investment  Company,  the 
al  estate  investment  arm  of  the  QIA. 
is  Excellency  explains  the  rationale 
:hind  establishing  a  separate  division 
manage  its  real  estate  portfolio. 
"Globally,  the  real  estate  sector  pro- 
des  many  very  important  investment 
sets  and  is  strongly  tied  with  economic  growth.  Throughout  the 
liddle  East  region  and  around  the  world,  the  real  estate  sector  is 
tractmg  an  increasing  number  of  different  investments.  This  is 
hy  we  have  to  take  advantage  of  investment  opportunities  as 
id  when  they  come  available.  But  it  is  a  sector  that  has  its  own 
sks  and  needs  its  own  operational  structure.  So  we  have  Qatari 
iar  in  place  with  the  experience  and  the  specialization  to  fill  the 
:eds  and  activities  associated  with  the  international  property 
arket,"  he  says. 

Sheikh  Hamad  stresses  that  although  the  QIA  has  been  bidding 
l  high-profile  businesses  and  properties,  its  main  goal  is  clear. 
"Yes,  we  bid  for  Thames  Water.  And  Qatari  Diar  bid  on  Chelsea 
irracks,  but  we  are  not  bidding  just  to  be  famous  or  to  get  atten- 
3n.  There  is  a  strategic  dimension  behind  our  investments.  There 
ust  be  strong  economic  feasibility  and  the  business  must  be  built 
l  a  safe  foundation.  We  are  only  dealing  with  experienced  and 
oneering  international  institutions.  If  we  find  that  a  prospective 
vestment  or  operation  is  not  financially  workable,  then  we  will 
3t  be  keen  to  make  that  acquisition." 

As  one  board  member  of  the  QIA  puts  it,  "We  are  in  the  business 
making  money.  We  do  not  take  unnecessary  risks." 
In  addition  to  Europe  and  America,  Asia  is  a  continent  that  has 
:en  of  significant  interest  to  Qatar.  Recently,  the  QIA  has  been 
iked  with  investments  in  China,  specifically  the  banking  sector.  His 
Kcellency  says  that  Qatar  sees  China  and  India  collectively  as  an 
nerging  economic  juggernaut,  with  the  potential  to  bring  huge 


benefits  to  Qatar,  a  country  smaller  than  the  U.S.  state  of  Connecticut. 

"China  and  India  represent  an  emerging  economic  bloc  that 
cannot  be  ignored.  They  both  represent  strategic  opportunities  for 
growth,  and  Qatar  has  strong  economic  ties  with  them.  We  are 
very  keen  to  maximize  the  investment  opportunities  in  these 
countries,"  he  says. 

As  an  example  of  Qatar's  growing  interest  in  the  region.  Sheikh 
Hamad  cites  QIA's  acquisition  of  capital  shares  in  ICBC,  China's 
largest  bank. 

Regionally,  Qatar  is  seen  as  a  leading  member  of  Asian  countries. 
It  recently  hosted  the  hugely  successful  15th  Asian  Games  and  has 
maintained  excellent  political  and  economic  relationships  with 
Asian  countries  for  decades.  This  strong  relationship  was  earlier 
cemented  after  the  Asian  tsunami  in  late 
2004.  Not  only  did  Qatar  donate  mil- 
lions of  dollars  toward  the  relief  effort,  it 
also  established  a  permanent  fundraising 
group,  the  Reach  Out  to  Asia 
Foundation.  The  state-backed  organiza- 
tion continues  to  raise  funds  for  aid  and 
also  assists  in  reconstruction  efforts  for 
tsunami-affected  regions. 

The  coming  year  could  see  several 
major  acquisitions  for  Qatar,  which 
means  more  good  news  for  the  country 
and  its  citizens  as  it  moves  forward. 

Interestingly,  some  analysts  suggest  that  as  Qatar  develops  as  a 
nation  and  diversifies  its  economic  interests,  it  will  increasingly  begin 
to  compete  with  neighboring  Gulf  Arab  states  for  international 
acquisitions.  Residents  of  Qatar  are  reminded  daily  of  the  similari- 
ties between  both  Qatar  and  the  United  Arab  Emirates'  commercial 
hub,  Dubai.  The  manner  in  which  both  cities  are  steaming  ahead  to 
diversify  their  holdings  leaves  little  doubt  for  some  that  there  is  an 
implicit  competition.  Not  so,  says  Sheikh  Hamad. 

"We  are  not  in  a  race  with  Dubai;  we  are  supportive  of  them.  In 
fact,  we  are  starting  to  do  some  business  with  Dubai.  This  is  not  a 
competition;  the  market  can  absorb  both  of  our  demands.  But  it  is 
very  important  that  we  both  be  selective  in  the  market  in  terms  of 
business  opportunities,"  he  says. 

Blessed  with  huge  energy  resources  and  backed  by  progressive 
and  visionary  leadership,  Qatar  and  its  investment  authority  are 
driving  this  dynamic  country  forward  at  a  great  speed.  Its  future 
investments  will  likely  yield  some  incredible  assets.  But  for  Sheikh 
Hamad  bin  Jassim  bin  Jabr  Al  Thani,  the  most  important  assets  of 
the  QIA  are  its  people. 

"We  have  a  strong  team  of  experienced  professionals  from  all 
over  the  world  working  with  us.  This  global  working  experience 
has  contributed  to  the  professional  development  and  enhancement 
of  skill  sets  for  Qatari  nationals.  This  is  very  important  to  us  as  it  is 
our  national  human  resources  that  will  carry  out  Qatar's  vision  and 
ensure  that  future  generations  achieve  continued  success." 


His  Excellency  Sheikh  Hamad  bin  Jassim  bin  Jabr  Al  Thani  is  First  Deputy  Prime  Minister  and  Minister  of  Foreign  AfFairs 
of  the  State  of  Qatar.  He  is  Vice  Chairman  and  CEO  of  the  Qatar  Investment  Authority,  Chairman  of  Qatari  Diar  and 
Member  of  Qatar  Petroleum's  Board  of  Directors. 

Qatar  Investment  Authority  •Tel:  974  4414603 
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Qatari  Diar  Is  Taking 
Real  Estate  Investment 
To  the  Next  Level, 
Worldwide 

It  should  have  been  a  quiet  Tuesday  morning.  But  an  announce- 
nent  by  officials  at  Qatari  Diar  Real  Estate  and  Investment 
Company  only  two  days  earlier  set  in  motion  a  series  of  events  that 
vould  highlight  the  firm's  vision  and,  more  importantly,  showcase 
he  buying  frenzy  in  Qatar's  booming  real  estate  market. 

In  April  2006,  Qatari  Diar  launched  the  second  phase  of  sales  for 
ts  Lusail  project,  a  35-square-kilometer  development  that  will 
ventually  be  home  to  some  200,000  residents.  That  announcement 
purred  hundreds  of  Qataris  to  queue  outside  the  Qatari  Diar  head- 
|uarters  in  a  bid  to  get  their  hands  on  the  much-coveted  plots  of 
md  that  are  expected  to  be  developed  by  2010.  Those  that  came 
arly  were  fortunate,  because  after  only  four  hours,  Qatari  Diar  had 
old  out  of  the  entire  second  phase  of  development,  which  consisted 
if  325  plots  of  land  for  five-story  residences  and  an  additional  40 
ommercial  units. 

It  was  a  ringing  endorsement  for  the  state-backed  real  estate 
nvestment  and  development  company,  says  CEO  Nasser  Al  Ansari. 

"Sales  are  going  very  well;  every  product  that  we  launched  thus 
ar  has  been  sold  out  completely.  We  put  a  lot  of  consideration 
nto  the  planning  and  execution  of  our  projects,  and  we  see  what 
he  market  needs  and  requires.  People  want  high-quality  real 
state  products,  and  that  is  exactly  what  we  are  providing  them 
vith,"  he  explains. 

Al  Ansari  also  credits  a  changing  attitude  toward  the  real  estate 
ector  and  the  rapid  growth  of  Qatar's  economy. 

"The  mood  has  changed,  the  demographics  have  changed.  People 
low  look  at  land  as  an  excellent  investment,  provided  you  have  the 
lght  product,"  he  says  confidently. 

Qatari  Diar  will  launch  subsequent  Lusail  phases  in  2007,  Al  Ansari 
dds.  Lusail  is  Qatar's  largest  domestic  real  estate  project  and  boasts  a 
lumber  of  attractions,  including  two  golf  courses,  theaters,  beaches 
nd  a  huge  $1.2  billion  general  entertainment  district.  The  1-million- 
quare-meter  Lusail  Entertainment  District  will  accommodate  up  to 
'0,000  visitors  and  will  include  a  themed  amusement  park,  five-star 
lotels  and  a  number  of  commercial  and  restaurant  outlets.  Lusail  will 
lso  be  home  to  the  $2.6  billion  energy  hub,  Energy  City  Qatar. 

In  addition  to  seeing  wildly  successful  product  launches  in  Qatar, 
he  past  year  has  also  witnessed  Qatari  Diar's  expansion  into  other 
narkets  in  the  region,  with  several  multimillion-dollar  investments 
a  Morocco,  Syria,  Sudan,  Mauritius,  Seychelles  and  Mauritania. 

For  its  project  in  northern  Morocco,  Qatari  Diar  is  investing 
■360  million  to  develop  a  new  resort  near  Tangiers.  The  funds  will 


Nasser  Al  Ansari 
CEO,  Qatari  Diar 


be  invested  in  two  hotels  and  in  tourist  residences  for  about  3,000 
people.  The  resort  will  include  a  golf  course  in  the  city,  which  is  just 
off  the  Strait  of  Gibraltar.  The  country  has  increasingly  become  a 
tourist  destination  for  many  Arabs  and  Europeans,  and  officials  at 
Qatari  Diar  are  confident  that  their  real  estate  development  project 
will  help  stimulate  Morocco's  economy  and  tourism  sector  while 
also  becoming  one  of  the  country's  top  tourist  sites. 

Qatari  Diar  is  further  planning  to  invest  an  estimated  $200  million 
on  tourism  development  projects  on  Syria's  Mediterranean  coast  near 
Latakia.  The  project  will  have  a  total  area  of  240,000  square  meters 
and  will  involve  the  construction  of  a  five-star  hotel,  beachfront 
apartments,  villas  and  a  retail  complex. 

Also  in  2006,  Qatari  Diar  signed  a  strategic  investment  agreement 
with  the  Sudanese  government  for  the  development  of  a  major 
tourist  and  residential  resort  on  the  banks  of  the  Blue  Nile  in  the 
capital  city  of  Khartoum.  The  bold  move  into  Sudan  may  have  come 
as  a  surprise  to  some  investors  due  to  fears  of  increased  political 
instability,  but  for  Al  Ansari,  the  Sudanese  real  estate  investment  and 
development  market  yields  significant  potential  for  revenue  and  will 
serve  as  an  economic  boost  for  the  country. 

"This  is  a  vote  of  confidence  for  Qatari  Diar  in  the  future  of 
Sudan  and  a  signal  to  the  world  that  this  country  can  attract  major 
overseas  investment.  The  agreement  marks  the  entry  of  Qatari  Diar 
into  the  Sudanese  market,  where  we  are  investigating  further  devel- 
opment opportunities,"  Al  Ansari  says. 

Qatari  Diar's  Sudan  development  will  be  built  on  a  prime  site 
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opposite  the  Sudanese  capital's  Presidential  Palace  and  will  span 
100,000  square  meters. 

"This  will  be  a  mixed-use  development  with  a  five-star  hotel, 
restaurants,  rest  chalets,  entertainment,  retail  and  commercial  facili- 
ties, and  a  sports  club.  The  resort  will  be  surrounded  by  residential 
villas  and  offices,  for  which  there  is  currently  a  high  demand  in 
Khartoum,"  he  says. 

Qatari  Diar  is  also  collaborating  with  the  Omani  Government  on 
a  showpiece  eco-resort  in  Ras  al-Had  —  the  easternmost  point  on 
the  Sultanate's  peninsula  at  the  crossroads  of  the  Indian  Ocean  and 
the  Gulf  of  Oman. 

But  Qatari  Diar's  growth  does  not  stop  there.  Recently  Chairman  of 
Qatari  Diar  and  Qatar's  First  Deputy  Prime  Minister  and  Foreign 
Minister  Sheikh  Hamad  bin  Jassim  bin  Jabr  Al  Thani  acknowledged 
that  it  was  bidding  for  London's  Chelsea  Barracks,  a  former  military  site 
owned  by  Britain's  Ministry  of  Defence.  Press  reports  suggest  the  prime 
13-acre  site  could,  in  the  last  minute,  fetch  as  much  as  £400  million. 

As  Al  Ansari  explains,  Qatari  Diar  has  money  to  invest,  but  is  being 
very  selective. 

"If  we  are  going  all  the  way  to  London,  we  would  like  to  go  after 
a  trophy  project  that  will  really  put  Qatari  Diar  and  Qatar's  name 
on  the  map  for  real  estate  investment.  We  are  not  in  the  business  of 
buying  apartments  or  small  hotels.  We  are  in  the  business  of  large- 
volume  properties,  $500  million  and  above.  That  is  our  vision." 

Other  European  destinations  in  which  Qatari  Diar  is  interested  in 
investing  include  locations  in  Paris  and  Munich. 

The  company  has  also  been  establishing  partnerships  to  provide 
facilities  management  services.  Midway  through  2006,  officials 
announced  a  joint  venture  with  Capital  International  Asset 
Management,  part  of  Singapore's  RSP  Group.  The  joint  venture 
will  initially  focus  on  local  Qatari  Diar  projects  but  will  expand  to 
cover  the  company's  overseas  real  estate  investment  developments, 
including  those  in  Morocco  and  Egypt.  This  agreement  followed 


an  earlier  deal  between  Qatari  Diar  and  France's  Vinci  Construction 
Grands  Projets.  Qatari  Diar  holds  a  51%  stake,  while  Vinci  holds 
the  remaining  49%  in  the  joint  venture,  which  will  see  both  firms 
pursue  construction  opportunities. 

Qatari  Diar's  other  assets  include  the  Doha-based  Barwa  Real 
Estate  Company.  It  has  a  45%  stake  in  the  publicly  listed  company, 
which  has  a  number  of  real  estate  development  and  investment  proj- 
ects in  Qatar.  Early  in  2006,  Qatari  Diar  partnered  with  the  Qatar 
General  Retirement  and  Pension  Authority  to  promote  the  country's 
newest  bank,  Masraf  Al  Rayyan. Together,  they  hold  a  45%  share  of  the 
bank's  equity  —  worth  some  3.37  billion  Qatari  riyals  ($926  million). 

The  first  quarter  of  2007  may  hold  some  surprising  announce- 
ments for  investments  in  the  American  market  as  well. 

"We  are  looking  to  expand  into  North  America  in  2007.  We  are 
going  to  start  with  New  York  and  Los  Angeles.  In  March  we  will 
start  seeing  some  of  these  projects  materialize,"  Al  Ansari  forecasts. 

In  less  than  two  years,  this  bold  young  company  already  has  a 
portfolio  worth  billions  that  many  real  estate  investment  firms  envy, 
yet  it  is  steaming  ahead  with  further  projects.  The  reason,  Al  Ansari 
says,  is  all  part  of  Qatar's  master  plan  to  diversify  its  resources  away 
from  its  massive  energy  reserves  and  develop  other  economic  and 
social  opportunities  for  Qatar. 

"We  want  to  set  a  new  benchmark  in  excellence  for  a  premier  real 
estate  investment  and  development  company,  and  that  is  why  we  are 
selectively  expanding  to  more  and  more  markets,"  he  says. 

"What  I  tell  people  is  that  in  the  next  five  years  you  will  see  a  lot  of 
Qatari  Diar  destinations  worldwide  under  different  umbrellas,  either 
through  resorts  or  business  communities  and  cities  that  we  are  build- 
ing. We  are  going  to  change  the  face  of  real  estate  development  in  the 
Middle  East  and  the  manner  in  which  it  is  conducted.  It  is  going  to  be 
purely  driven  by  strong  values,  and  we  are  going  to  stick  to  our  values. 
We  are  going  to  deliver  what  we  have  promised,  and  this  is  the  direc- 
tion from  His  Highness.  Whatever  we  promise,  we  deliver." 


Nasser  Al  A  graduated  from  the  University  of  Miami  with  a  degree  in  civil  engineering.  In  2000  he  was  promoted  and 
appointed  as  A  Undersecretary  for  Projects  Development.  Immediately  prior  to  his  appointment  as  CEO  and  Board  Member 

of  Qatari  Diar.  lis  e  office  of  the  First  Deputy  Prime  Minister  and  Minister  of  Foreign  Affairs  as  Technical  Advisor. 

Qatari  Diar  •  www.qataridiar.com 
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rhe  Sky's  the  Limit 
For  Qatar  National 
Hotels  Company 


When  His  Excellency  Sheikh  Nawaf  Bin  Jassim  Bin  Jabor  Al-Thani 
)ok  over  Qatar  National  Hotels  Company  (QNH)  in  2003,  the  com- 
any  started  to  change.  In  three  short  years,  QNH  has  become  a 
■acting  hospitality  owner  and  operator  posting  massive  profits,  but 
lore  importantly,  it  has  very  big  plans  for  Qatar  and  the  world. 

"I  saw  that  there  was  a  lot  of  potential  for  QNH,  but  we  had  to 
ter  and  improve  our  strategy.  Essentially,  my  mission  was  to  sta- 
ilize  the  company  and  to  turn  it  from  a  losing  company  into  a 
'inning  company,"  he  says.  "But  after  stabilizing  the  company,  we 
arted  looking  toward  growth." 

Blessed  with  huge  energy  reserves  from  the  oil  and  gas  sector, 
)atar  is  in  the  midst  of  tremendous  economic  growth.  That  growth 

being  filtered  throughout  various  sectors  in  the  country,  which 
so  signaled  a  boom  in  the  hospitality  sector. 

"We  were  developing  new  properties  every  four  to  five  years,  but 
'e  changed  that  to  the  point  today  where  we  are  building  or  oper- 
:ing  a  new  property  at  the  same  time  that  one  is  being  completed," 
heikh  Nawaf  says.  "We  are  not  building  hotels  to  solely  increase 
le  number  of  rooms  and  beds  in  Qatar.  We  studied  the  market  and 
lalyzed  our  inventory  and  saw  that  Doha  is  lacking  in  upmarket, 
ixury  resorts.  We  also  noted  that  in  all  our  hotels,  there  is  an 
jsence  of  Qatari  culture  and  identity,  so  we  wanted  to  fill  those 
larkets,"  Sheikh  Nawaf  says. 

With  that  research  in  hand,  QNH  went  ahead  with  plans  to  open 
le  82, 165-square-meter  Al  Sharq  Village  and  Spa. The  stunning  new 
>atari-themed  Resort  and  Spa  opened  recently,  making  it  one  of 
le  largest  such  properties  in  the  Middle  East.  But  Sheikh  Nawaf 
resses  that  QNH  has  been  expanding  its  portfolio  of  hotel  invest- 
lents  away  from  the  five-star  sector  in  order  to  diversify  its  supply. 

Some  of  QNH's  new  properties  will  be  north  of  Doha  in  the 
usail  district,  a  35-square-kilometer  area  being  developed  by  Qatari 
liar  Real  Estate  and  Investment  Company. 

"By  2008,  there  will  be  12,000  new  rooms  in  Qatar,  bringing  the 
>tal  number  of  beds  to  over  16,000.  Out  of  that  figure,  we  expect 
)  own  about  50%  of  the  market,"  Sheikh  Nawaf  says. 

In  addition  to  upgrades  in  current  supply  and  investment  in  new 
roperties,  QNH  also  restructured  its  hotel  operations  business, 
'hicli  has  proven  to  be  a  lucrative  side  of  its  business. 

Sheikh  Nawaf  cites  Sealine  Beach  Resort  as  an  example  of  QNH's 
lccess.  "Under  former  management   [Sealine  Beach  Resort), 


His  Excellency  Sheikh  Nawaf  Bin  Jassim  Bin  Jabor  Al-Thani 
Chairman,  Qatar  National  Hotels  Company, 
and  Board  Member,  Qatari  Diar 

was  posting  losses,  but  we  took  over  and  today  we're  getting  about 
20  million  Qatari  riyals  in  profit  each  year  from  that  property.  We  are 
now  looking  at  expanding  the  resort.  In  addition,  now  we're  getting 
more  owners  turning  to  us  to  manage  their  hotels  and  resorts  for 
them.  The  future  is  very  bright  for  us,"  he  says. 

QNH  also  has  its  eyes  set  outside  of  Qatar  on  future  ventures  both 
within  the  region  and  internationally.  It  recently  acquired  the 
Renaissance  Hotel  in  Egypt's  Sharm  El  Sheikh,  and  is  also  looking 
further  afield  for  more  expansion  opportunities.  "Qatari  Diar  is 
investing  in  over  25  countries,  and  QNH,  as  sister  company  to 
Qatari  Diar  (both  companies  are  owned  by  the  state-run  Qatar 
Investment  Authority),  has  ambitious  plans  to  develop  around  35 
hotels  around  the  world,"  Sheikh  Nawaf  says. 

QNH  is  determined  to  play  a  role  in  those  properties,  either  as 
owner  or  as  operator,  he  adds. 

"It  is  still  being  discussed,  we  are  looking  at  the  proposals  and  I 
think  we  will  be  joining  hands  on  projects  very  soon.  This  will  be  a 
fantastic  growth  opportunity  for  QNH  and  will  be  an  added  value 
for  Qatari  Diar,  because  in  the  hospitality  industry,  you  will  never  get 
better  than  QNH." 


His  Excellency  Sheikh  Nawaf  Bin  Jassim  Bin  Jabor  Al-Thani  was  born  in  1972  and  is  married  with  three  children.  He  has  a  bach- 
^1  elor  of  commerce  degree  in  business  administration.  He  is  Chairman  of  the  Qatar  National  Hotels  Company,  Deputy  Chairman  of 
Sheikh  Jassim  Bin  Jabor  Charitable  Foundation,  Deputy  Chairman  of  Dhotar  Tourism  Company,  and  Board  Member  of  Qatari  Diar. 

Qatar  National  Hotels  Company  •  www.qnhc.com 


Make 
The  heart  of 
the  Middle  East  the 
heart  of  your 
business 


Qtel  (Qatar  Telecom)  is  one  of  the  region's  leading  telecommunications  providers  and 
is  a  major  driving  force  behind  Qatar's  phenomenal  growth. 

We  are  the  proud  owners  of  the  Qatar  Data  Center  that  is  built  to  world  class  standards 
and  provides  the  data  security  and  reliability  our  customers  are  accustomed  to  on  a 
24X7X365  basis.  The  Qatar  Data  Center  hosts  AT&T's  first  node  in  the  Middle  East 
that  provides  dedicated  digital  connectivity  over  an  Enhanced  Virtual  Private  Network 
in  to  the  AT&T  Global  Network  that  connects  Qatar  to  around  1 50  other  countries.  Our 
Next  Generation  Network  delivers  fast,  secure  and  efficient  connectivity  bringing  Qtel's 
customers  all  the  benefits  of  today's  most  advanced  technologies. 


If  you  are  considering  moving  into  the  most  dynamic  and  fastest-growing  part  of  the 
world  or  looking  for  the  ideal  hub  for  your  Middle  East  operations,  our  Corporate 

Accounts  team  are  here  to  help. 


Visit  www.qifci.coni.qa  for  more  information. 


Business  Solutions 
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Not  Even  the 
Sky's  the  Limit 
For  Qatar  Airways 


After  1 1  years  at  the  helm  of  Qatar  Airways,  Chief  Executive 
Officer  Akbar  AJ  Baker  has  many  reasons  to  be  smiling.  Since  his 
ppointment  at  the  end  of  1996,  he  has  led  the  airline's  transforma- 
lon  from  a  fledgling  regional  carrier  to  the  fastest-growing  five -star 
irline  in  the  world  —  no  easy  undertaking  if  you  consider  the  air- 
ine's  humble  roots. 

In  the  mid-'90s,  Qatar  Airways  had  a  fleet  of  four  aircraft,  but  under 
he  direction  of  His  Highness  The  Emir  Sheikh  Hamad  bin  Khalifa  Al 
rhani,  Al  Baker  was  tasked  with  embarking  on  a  massive  overhaul  of 
he  company's  focus  and  began  reshaping  its  vision  and  fortunes. 

Today,  Qatar  Airways  has  over  70  destinations  and  52  aircraft  with 
n  additional  22  planes  on  order.  The  award-winning  airline  is  a 
;lobal  leader  in  service  and  amenities,  and,  as  Al  Baker  explains,  is 
ioised  to  continue  its  aggressive  growth. 

"The  year  2007  will  be  yet  another  exciting  year  for  Qatar 
Urways.We  continue  to  focus  on  growing,  opening  new  routes  from 
)oha  and  introducing  more  aircraft  into  our  fleet,"  he  says. 

The  airline  has  a  number  of  destinations  throughout  Asia,  Europe, 
Africa,  the  Middle  East  and  the  Indian  subcontinent.  But  this  year  will 
nark  the  company's  first  expansion  into  the  North  American  market. 

"We  are  pleased  to  be  entering  the  U.S.  market  for  the  first  time 
luring  2007  with  direct  nonstop  flights  between  Doha  and  New 
fork.  This  will  be  one  of  our  route  highlights  over  the  next  12 
aonths,"he  says. "Qatar  Airways  had  been  eyeing  the  U.S.  market  for 
ome  time.  We  look  forward  to  beginning  this  route  by  summer 
'.007,  and  we  hope  New  York  will  be  a  stepping  stone  for  further 
xpansion  into  the  U.S.  over  time." 

The  new  service  will  be  flying  with  Qatar  Airways'  brand-new 
Virbus  A340-600  aircraft,  which  has  a  unique  onboard  First  Class 
Dunge  and  unrivaled  service  and  facilities.  Later  this  year,  Qatar 
Urways  will  take  to  the  skies  with  its  first  Boeing  777. 

"The  United  States  is  underserved  from  the  Middle  East.  We 
lave  carried  out  extensive  studies  on  the  U.S.  market  and  there  is 
lemand  for  this  vital  service  from  both  the  Middle  East  and  feeder 
narkets,"  says  Al  Baker.  He  cites  Qatar's  booming  economy  and  its 
;rowing  importance  in  the  international  political  and  economic 
renas  as  support  for  the  airline's  thirst  for  expansion. 


Akbar  Al  Baker 
CEO,  Qatar  Airways,  and  Chairman,  Qatar  Tourism  Authority 


This  year  will  also  see  the  airline  begin  service  to  Bali,  Ho  Chi 
Minh  City,  Lagos,  Dar  Es  Salaam,  Chennai  and  Ahmedabad.  And 
by  2015,  Qatar  Airways  will  have  doubled  its  fleet  to  more  than 
110  aircraft.  Qatar  Airways  is  also  revamping  its  services  at  home 
to  receive  an  increasing  number  of  passengers  into  the  Gulf  Arab 
state.  Work  on  the  $5.5  billion  New  Doha  International  Airport 
is  on  target,  and  has  actually  been  sped  up  to  accommodate  the 
growing  number  of  visitors. 

"It  was  decided  a  few  months  ago  to  open  both  phases  one  and 
two  of  the  airport  in  2009  rather  than  wait  for  phase  two  to  open 
in  201 2.  This  is  because  we  are  growing  at  such  a  phenomenal  rate 
that  by  2009,  the  airport  would  have  reached  its  full  capacity  of  12 
million  passengers  per  year,"Al  Baker  says. 

The  airline  will  also  be  one  of  the  first  companies  to  receive 
Airbus's  much-anticipated  A380  super-jumbo  jets  when  the  new  air- 
port opens.  In  fact,  it  has  been  specifically  designed  to  accommodate 
the  twin-deck  aircraft. 

"We  are  geared  to  meet  all  types  of  challenges,  and  I  believe  our 
product  does  all  the  talking.  If  you  have  a  superior  product  on  the 
ground  and  in  the  air,  like  we  have,  that  gives  us  a  competitive  edge. 
And  that  is  what  reallv  counts." 


Born  in  Doha  in  1 960,  Akbar  Al  Baker  is  a  graduate  in  economics  and  commerce.  He  worked  at  various  levels  in  the  Civil 
Aviation  Directorate  before  his  appointment  as  Chief  Executive  Officer  of  Qatar  Airways  in  1996.  Al  Baker  is  also  Chairman  of 
the  Qatar  Tourism  Authority  and  is  spearheading  the  development  of  the  New  Doha  International  Airport. 

Qatar  Airways  •  www.qatarairways.com 
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Qtel's  Future 
Holds  Worldwide 
Expansion,  One 
Market  at  a  Time 


Dr.  Nasser  Marafih  smiles  shyly  when  you  ask  him  whether  or 
not  he  saw  himself  spearheading  Qatar  Telecom's  (Qtel)  most 
ambitious  expansion  in  decades. The  modest  CEO  joined  the  cor- 
porate strategy  division  of  Qtel  in  1994.  In  a  little  over  13  years, 
he  has  been  part  of  the  telecom  firm's  drive  to  boost  its  GSM, 
hard-line  and  Internet  services  —  not  to  mention  some  of  its 
soon-to-be-announced  international  expansions. 

For  the  past  two  years,  Qtel  has  been  rapidly  upgrading  its  network 
and  infrastructure  as  part  of  its  commitment  to  provide  stellar  commu- 
nications for  the  highly  successful  Asian  Games,  which  took  place  late 
last  year.  Qtel  invested  over  500  million  Qatari  riyals  ($137  million)  in 
preparations  for  the  games.  As  Marafih  explains,  it  was  money  well  spent. 

"The  Asian  Games  gave  us  the  opportunity  to  build  and  advance 
our  infrastructure  and  invest  in  state-of-the-art  services  so  that  we 
could  launch  them  commercially  after  the  games.  All  that  has  been 
built  is  part  of  our  legacy  network  and  will  help  increase  our  rev- 
enue in  the  following  years,"  he  says. 

Some  of  the  technological  products  and  services  that  Qtel 
launched  this  past  year  include  TETRA,  an  efficient  Terrestrial 
Trunked  Radio  system  used  for  industrial  purposes,  including  the 
Asian  Games.  Qtel  also  began  offering  live  television  service  to 
mobile  phones  through  its  Digital  Video  Broadcasting  over 
Handhelds  (DVBH).  News  networks  CNN  and  Al-Jazeera  make  up 
a  pair  of  the  channels  offered  on  the  live  13-channel  lineup,  which 
also  includes  sport  and  music  channels.  In  addition,  Qtel  launched  its 
Triple  Play  service,  which  is  a  package  suite  of  IPTV  (digital  televi- 
sion), broadband  Internet  and  hard-line  telephony  service. 

"We  are  using  existing  infrastructure  to  offer  1 25  television  channels 
to  begin  with,  in  addition  to  broadband  Internet  and  phone  service  in 
one  single  package.  It's  a  very  affordable  service  and  will  soon  be 
expanded  to  offer  video-on-demand  and  online  gaming,"  he  says. 

Unlike  users  in  European  and  North  American  markets,  mobile 
users  in  the  Middle  East  quickly  snapped  up  3G  and  DVBH  mobile 
phones  and  services.  Gulf  Arab  states  such  as  Qatar  have  pounced  on 
the  opportunity  to  keep  up  with  the  latest  technologies,  since  their 
domestic  user  base  has  an  unquenchable  thirst  for  the  newest  and  most 
exciting  technologies.  "This  really  is  a  tremendous  market  for  us,  and 
these  are  incredibly  exciting  times  for  us  as  an  organization,"  he  adds. 

These  are  exciting  times  indeed  for  the  former  sole  operator  of 
telecommunications  services  in  Qatar.  In  late  2006,  the  country's 


Dr.  Nasser  Marafih 
CEO,  Qatar  Telecom,  and  Board  Member, 
Al  Thuraya  Satellite  Company 


telecom  regulator  announced  that  it  was  ending  Qtel's  monopoly, 
thus  paving  the  way  for  competition  and  a  truly  liberalized  market  — 
but  not  before  the  company  posted  some  of  its  largest  growth  with 
an  increase  of  some  30%  last  year.  And  a  100%  penetration  rate  for 
mobile  phone  users  shows  that  the  company  is  doing  extremely  well. 

"It  will  be  challenging  to  sustain  these  growth  rates,  but  it  is 
something  we  are  going  to  push  to  do  because  it  will  increase  share- 
holder value  at  the  end  of  the  day,  and  this  is  the  expectation  of  our 
shareholders,"  he  says. 

To  help  sustain  similar  levels  of  growth,  Qtel  has  its  eyes  on  other 
markets  in  the  region,  and  is  close  to  finalizing  new  expansion  plans, 
says  Marafih.  "We  have  very  big  ambitions.  For  GSM  services  we  are 
looking  at  the  Middle  East  and  the  North  Africa  region,  as  well  as 
Asia.  For  data  services,  our  focus  will  be  in  the  Middle  East,  but  this 
is  most  likely  a  sector  where  we  will  work  in  partnerships." 

Qtel  already  has  foreign  operations  in  Oman  through  its  Nawras 
service.  With  over  27%  market  share  and  some  500,000  users,  Qtel's 
service  in  Oman  is  proving  to  be  quite  lucrative. 

As  Qtel  prepares  for  competition  in  its  own  market  and  operations 
in  more  foreign  markets,  Marafih  says  he  is  confident  that  Qtel  will 
continue  to  achieve  successful  growth  figures  through  its  enhanced 
services  and  customer  loyalty  programs. 

"We  believe  we  have  the  right  strategy  in  place  and  we  will  see 
Qtel  moving  very  fast  in  the  coming  years  —  both  in  our  domestic 
market  and  in  the  markets  around  us.  We  have  been  building  our  skills 
and  expertise  for  the  past  few  years  and  we  believe  we  have  all  that  is 
necessary  for  us  to  expand  aggressively  in  the  region.  We  are  going  to 
be  one  of  the  20  biggest  telecom  companies  by  the  year  2020.  This  is 
part  of  our  20/20  vision  program,  and  it  is  an  important  aspect  of  our 
growth  strategy  for  the  coming  years,"  he  says. 


1  Dr.  Nasser  Marafih  is  Chief  Executive  Offic  er  of  Qtel.  Since  becoming  CEO  in  2002.  he  has  led  the  company  through  its 
transformation  and  restructuring  program.  He  is  also  Member  of  the  Board  of  Directors  for  Nawras,  Qtel's  subsidiary  in  Oman, 
and  Board  Member  of  Al  Thuraya  Satellite  C 


Qatar  Telecom  •  www.qtel.com.qa 
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Energy  City  Qatar: 
The  Middle  East's 
Energy  Business  Hub 


Launched  in  early  2006,  Energy  City  Qatar  is  steaming  ahead  to 
become  one  of  the  most  popular  and  most  technologically  advanced 
energy  hubs  in  the  world. 

The  two-phase  project  is  expected  to  be  complete  by  2012.  By 
that  time,  it  will  consist  of  a  business  and  residential  entity  spread 
over  1.3  million  square  meters. The  $2.6  billion  private  development 
has  the  full  support  of  His  Highness,  the  Emir  of  Qatar  and  the 
Qatari  government.  It  is  located  within  the  35-square-kilometer 
Lusail  development  and  is  aiming  to  lead  the  way  in  hydrocarbon 
and  above-ground  resource  development. 

For  Esam  Y.  Janahi,  Chairman  of  Gulf  Energy  —  the  thinker 
Dehind  Energy  City  Qatar  —  the  development  will  help  change  the 
way  the  energy  business  is  run  in  the  Middle  East  and  contribute  to 
i  number  of  innovative  concepts  through  the  development  of 
human  resources  in  the  region. 

"This  project  is  significant  in  a  number  of  ways.  Firstly,  the  Middle 
East  has  been  at  the  heart  of  the  global  energy  industry  for  decades,  but 
is  yet  has  no  energy  business  hub.  Other  regions  formed  energy  busi- 
less  hubs  naturally  over  time,  such  as  those  in  Houston,  Aberdeen  and 
Singapore.  So  in  efFect,  not  only  will  Energy  City  Qatar  change  the  face 
Df  the  region,  it  will  change  the  face  of  the  global  energy  business  by 
adding  an  energy  business  hub  to  complement  those  in  other  areas.  It 
ivill  also  help  to  develop  the  commercial  and  intellectual  share  of  the 
ndustry  for  the  Middle  East  and  of  course  Qatar  above  all,"  he  says. 

'For  Qatar,  it  is  one  of  the  innovative  projects  or  initiatives 
ontributing  to  the  Emir's  long-term  economic  development  plan 
or  the  country's  economy.  Qatar's  booming  economy  is  built  on 
he  very  solid  foundations  of  the  energy  business  in  concert  with 
in  ambitious  and  expertly  thought-through  plan  for  using  that 
vealth  constructively  for  the  long-term  good  of  the  country  and 
ts  people,"  Janahi  adds. 

Energy  City  Qatar  will  offer  some  770,000  square  meters  for 
msiness  and  industry  office  space,  as  well  as  about  550,000  square 
neters  for  residential  facilities.  There  will  also  be  an  International 
Mercantile  Stock  Exchange  (IMEX). 

As  Janahi  explains.  Energy  City  Qatar  has  been  attracting  a  num- 
>er  of  local  and  international  firms  to  its  development.  They  are 
rawn  by  the  huge  business  potential  of  Qatar,  which  is  home  to  the 
world's  third-largest  reserves  of  natural  gas,  and  also  by  the  country's 
ro-business  outlook. 

"At  the  moment  the  bulk  of  clients  are  from  the  investor  devel- 
per  community  in  the  Middle  East.  However,  we  have  signed  up  a 
umber  of  end  users  from  the  energy  industry  from  both  Qatari  and 
iternational  arenas.  We  will  be  announcing  contracts  in  the  very 


Esam  Y.  Janahi,  CEO  and  Board  Member  of 
Gulf  Finance  House  and  Chairman  of  Energy  City  Qatar 


near  future,  so  I  should  not  preempt  that,  but  we  are  pleased  with 
both  sales  volume  and  the  profile  of  end  users." 

Qatar,  a  global  player  in  the  energy  industry,  already  hosts  a  num- 
ber of  international  energy  majors  such  as  Exxonmobil,  Royal 
Dutch  Shell  and  France's  Total.  The  country  currently  pumps  about 
800,000  barrels  of  oil  per  day  and  is  expected  to  begin  shipping 
some  77  million  tonnes  of  natural  gas  by  201 1,  making  it  the  world's 
largest  exporter  of  the  clean  fuel.  All  of  this  bodes  well  for  a  project 
that  is  increasingly  attracting  more  clients  and  investors,  Janahi  says. 

"Energy  City  Qatar  was  conceived  with  the  aim  of  providing 
global  and  regional  energy  sector  companies  with  a  technologically 
advanced  integrated  environment  that  would  cater  to  all  their 
needs.  And  thus  far,  we  continue  to  receive  positive  feedback  and 
interest  in  the  project. 

"The  responses  from  businesses  and  investors  continue  to  grow  in 
terms  of  scale  and  detail  demanded.  Energy  professionals  around  the 
world  are  aware  of  Qatar's  enormous  significance  in  global  energy 
provision  for  the  21st  century,  especially  surrounding  clean  gas- 
derived  fuels.  But  many  are  only  now  learning  more  about  Qatar  as 
a  friendly,  convenient  and  thriving  place  to  live  and  do  business. This 
has  of  course  been  helped  by  the  wonderful  success  of  the  Asian 
Games  and  giant  developments  such  as  Lusail.  Qatar  itself  is  a  very 
strong  selling  point  and  is  developing  an  increasingly  potent  profile 
internationally,"  he  says. 

This  perfect  combination  of  vision  for  the  future  and  determi- 
nation to  create  a  leading  energy  hub  to  do  business  means  that 
Qatar  and  its  business  partners  will  reap  the  rewards  of  a  mutually 
beneficial  relationship  for  years  to  come. 


i 


Esam  Y.  Janahi  is  one  of  the  main  founders  of  Energy  City  Qatar  and  is  currently  Chief  Executive  Officer  and  Member  of  the 
Board  of  Gulf  Finance  House.  He  is  Chairman  of  Gulf  Energy,  Chairman  of  Bahrain  Financial  Harbour,  Deputy  Chairman  of  Al 
Areen  Holding  Company,  and  Member  of  the  Shura  Council  in  Bahrain. 

Energy  City  Qatar  •  www.energycity.com 
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Qatar  Setting  New 
Benchmarks  in 
Sporting  Excellence 


Qatar  may  be  among  Asia's  smallest  nations  in  terms  of  its  physi- 
cal size,  but  its  modest  size  was  no  obstacle  in  successfully  hosting  the 
world's  second-largest  sporting  event.  The  15th  Asian  Games  were 
held  this  past  December  in  Qatar  and  staged  on  a  scale  never  before 
seen  in  the  55-year  history  of  the  Games. 

With  over  10,500  athletes  and  officials  from  45  countries  and 
regions,  all  eyes  were  on  Doha  as  it  readied  itself  for  the  39  sports 
and  424  events  that  took  place  during  the  two-week  period.  The 
energy-rich  country  invested  some  $2.8  billion  in  infrastructure 
upgrades,  new  sporting  facilities  and  operational  needs. 

For  Abdulla  Khalid  Al  Qahtani,  Director-General  of  the  Doha 
Asian  Games  Organising  Committee  (DAGOC),  hosting  such  a 
massive  event  successfully  brings  a  tremendous  degree  of  pride  for 
DAGOC  and  all  Qataris. 

"The  15th  Asian  Games  raised  the  stakes  for  Qatar  considerably, 
and  we  owe  a  great  deal  of  our  success  to  the  generous  support  of  the 
volunteers,  without  whom  we  would  not  have  achieved  such  success. 
Our  planning  and  execution  was  carefully  thought  out  in  the  context 
of  the  country's  vision.  From  the  earliest  days  we  identified  both  chal- 
lenges and  opportunities  for  excellence,  and  we  were  able  to  deliver 
what  we  feel  were  remarkably  organized  Games,"  he  says. 

The  Asian  Games  kicked  off  with  a  spectacular  opening  ceremony 
that  set  an  electrifying  tone  for  the  entire  1 5  days.  Reaction  from  the 
International  Olympic  Committee,  participants  and  spectators  alike  all 
suggested  that  Qatar  had  set  a  new  benchmark  for  future  host  nations. 

Hosting  any  large  sporting  event  comes  with  an  equally  large 
price  tag.  But  Qatar  was  determined  to  make  every  dollar  count 
and  maximize  its  investment  for  years  to  come.  All  infrastructure 
developed  was  in  agreement  with  the  national  development  plan  of 
the  country.  One  example  was  the  Athletes  Village.  During  the 
Games,  it  housed  over  10,500  athletes  and  officials. Today  it  is  being 
converted  into  a  Medical  City.  It  will  eventually  be  home  to  four 
new  hospitals  and  will  have  accommodations  for  medical  staff. 

"Everything  built  for  the  Games  revolved  around  the  framework  of 
our  national  development  plan;  that  was  to  construct  new  permanent 
venues  only  after  we  carefully  study  and  approve  their  post-Games  use 
with  related  organizations.  We  acted  upon  and  developed  our  plans 
and  made  decisions  within  those  parameters,"  explains  Al  Qahtani. 

Other  icons  used  during  the  Games  included  the  impressive 
ASPIRE  complex,  which  featured  seven  indoor  halls.  The  73,000- 


Abdulla  Khalid  Al  Qahtani 
Director-General,  Doha  Asian  Games  Organising  Committee 


square-meter  venue,  designed  by  French  architect  Roger  Taillibert, 
also  housed  a  6,000-seat  soccer  stadium  and  Olympic-size  swim- 
ming and  diving  pools.  The  facility  is  now  used  primarily  by  the 
ASPIRE  Sporting  Academy,  launched  in  2004  to  identify  young 
regional  athletes. 

"The  impact  of  the  Games  does  not  entail  just  the  upgrading  of 
existing  sports  facilities  and  the  construction  of  new  ones,  but  also 
the  development  of  the  country's  infrastructure  —  highways, 
transportation  system,  hotels  and  leisure  facilities.  However,  noth- 
ing compares  to  the  community  in  Qatar  acquiring  invaluable 
experience  from  hosting  the  Games,  which  will  pave  the  way  for 
more  sports  and  international  events  to  be  hosted  in  the  country," 
Al  Qahtani  adds. 

Qatar  is  now  eyeing  the  Olympic  Games  and  is  hoping  to  win  a 
bid  to  host  them  as  early  as  201 6. "We  have  long  stated  that  the  15th 
Asian  Games  is  the  beginning  of  a  process,  not  the  end.  All  this 
time,  Qatar's  focus  was  on  ensuring  the  success  of  Doha  2006.  We 
realized  our  work  will  be  evaluated  and  used  as  a  benchmark  for 
future  global  sporting  events. 

"More  importantly,  the  success  of  15th  Asian  Games  Doha  2006 
has  cemented  Qatar's  reputation  as  the  sporting  hub  of  the  Middle 
East.  The  Olympic  Council  of  Asia  has  also  acknowledged  this  fact. 
The  development  of  infrastructure  and  refurbishing  of  existing 
sporting  venues  is  aimed  at  proving  that  every  sports  arena  in  Qatar 
is  of  a  world-class  quality,  which  will  hold  Qatar  in  good  stead  in  the 
bid  for  future  Olympics." 


Abdulla  Khalid  Al  Qahtani  was  born  in  Qatar  on  March  4.  1970.  He  attended  Qatar  University,  where  in  1993  he  obtained 
his  bachelor  of  administration  and  economics,  majoring  in  accounting.  He  went  on  to  get  his  M.Sc.  in  accounting  from  the 
American  University  in  Washington  in  1998,  and  in  the  same  year  he  became  a  Certified  Public  Accountant  (CPA). 

Since  2000  he  has  been  studying  for  his  Ph.D.,  but  this  has  had  to  take  a  back  seat  since  he  has  taken  up  the  reins  as  Director- 
General  of  the  Doha  Asian  Games  Organising  Committee. 

DAGOC  •  www.doha-2006.org 


By  Robert  Lenzner 


OR  MOST  OF  THREE 
decades  James  (Jim)  Tisch 
learned  the  art  of  investing 
at  the  hand  of  his  famous 
father,  the  blunt-spoken, 
buy-it-cheap  financier 
Laurence  A.  Tisch.  Larry 
and  his  younger  brother, 
Preston  S.  (Bob)  Tisch,  built  the  family  busi- 
ness— Loews  Corp. — on  a  patchwork  of 
neglected  and  unloved  assets  in  troubled  or 
out-of-favor  industries:  tobacco  in  1968, 
insurance  in  1974,  oil  rigs  and  tankers  in  the 
1980s  and  1990s  ar  t;as  pipelines 

in  this  decade. 

Loews'  second  generation  of 
Tisches — Jim  as  chie  and,  as 

cochairmen,  his  oldei  Andrew, 
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Jim  and  Larry  Tisch,  2002. 


a  safety  net 


nderneath  me.  He  would 
nothing  bad  would  happen." 


and  Bob's  second-born  son,  Jonathan — 
officially  took  over  in  1999.  But  Jim 
would  continue  to  have  frequent  talks 
with  his  father,  who  was  just  down  the 
hall  most  days  of  the  week.  "My  father 
was  a  safety  net  underneath  me,"  says 
Jim  Tisch,  53.  "He  would  guide  me  in  a 
way  that  nothing  bad  would  happen." 

Larry  Tisch  was  diagnosed  with 
esophageal  cancer  in  2002.  He  spent  his 
last  days  at  New  York  University's  Tisch 
Hospital,  the  medical  center  on  which 
he  had  bestowed  $30  million  in  1989;  the 
Tisch  family  had  contributed  more  than 
$100  million  to  NYU  since  the  1960s.  He 
died  on  Nov.  15,  2003.  Bob  Tisch  died 
of  brain  cancer  on  the  same  date  two 
years  later. 

For  months  after  his  father  died,  Jim 
Tisch  would  rise  froi  his  desk  to  begin 
the  trek  down  the       vay  in  search  of  a 


consult  with  his  dad.  He  and  his  brother 
and  cousin  faced  urgent  business.  Low  oil 
prices  had  the  company's  drilling  rigs 
pumping  out  losses.  Its  Lorillard  Tobacco 
was  under  siege  with  lawsuits  seeking 
$145  billion  in  damages  for  smoking 
deaths.  The  Loews  hotel  chain  still  reeled 
two  years  after  Sept.  11.  And  CNA,  the 
nations  seventh-largest  commercial  lines 
insurer,  had  been  battered  with  losses 
from  asbestos  claims  and  bad  pricing. 
CNA  was  in  danger  of  losing  a  substantial 
amount  of  its  business. 

"We  were  scrambling  to  save  it,"  Jim 
says.  There  was  a  risk  that  the  credit  agen- 
cies would  give  them  a  ratings  downgrade 
that  might  spill  over  to  all  of  Loews.  Wall 
Street  doubted  that  the  second  generation 
could  replace  Larry  and  Bob  and  solve  the 
problems  facing  Loews. 

Jim  Tisch  says  that  in  27  years  with 


his  father  at  Loews  he  can't  recall  ever 
hearing  explicit  praise — or  criticism — 
from  the  boss.  "He  wasn't  a  cheerleader, 
and  he  wasn't  controlling,"  James  says.  "I 
could  tell  when  he  was  pleased  by  the 
tone  of  his  voice  and  by  his  authentic 
reactions  to  what  was  happening." 

Larry  Tisch  would  have  been  proud, 
however,  of  how  his  sons  and  his  nephew 
have  fared  without  him.  Loews'  stock  has 
more  than  tripled  in  three  years,  driving 
the  value  of  the  family's  30%  stake  up  to 
well  over  $6  billion.  "Five  years  from 
now  the  stock  will  be  two  times  today's 
level.  I  can  see  us  growing  15%  a  year," 
Jim  says.  The  company  has  $5.6  billion  in 
cash,  up  from  $2  billion  in  2003;  its  net 
income  is  up  fourfold  to  an  annualized 
$2.4  billion  in  the  first  nine  months 
of  2006. 

The  second-generation  triumvirate 
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have  pulled  this  off  by  emulating  Larry 
Tisch's  strengths:  picking  undervalued 
properties,  avoiding  debt  and  caring  more 
about  cash  accumulation  than  net 
income.  They  also  have  avoided  a  repeat 
of  the  patriarch's  biggest  mistake,  which 
was  to  bet  on  the  markets  direction.  Larry 
Tisch  ran  up  $2.5  billion  in  pretax  losses 
from  1995  to  1999  shorting  the  S&P  500. 

Jim  Tisch  isn't  shooting  craps  with 
stock  futures — or  with  glamour  stocks.  "I 


combined  stake  of  those  family  members 
whose  share  positions  are  publicly  dis- 
closed comes  to  22%.  Money  managers 
Davis  Select  Advisers,  with  9.6%,  and 
Dodge  &  Cox,  with  5.7%,  have  backed  the 
Tisches  through  thick  and  thin.  A  tender 
offer  at  a  premium  might  be  hard  to  resist. 

The  Loews  discount  is  Jim's  obsession. 
He  monitors  it  minute  by  minute  on  his 
computer  screen.  "It's  not  a  crime  to  think 
the  stork  could  trade  at  parity  to  the  sum 


company  as  a  whole  gets  short  shrift 
from  analysts  who  follow  each  distinct 
industry.  When  trouble  arises  in  one  sec- 
tor, analysts  in  that  field  can  sour  on  the 
whole  company.  At  the  annual  meeting 
last  April  Wall  Street  analysts  who  fol- 
low oil  walked  out  after  the  Diamond 
Offshore  presentation,  natural  gas  ana- 
lysts after  the  Boardwalk  presentation, 
insurance  analysts  after  the  CNA  presen- 
tation. After  the  head  of  Lorillard  got  up 


buy  a  I 

■ 

Dusiness 

ibout  how  much  money  we  can  make— 

we  think  about  how  much  money  we  can  lose." 

don't  understand  the  implications  in  tech- 
nology and  the  Internet,"  he  says.  "I 
understand  buying  an  asset  below  its 
value,  like  an  offshore  rig.  Just  keep  it 
painted.  In  the  technology  model  you 
have  to  change  it  constantly  to  be  able  to 
compete." 

While  Larry  could  be  cryptic  and 
guarded  about  his  plans,  Jim  has  wooed 
Wall  Street  with  transparency.  In  four 
years  he  has  staged  six  stock  offerings  in 
Carolina  Group  (largely  Lorillard's  New- 
port cigarette  business),  hauling  in  $3.8 
billion;  he  also  has  done  two  offerings  of 
Boardwalk  gas  pipeline  company,  collect- 
ing $250  million.  These  sales  and  climb- 
ing oil  prices  ultimately  fueled  the  rise  in 
Loews'  stock. 

This  same  transparency,  however, 
could  pose  a  problem:  The  numbers  make 
it  clear  that  Loews'  stock,  despite  its  rise, 
trades  at  a  discount  to  its  likely  breakup 
value  (see  table,  p.  102).  One  thing 
repelling  potential  raiders  is  some  uncer- 
tainty over  the  corporate  capital  gain  tax 
that  would  be  owed  in  a  liquidation.  Still, 
says  Jim  warily,  "They  could  make  a 
killing  if  the  offer  was  made  with  bor- 
rowed money."  In  a  later  conversation  he 
amends  that,  depicting  the  raider  threat  as 
j a  remote  one.  But  is  it  truly  remote? 
Nature  abhors  a  vacuum  and  Wall  Street 
abhors  a  discount. 

The  Tisches  do  not  control  this  com- 
Ipany  with  any  supervoting  shares.  The 


of  its  parts — or  even  at  a  premium  to 
that,"  he  maintains.  "It's  not  unreasonable 
to  think  the  stock  could  be  $50  instead  of 
$40."  Andy  Tisch,  cochairman,  says  the 
discount  has  prompted  a  steady  stream 
of  financiers  to  propose  schemes  to 
recapitalize  the  company.  "None  of  them 
make  sense,"  Andrew  says,  because  of  tax 
problems. 

Wall  Street  views  the  company  as  a 
hodgepodge,  and  it  is.  In  addition  to 
Newport  cigarettes,  energy  and  insur- 
ance, its  holdings  splay  out  across  hotels, 
gas  pipelines  and  wristwatches.  Thus  the 


BobTischin  2004 


to  speak  only  a  handful  of  research 
people  remained. 

The  amalgam  resulted  from  a  willing- 
ness by  the  elder  Tisches  to  invest  any- 
where they  could  find  overlooked  values. 
"Larry  was  a  great  entrepreneur,  his 
brother  Bob  a  talented  operating  execu- 
tive. Jimmy  combines  the  talents  of  both," 
says  Loews  board  member  Charles  Diker, 
chairman  of  hospital  supplies  vendor 
Cantel  Medical. 

"Jimmy  earned  his  stripes  under 
adversity,"  adds  Paul  Fribourg,  a  Loews 
director  and  chairman  of  ContiGroup,  a 
global  food  company. 

Jim's  first  crisis  came  as  his  father  lay 
in  a  New  York  hospital:  CNA  "was  on  the 
intensive  care  list,  too,"  he  says.  The  insur- 
ance giant  had  to  take  $4.5  billion  in 
charges  from  selling  off  insurance  lines  in 
life  and  group  health  to  reduce  its  expo- 
sure. To  assuage  the  credit  agencies, 
Loews  made  an  emergency  capital  trans- 
fusion of  $2.9  billion. 

"I  always  focused  on  knowing  the 
downside  risk,  just  as  my  father  taught  me. 
I  knew  I  had  to  go  day  to  day  maintain- 
ing an  air  of  realistic  optimism,"  Jim  says. 

Three  years  later  CNA  shares  have 
more  than  doubled  to  $41.  Jim  Tisch 
expects  the  business  to  start  paying  divi- 
dends soon,  helping  Loews'  cash  pile. 

The  architect  of  this  turnaround  is  a 
lean,  unpretentious  Phi  Beta  Kappa 
graduate  of  Cornell  and  a  Wharton 
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M.B.A.  Jim  joined  the  family 
business  out  of  school  and 
never  has  worked  anywhere 
else.  His  father  was  known  as  a 
shrewd  and  incisive  investor 
who  could  be  unapologetically 
intimidating  and  frugal.  In  the 
late  1980s,  when  he  had  won 
control  of  CBS  with  just  a  25% 
stake,  he  once  chided  his  CBS 
Records  chief  for  ordering  a  $5 
bagel  when  they  had  breakfast 
at  the  Beverly  Hills  Hotel.  He 
never  wrote  a  memo,  and  he 
eschewed  meetings  in  favor  of 
the  drop-by  to  get  information. 

While  Larry  Tisch  was  intu- 
itive and  autocratic,  Jim  is  low-key  and 
more  collegial.  He  consults  with  brother 
Andy  and  cousin  Jon  on  every  major 
decision;  Andy  watches  over  Bulova  and 
Lorillard,  and  Jon  runs  hotels.  Jim  and 
Andy  visit  every  hotel  property  Jon  wants 
to  buy  before  approving  the  deal.  (All 
three  men  earn  salaries  in  the  $2  million 
range.) 

Energy  accounts  for  33%  of  Loews  $30 
billion  in  total  assets.  This  diversification 
began  in  the  1980s,  as  a  much  younger 
Jimmy,  with  the  support  of  his  father  and 
uncle,  bought  six  tankers  during  a  slide  in 
oil  prices,  for  $5  million  each.  The  down- 
side was  limited;  after  all,  these  floating  hulks 


Sum  of  the  Parts 


Company 

Loews'  Stake 
share  %     value  (Sbil) 

CNA  Financial 

89% 

•  $9.9 

Diamond  Offshore  Drilling 

54 

6.0 

Cash1 

100 

4.8 

Carolina  Group 

38 

4.5 

Boardwalk  Pipelines 

81 

3.1 

Miscellaneous2 

100 

1.3 

Loews  Hotels 

100 

1.1 

TOTAL 

30.73 

Prices  as  of  Jan.  31.  'Net  of  debt.  2  Includes  Bulova,  and  other 
assets.  3Before  capital  gains  taxes  ($56  per  Loews  share).  Sources. 
Citibank;  FT  Interactive  Data  via  FactSet  Research  Systems. 


to  operate  one)  and  sits  comfortably  on  an 
$8  billion  order  backlog. 

Jim  lined  up  another  energy  bet  after 
Enron's  collapse  in  2001.  He  bought  two 
distressed  natural  gas  pipelines,  Texas  Gas 
Transmission  and  Gulf  South,  for  cash  of 
only  $2.1  billion.  Then  he  had  the  two  gath- 
ering systems  and  pipelines  physically 
connected  and  consolidated  them  into  a 
company  called  Boardwalk  Pipelines — 
and  took  that  company  public. 

In  late  2005  Loews  took  in  $280  mil- 
lion selling  a  14.5%  stake  in  Boardwalk 
to  the  public.  The  public  loved  the  shares 
because  the  pipeline's  earnings,  sheltered 
from  tax  by  depreciation  charges,  turn 


sells  its  own  shares.  And  that's 
what  these  Carolina  certificates 
are — shares  of  Loews,  not  of 
Lorillard. 

Carolina  also  provided  Loews 
with  legal  advantages.  If  the  ciga- 
rette company  had  gone  public  it 
would  have  had  to  have  its  own 
board  of  directors,  potentially 
working  at  cross-purposes  to  the 
Loews  board.  Such  complexities 
are  not  needed  in  an  industry  that 
is  already  a  legal  cesspool.  "Right 
now  everyone's  interests  are 
aligned,"  says  Jim  Tisch.  Did  Tisch 
sell  too  soon?  Carolina  shares 
came  out  at  $28  in  2002.  It  now 
trades  at  $68  after  five  more  tranches  have 
been  sold. 

Never  mind  raiders.  Might  the 
Tisches  themselves  someday  bust  up  the 
company  their  fathers  built?  They  say 
absolutely  not.  But  whether  they  are  on 
the  buying  or  the  selling  end  of  a  Loews 
buyout  deal  they  would  presumably  be 
better  off  if  the  corporation  weren't  fac- 
ing a  stiff  capital  gains  tax.  The  federal 
rate  for  corporations  is  35%.  A  Loews 
lobbyist  is  trying  to  persuade  lawmak- 
ers to  give  corporations  the  same  15% 
rate  that  individuals  enjoy.  Not  an  easy 
sale  to  a  Democratic  Congress,  although 
a  case  could  be  made  that  cutting  the  tax 


"Five 


stock  will  be  double 


would  make  nice  pieces  of  scrap  steel.  That 
never  happened.  Loews  sold  the  ships  for 
$50  million  apiece  eight  years  later. 

Next  energy  play:  drilling  equipment. 
Being  a  wildcatter  is  risky.  But  selling  serv- 
ices to  wildcatters  is  not  risky,  at  least  not  if 
you  buy  the  hard  assets  during  a  down  cycle. 
Ten  offshore  drilling  rigs  that  Loews  bought 
for  $50  million  in  1989  formed  what  became 
Diamond  Offshore  Drilling;  Loews  raked  in 
$338  million  taking  a  30%  piece  of  this  op- 
eration public  in  1995.  These  days  Diamond, 
where  Jim  Tisch  is  chief  exa .  itive,  leases  out 
rigs  at  $200,000  to  $500,000  a  day  (compared 
with  its  cost  of  $30,000  to  '  a  day 


into  fat  dividends.  Jim  Tisch  loved  the 
deal  because  it  brought  transparency  to 
his  hodgepodge. 

Restructuring  the  tobacco  asset  was 
Jim's  most  sophisticated  financial  feat. 
Carolina  is  not  a  subsidiary  but  a  tracking 
stock  entitling  holders  to  an  interest  in 
the  cash  flow  that  Loews  receives  from 
Lorillard  (or,  more  precisely,  an  interest 
in  62.3%  of  the  cash  flow;  Loews  retains  a 
three-eighths  stake).  A  little  tax  ingenuity 
came  into  play.  When  a  corporation  sells 
off  an  appreciated  asset  it  must  ordinarily 
pay  tax  on  the  gain  realized.  But  there  is 
no  gain  recognized  when  a  corporation 


would  unlock  values  and  increase  fed- 
eral tax  revenues. 

"My  brother  Andy  says  Larry  would 
be  incredulous  that  we  hired  a  lobbyist, 
an  investor  relations  firm  and  a  vice  pres- 
ident for  strategy,  and  I  totally  agree,"  says 
Jim.  He  probably  wouldn't  be  incredu- 
lous,- or  dismayed,  that  his  son  is  standing 
pat  for  now.  Jim  Tisch  is  in  no  hurry  to 
invest  Loews'  cash  hoard.  He  recalls  what 
he  learned  from  his  father.  "When  we 
buy  a  business  we  don't  think  about  how 
much  money  we  can  make — we  think 
about  how  much  money  we  can  lose,"  he 
says.  "I  like  to  sleep  at  night."  F 
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With  their  Goldendoodle 
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There  is  no  one  exactly  like  you.  Raymond 
James  financial  advisors  understand  your 
financial  needs  are  just  as  unique.  That's 
why  they  have  the  complete  freedom  to  offer 
unbiased  advice  that's  right  for  you  and  your 
business.  There's  a  culture  of  independence 
here.  One  that's  focused  on  the  individual. 
One  that's  as  unique  as  you  are. 
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Pontics  

I  OUR   MILES   SOUTH  OF 
I  downtown  Los  Angeles  sits 
the  city  of  Vernon,  a  five- 
HBHHj  square-mile  industrial  en 

^^^^^  clave  of  meatpacking  plants, 

aBH  warehouses  and  paint-mixing 
■H  factories.  There's  not  much  to 
see,  but  smells  are  plentiful,  courtesy  of  a  ren- 
dering factory  that  boils  the  dead  pets  of 
southern  California  into  grease  and  high-pro- 
tein animal  feed. 

Only  92  people  live  in  Vernon.  There 
are  no  parks,  schools,  libraries,  health 
clinics  or  grocery  stores.  The  only  four 
restaurants  close  by  4  p.m.  By  sundown 
the  44,000  workers  who  commute  here 
have  all  fled  the  stench. 

Vernon's  leaders  like  it  that  way.  Cali- 
fornia's tiniest  city,  if  you  want  to  call  it  a 
city,  is  one  of  the  nation's  most  lasting  and 
efficient  political  machines,  run  almost 
entirely  for  the  benefit  of  a  handful  of 
rarely  opposed,  extremely  well-paid  politi- 
cians. Vernon  should  have  been  sub- 
sumed long  ago  into  the  surrounding  city 
of  L.A,  but  its  independence  is  a  strange 
and  stark  example  of  how  a  democracy 
can  become  a  dynasty. 

Vernon  is  run  by  two  families:  the 
Malburgs  and  the  Malkenhorsts,  neither 
of  which  agreed  to  be  interviewed.  The 
bespectacled  Leonis  C.  Malburg,  77, 
whose  grandfather  founded  Vernon  in 
1905,  has  been  mayor  for  33  years.  Bruce 
Malkenhorst,  71,  was  for  32  years  the  city 
administrator  as  well  as  clerk,  finance 
director,  treasurer,  redevelopment  agency 
secretary  and  chief  executive  of  the  utility 


Welcome  To 

Paradise 


The  city  fathers  of  Vernon,  Calif,  run  their  tiny  town  like  a  family 
business,  with  unchecked  power,  pay  and  perks  |  By  Evan  Hessel 
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Vernon  Light  &  Power.  The  city  was 
reportedly  paying  him  $600,000  a  year, 
more  than  twice  what  L.A.s  mayor  earns, 
until  he  resigned  all  posts  unexpectedly 
and  without  public  announcement  in 
2005.  By  most  accounts  Malkenhorst  still 
pulls  the  strings.  His  appointed  successor 
is  his  42-year-old  son,  Bruce  Jr. 

Theirs  is  a  benign  dictatorship.  Who 
would  run  against  them?  Outsiders  hop- 
ing to  move  into  town  are  denied  housing 
permits  and  Vernon's  32  houses  and 
apartments  are  owned  by  the  city  and 
leased  to  its  employees  for  as  little  as  $150 
per  month.  In  1980  Malkenhorst  Sr. 
evicted  a  former  cop  from  his  Vernon- 
owned  house  after  he  ran  against  Malken- 
horst's  favored  candidates.  Last  year  the 
state  Superior  Court  forced  Malkenhorst 
Jr.  to  move  ahead  with  an  election  he  had 
derailed  on  the  grounds  that  the  three 
challengers  had  moved  in  illegally.  Once 
the  votes  were  counted,  the  incumbents 
won  anyway — in  a  landslide. 

The  law  is  getting  around  to  Vernon. 
In  November  the  Los  Angeles  district 


Vistas  of  Vernon  (clockwise  from 
far  left)-  The  102-year-old  city. 
California's  smallest,  was  founded 
at  the  nexus  of  railroads  and  the 
mighty  Los  Angeles  River;  one  of 
the  city's  32  residences;  a  typical 
business,  proving  Vernon's  motto, 
"Exclusively  Industrial." 
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attorney's  office  handed  down  indict- 
ments against  Malburg,  his  wife  and  son 
and  Malkenhorst  Sr.  The  charges  are  triv- 
ial, but  they  could  put  an  end  to  Vernon's 
machine:  Mayor  Malburg  is  charged  with 
voting  in  Vernon  but  living  1 1  miles  away 
in  the  tony  nabe  of  Hancock  Park, 
Malkenhorst  with  diverting  $60,000  in 
city  funds  to  reimburse  himself  for  golf 
trips,  massages  and  political  campaign 
donations.  The  city  was  also  paying  for  his 
round-trip  limo  commutes  from  his  $2.3 
million  home,  37  miles  away  in  Hunting- 
ton Beach,  Calif. 

The  Malkenhorsts  and  Malburg  run 
a  nice  little  business.  As  of  2005  Vernon 
had  $164  million  in  cash  and  liquid 
assets.  That  comes  to  $1.8  million  per 
resident.  (New  York  City  has  $2,000  per 
resident.)  The  city  collects  $36  million  a 
year  in  taxes  and  fees  and  spends  $40 
million  in  salaries,  benefits  and  services. 
The  gap  is  more  than  filled  by  the  cash 
from  Vernon  Power  &  Light,  which 
operates  a  134-megawatt  gas-fired  gen- 
eration station  for  the  city's  industrial 
base.  It  produces  a  $17  million  profit  on 
revenue  of  $111  million.  Malkenhorst 
also  floated  $49  million  in  tax-free 
bonds  to  redevelop  property  and  add 
another  stream  of  tax  revenues.  That 
generates  $5  million  a  year  in  revenue. 

But  bigger  plans  are  afoot.  Working  its 
way  through  the  California  Energy  Com- 
mission is  a  proposal  to  begin  building  a 
940-megawatt  power  plant  in  Vernon  later 
this  year.  The  city's  peak  power  demand  is 
only  a  fifth  of  that;  the  balance  could  be 
sold.  The  project  has  drawn  fire  from 
environmentalists  and  nearby  communi- 
ties, but  if  it  gets  built,  it  could  generate  an 
estimated  $360  million  in  annual  revenue, 
or  $4  million  per  resident. 

Vernon  around  the  turn  of  the  20th 
century  was  a  stretch  of  unincorporated 
grassland  near  Los  Angeles'  burgeoning 
downtown,  until  John  B.  Leonis  arrived 
from  the  Basque  region  of  southern 
France  in  1896.  He  persuaded  the  rail- 
roads to  run  spurs  to  his  property  and, 
with  a  couple  of  fellow  ranchers,  incorpo- 
rated the  area  as  the  city  of  Vernon. 

Leonis  created  a  playground,  leasing 
property  for  a  baseball  stadium,  a  7,000- 
seat  boxing  arena  and  the  "worlds  longest 


bar,"  100  feet  long  and  manned  by  37  bar- 
tenders. As  East  Coast  industrialists 
trekked  to  Vernon  for  heavyweight  bouts, 
Leonis  pitched  them  on  locating  their 
West  Coast  factories  in  his  hamlet.  By  the 
1930s  Owens-Illinois,  Studebaker  and 
Alcoa  had  opened  there,  buying  subsi- 
dized electricity  from  the  new  utility,  Ver- 
non Light  &  Power.  When  Leonis  died  in 
1953  he  left  an  estate  reportedly  worth  $8 
million,  including  several  parcels  of  land, 
to  his  grandson  Leonis,  who  had  grown  up 
shooting  BB  guns  in  Vernon's  stockyards. 
Leonis  Malburg  first  won  a  council  seat  in 
1956  and  was  elected  mayor  in  1974. 
Vernon's  finances  were  shaky  then.  In 


The  indicted: 
Mayor  Leonis  Malburg 
and  Bruce  Malkenhorst  Sr. 

1975  the  council  hired  a 
brash  37-year-old  finance 
official,  Bruce  V.  Malken- 
horst, to  cut  costs.  In  1978 
he  fired  the  entire  90-man 
fire  department  after  they 
went  on  strike.  He  also 
slashed  Vernon's  police 
department  in  half. 

His  power  cemented,  Malkenhorst 
went  on  to  use  Vernon's  taxpayer- subsi- 
dized capital  to  attract  more  businesses 
and  sloshed  the  profits  from  Light  & 
Power  around  Vernon  as  he  pleased. 
Among  the  more  curious  transactions  was 
a  one-time  $68  million  transfer  in  2004 
from  the  utility  to  the  city's  general  fund. 
The  transfer  was  accounted  for  as  a  repay- 
ment for  debts  accrued  by  the  utility  since 
1934,  but  the  liability  was  unmentioned 
in  the  prior  year's  financials. 

But  Malkenhorsts  enterprise  was  sud- 
denly thrown  into  peril  at  a  city  council 


meeting  in  September  2004.  The  council 
wanted  to  discuss  an  85-page  report  by 
Eduardo  Olivo,  who  had  been  Vernon's 
city  attorney  for  the  past  five  years.  Olivo 
had  documented  dozens  of  allegedly 
bogus  expense-account  reimbursements 
claimed  by  Malkenhorst.  Malburg,  with 
Olivo  absent,  derided  his  claims  as  the 
fantasies  of  a  disgruntled  employee. 
Malkenhorst  fired  Olivo  the  next  day  and 
slapped  him  with  a  lawsuit  for  breach  of 
contract  and  negligence.  The  district 
attorney's  office  of  Los  Angeles  County 
got  wind  of  the  report,  which  led  to  the 
investigation  that  culminated  in  the 
indictments  in  November. 

Malburg,  his  wife,  his  son  and 
Malkenhorst  have  all  pleaded  not  guilty  in 
their  cases.  At  a  hearing  in  January  the 
mayor  and  ex-administrator  didn't  so 
much  as  acknowledge  each  other  in  court. 
Malburg  shuffled  silently  out  of  the  court 
at  the  end  of  the  hearing.  Malkenhorst,  by 
contrast,  appeared  upbeat  and  firmly 
gripped  the  hands  of  well-wishers  on  his 
way  out. 

The  state's  power  regulators  continue 
to  review  the  plans  for 
Vernon's  massive  new 
generator.  At  a  public 
hearing  in  November 
Vernon's  power  czar  said 
the  plant  would  provide 
the  area  with  "reliable, 
stable,  available  power."  It 
will  also  emit  881  tons 
a  year  of  particulates 
and  carcinogens  into  one 
of  southern  California's 
most  polluted  regions.  At 
the  November  hearing 
17-year-old  Ryan  Perez,  a  student  at 
nearby  Huntington  Park  High  School, 
slammed  the  project.  "Vernon  is  on  three 
sides  of  us,"  he  said.  "It's  already  a  horrible 
environment  to  live  in  and  to  play  in  and 
to  have  to  go  to  school  in.  And  to  add 
something  else  which  will  increase  the 
pollution  is  just  not  right." 

In  a  saner  world  Vernon  would  be  just 
another  neighborhood  in  the  city  of  Los 
Angeles.  But  with  no  democratic  process 
in  place  to  check  its  leaders,  Vernon  will 
continue  to  create  spoils  for  a  few  and  a 
toxic  stench  for  everyone  else.  F 
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lommerce— the  age-old  act  of  buying  and  selling— is  the  foundation  of  global  business.  Yet,  the  modest  act  of 
payment  makes  it  all  possible.  Even  small  improvements  in  your  company's  payment  process  could  add  millions 
:o  the  bottom  line.  Imagine  what  big  improvements  could  do.  Visit  us  at  visa.com/commerce,  or  speak  with  your 
lommercial  Banker,  and  learn  how  Visa  can  help  your  company  cut  costs,  manage  cash  flow  better,  and  turn 
Dayment  into  a  whole,  new  strategic  advantage. 
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ealth  clubs  are  bulking  up,  and  the  brawni-  I 
est  of  them  is  LIFE  TIME  FITNESS  (53,  LTM),  a  | 

I  chain  of  60  fitness  centers  usually  attached  ■ 
to  suburban  office  parks.  Life  Time's  earnings  per  share  have  increased 
from  2  cents  in  2002  to  $1.31.  Since  being  offered  to  the  public  in  June 
2004,  the  shares  have  tripled.  They  trade  at  39  times  earnings. 

With  their  brick  exteriors,  large  windows,  swimming  pools  with 
water  slides,  beauty  salons  and  beautifully  landscaped  property,  Life 
Time's  centers  have  the  feel  of  a  resort.  The  company  is  unique  in 
that  it  typically  owns  the  land  and  buildings— which  at  110,000 
square  feet  are  twice  the  size  of  the  competitions.  Rivals  Bally  Total 
Fitness  and  Town  Sports  International  are  in  the  red.  Industrywide 
problem:  The  number  of  clubs  is  growing  faster  than  the  number  of  members. 

Life  Time's  financial  physique  is  also  weakening,  although  investors  haven't  gotten 
wise  to  this  yet.  A  large  part  of  Life  Time's  revenue  growth  comes  from  expansion, 
but  the  company  isn't  generating  enough  cash  to  finance  it  and  so  has  taken  on  a  lot 
of  debt.  The  pretax  profit  margin,  18.1%  during  2006s  third  quarter,  fell  slightly  year- 
over-year.  Two  factors  boosting  earnings  growth  that  are  not  sustainable  indefinitely 
are  a  declining  tax  rate  (over  the  past  two  years)  and  a  lower  provision  for  doubtful 
accounts  despite  higher  writeoffs. 

Comparable  center  revenue  growth  has  fallen  each  of  the  past  three  years,  from 
22.3%  in  2002  to  8.3%  during  2006s  third  quarter.  For  what  the  company  calls  mature 
centers  (those  that  have  been  open  at  least  37  months),  revenue  went  up  only  3.1%  in 
the  third  quarter.  Admits  Life  Time's  chief  financial  officer,  Michael  Robinson: 
"Clearly,  the  incremental  growth  is  being  driven  by  new  centers." 

Since  going  public,  the  company  has  generated  cash  flow  (roughly  speaking,  net 
income  plus  depreciation)  that  fell  $227  million  short  of  capital  expenditures.  Debt, 
mostly  from  mortgaging  some  of  its  centers,  is  at  87%  of  equity.  Short  the  stock. 

— Michael  K.  Ozanian 


Tanker  Tales 


The  runup  in  oil  prices  beginning  in  2002 
was  very  kind  to  the  stock  price  of  FRONT- 
LINE (33,  FRO),  the  world's  largest  tanker 
company.  But  when 
oil  prices  declined  last 
fall,  earnings  dwindled 
27%  to  $447  million  for 
2006.  The  stock  has 
tumbled  from  the  52- 
week  high  of  $44  in 
August. 

Still,  Frontline  has  been  clever  in 
adversity,  says  Omar  Nokta,  a  marine 
transport  analyst  at  Dahlman  Rose  8c  Co. 
When  the  UN  mandated  that  all  single- 
hulled  tankers  must  be  replaced  with 
double-hulled  ones  by  2010,  Frontline 
responded  by  converting  five  old 
tankers  into  floating  heavy  cargo  bear- 
ers— they  carry  loads  like  oil  rigs — and 
selling  them. 

Frontline  appears  to  be  shipshape  for 
the  long  haul.  The  U.S.  and  China  still 
thirst  for  oil,  whatever  its  cost.  Frontline's 
49%  operating  (Ebitda,  that  is)  margin 
easily  outdoes  General  Maritime  Corpo- 
ration's (39%)  and  Teekay  Shipping's 
(24%).  At  five  times  trailing  earnings, 
Frontline  is  the  cheapest.  It  also  has  an 
18%  dividend  yield. 

—Zack  O'Malley  Greenburg 

Riding  the  Rails 

Rail  freight  growth  is  moving  faster  than 
Casey  Jones'  last  ride. 
Rail  container  maker 
FREIGHTCAR  AMERICA 
(59,  RAIL)  has  responded 
by  ramping  up  produc- 
tion 39%  last  year.  It's 
increasing  the  number  of 
cars  built  at  low-cost 
factories,  says  UBS  analyst 
Jason  Feldman.  Large  customers  include 
Norfolk  Southern. 

FreightCar  doubled  earnings  to 
$95  million  for  the  first  nine  months  of 
2006.  With  a  P/E  of  6,  FreightCar  trades 
at  well  below  its  competitors,  American 
Railcar  Industries  (21)  and  Trinity 
Industries  (13). 

— Tatiana  Serafin 
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HOUSING  BOOM! 


DON'T  BUY  IT.  FOR  MONTHS  NOW  THE  DEBATE  HAS 
been  over  whether  America  will  have  a  hard  landing 
or  soft  landing,  the  answer  hinging  on  how  big  2007  s 
housing  disaster  turns  out  to  be.  Well,  there  won't  be 
any  housing  disaster.  We  won't  have  a  landing  at  all, 
soft  or  hard.  Right  now  the  U.S.  and  global  economies  are  both 
accelerating. 

You  can  see  right  through  the  housing  crash  story  by  looking 
at  the  prices  of  housing  stocks.  The  market  knows  what  the  eco- 
nomic worrywarts  do  not,  which  is  that  the  housing  sector  is 
already  making  a  comeback.  In  the  last  six  months  housing 
stocks  are  up  24%,  well  ahead  of  the  overall  market.  If  housing 
were  destined  to  fall  apart  in  2007  these  stocks  wouldn't  be  so 
strong  now. 

Did  you  know  that  housing  sales  are  up  in  the  last  few 
months,  not  down,  and  that  inventories  are  lower  than  six 
months  ago?  We're  accelerating,  not  landing.  This  is  true  not  just 
in  housing  but  also  pretty  much  across  the  board. 

The  consensus  forecast  is  for  single-digit  S&P  500  earnings 
growth  tied  to  a  slowing  economy.  Disbelieve  it.  Experts'  fore- 
casts have  been  too  low  for  four  years  and  will  be  now.  First,  the 
accelerating  economy  will  deliver  earnings  that  exceed  expecta- 
tions. Second,  the  analysts  polled  for  these  consensus  numbers 
never  factor  in  the  effect  of  corporate  purchases  of  stock  for  cash. 
Whether  a  company  is  buying  in  its  own  shares  or  taking  over 
another  company,  the  acquisition  of  equity  stakes  (if  done 
cheaply  enough)  raises  earnings  per  share. 

Not  since  the  late  1950s  have  sustained  fundamentals  (low  i 
long-term  interest  rates  and  low  price/earnings  ratios)  so  strongly 
favored  corporations  shrinking  equity.  My  firm's  count  of  last 
year's  buybacks  and  takeovers,  less  new  stock  issuance,  was  $585 
billion,  or  4.5%  of  gross  domestic  product.  That  will  be  even 
higher  in  2007  as  more  players  learn  this  game. 

Along  with  sales  growth  comes  productivity  growth.  Com- 
panies are  hiring  but  not  in  proportion  to  the  gains  in  their  top 
lines.  The  result  is  higher  productivity,  which  feeds  into  rising 
profits  and  living  standards.  The  Federal  Reserve  probably  won't 
cut  interest  rates  soon,  but  it  doesn't  need  to.  The  economy  is  I 


humming  along  without  any  artificial  boost. 

This  is  a  time  to  own  stocks.  Here  are  some  companies  that 
will  participate  in  the  prosperous  economy  of  2007: 

Home  builder  Pulte  Homes  (34,  PHM)  is  the  second-largest 
U.S.  homebuilder  and  in  the  top  five  in  three-fourths  of  the 
largest  markets.  But  its  stock  has  lagged  recently.  At  1 1  times 
2007  earnings  and  60%  of  annual  sales  it's  far  too  cheap. 

If  the  hysteria  over  the  housing  pullback  has  taken  a  toll  on 
your  courage,  try  Toll  Brothers  (34,  TOL).  It's  half  of  Pulte's  size, 
more  expensive  (per  dollar  of  earnings)  but  less  risky.  It's  the 
largest  vendor  serving  the  affluent  end  of  the  housing  market, 
where  qualifying  for  a  mortgage  is  less  of  a  hur- 
dle. It  sells  at  19  times  depressed  earnings  that  will 
bounce  back  by  2008. 

Yet  another  builder  worth  owning  is  Beazer 
Homes  (44,  BZH).  At  $5.5  billion  in  sales  it's  the 
same  size  as  Toll  but  offers 
both  more  potential  reward 
and  more  risk  It  focuses  on 
the  Southeast  and  West 
Coast,  which  evoke  fears  of 
overbuilt  condo  markets. 
Beazer  shares  fell  35%  last 
year,  putting  them  at  30%  of 
annual  sales  and  18  times 
depressed  earnings.  Too 
cheap  for  a  well-managed 
company  like  this  one. 

Oil  may  rise,  oil  may 
fall.  Either  way  you  can  win 
with  a  pair  of  stocks  ideally 
bought  in  tandem.  One 
is  the  Norwegian  energy 
company  Statoil  (27,  STO). 
What's  keeping  the  shares  cheap?  Investor  misgivings  about  the 
holder  of  a  71%  stake  (the  Norwegian  government),  the  com- 
pany's recent  purchase  of  Norsk  Hydro's  energy  business  and 
regulatory  issues  delaying  the  startup  of  new  projects.  But  this 
is  a  good  company,  soon  to  be  the  world's  largest  producer  of 
offshore  oil  and  gas.  It's  cheap  at  10  times  likely  2007  earnings 
and  90%  of  annual  sales. 

But  falling  oil  prices  help  U.S.  fertilizer  maker  Agrium  (35,  AGU). 
Its  product  line  is  boring — ammonium  nitrate,  phosphate  and 
potassium  fertilizers.  A  stronger  corn  planting  this  year  could  boost 
revenue.  Still,  no  one  sees  this  company  as  a  reverse  energy  play.  It 
takes  a  lot  of  energy  to  mine  potash  and  phosphates;  the  nitrogen 
fertilizers  come  from  natural  gas.  Falling  prices  for  oil  and  natural 
gas  will  help  Agrium  more  than  they  will  hurt  it  by  depressing  the 
demand  for  com  ethanol  (and  thus  for  corn  fertilizers). 

Buy  Statoil  and  Agrium  together.  Your  mini-hedge  fund 
should  do  well  no  matter  which  way  oil  goes.  F 


Not  since  the 
1950s  have  the 
fundamentals 
(low  interest 
rates  and  low 
price/earnings 
ratios)  so 
strongly  favored 
corporations 
shrinking  equity. 
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Money  manager  Kenneth  L.  Fisher's  latest  book  is  The 
Only  Three  Questions  That  Count  (John  Wiley,  2007). 
Visit  his  home  page  at  www.forbes.com/fisher. 
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Parent  vanishes  from  Saturday  playtime. 


Don't  let  the  office  keep  you  away  from  the  people  you  care  about.  With 
aoToMyPC  you  can  access  everything  on  your  office  PC  from  home,  the 
oad,  an  Internet  cafe  -  anywhere  with  Internet  access.  You'll  never  miss 
Saturday  playtime  again. 

Stop  disappearing.  Stay  connected. 


GoToMyPC 

ACCESS  YOUR  PC  FROM  ANYWHERE 

Try  It  Free  for  30  Days 

gotomypc.com/forbes 


Itocks  Jim  Oberweis 


EXPLOSIVE  TECH 


GAUGING  THE  TECHNOLOGY  SPENDING  CYCLE  IS  A 
tricky  business,  a  matter  of  some  concern  to 
investors  considering  shares  of  tech  giants  like 
Microsoft  and  Intel.  On  the  other  hand,  innovative 
small-cap  companies  with  the  right  products  can 
still  blossom  even  in  the  face  of  a  tough  technology  cycle.  And 
when  a  company  has  both  great  products  and  the  tech  cycle  in  its 
favor,  growth  can  be  almost  magical. 

Finding  tomorrows  tech  winners  begins  with  looking  for  dis- 
ruptive products — products  that  can  change  industries  or  even 
create  new  ones.  Seek  out  companies  with  double-digit  net  mar- 
gins and  both  revenue  and  earnings  growth  of  at  least  30%  a  year. 
These  are  signs  that  customers  want  more  and  more  of  the  prod- 
uct and  are  willing  to  pay  more  and  more  for  it.  How  sustainable 
is  that  growth?  Make  sure  the  company  has  a  substantial  reinvest- 
ment in  research  and  development  to  fuel  future  products 
and  that  it  gets  orders  with  big  customers  for  those  upcoming 
products. 

Second,  look  for  scalability.  As  sales  accelerate,  is  the  incre- 
mental cost  of  production  much  lower  than  the  incremental  rev- 
enue opportunity?  For  technology  companies  that  develop  and 
license  intellectual  property,  incremental  licensing  revenue, 
minus  selling  expenses,  is  almost  all  profit.  It  doesn't  cost  any- 
thing to  copy  a  disc. 

Third,  look  for  a  high  barrier  to  competitive  entry.  Ideally,  we 
want  patent  protection  or  long-term  design  partnerships.  Finally, 
does  the  valuation  make  sense?  Don't  pay  a  price/earnings  ratio 
greater  than  the  percentage  points  in  the  company's  projected 
future  growth  rate.  Here  are  stocks  that  meet  my  criteria: 

Tessera  Technologies  (38,  TSRA)  develops  and  licenses  semi- 
conductor packaging  technology.  That  is,  manufacturers  like 
Micron  and  Samsung  pay  Tessera  for  the  designs  to  make  the 
cases  that  hold  the  chips.  Tessera's  patented  designs  allow  these 
buyers  to  produce  smaller  and  faster  chips  by  shrinking  the  semi- 
conductor package— used  in  PCs,  cell  phones,  digital  cameras. 

With  increasing  demand  for  ever  smaller  consumer 
electronic  products  Tessera  is  poised  for  strong  revenue 
growth.  My  growth  exp   ta  Hon  for  the  next  two  years:  60% 


a  year,  excluding  a  big  litigation  settlement  payment  received  in 
2006.  P/E  against  likely  2007  earnings:  38. 

Acme  Packet  (16,  APKT)  develops  session  border  controllers, 
which  are  small  pieces  of  hardware  crucial  to  the  next-generation 
Internet.  These  circuits  control  security  for  networks,  which  allows 
telecom  companies  to  simultaneously  offer  TV,  Internet  and  digital 
telephone  across  a  single  broadband  connection.  Patience  is 
needed  here.  The  movement  from  old-style  telecom  into  the  digi- 
tal packets  of  the  Internet  protocol  will  take  five  to  ten  years  to  play 
out.  Revenues  for  the  first  nine  months  of  2006  grew  1 58%  to  $60.4 
million,  and  the  company  broke  into  the  black.  Expect  future 
growth  of  as  much  as  100%  over  the  next  two  years. 
The  stock  trades  at  38  times  my  estimate  of  2007's 
expected  earnings. 

SimpleTech  (10,  STEC)  designs  flash  memory. 
Unlike  hard  drives,  this  kind  of  data  bank  (akin  to 
memory  sticks  you  use  to  move 
files  off  your  laptop)  has  no 
moving  parts  and  thus  is  ideal 
for  gear  requiring  a  high  toler- 
ance to  shock,  such  as  avionic 
data  recorders,  industrial  robots 
and  scientific  equipment.  Until 
recently  hard  drives  stayed 
comfortably  ahead  of  flash  in 
economics  (bytes  of  capacity 
per  dollar).  But  prices  for  flash 
memory  have  come  down,  and 
the  gap  has  narrowed  consider- 
ably. Expect  to  see  flash  drives 
begin  to  replace  hard  drives  in 
notebooks  and  mobile  PCs  in  2007.  SimpleTech  trades  at  16  times 
estimated  2007  earnings,  which  are  racing  ahead;  I  expect  growth 
of  40%  annually  over  the  next  two  years. 

Founded  in  2000,  DivX  (20,  DIVX)  began  public  trading  last 
September.  The  company  develops  software  that  compresses 
video  into  small  data  files  for  transmission  over  the  Internet. 
From  2002  through  2005  DivX  revenues  increased  at  a  com- 
pound annual  growth  rate  of  130%.  The  company  has  strong 
margins  already  and  incremental  costs  that  are  minimal  as  rev- 
enue grows.  Expect  growth  of  45%  annually  over  the  next  two 
years.  It  trades  at  36  times  my  estimate  of  2007  earnings. 

In  the  most  recent  quarter,  DivX  spent  114%  of  earnings 
before  interest  and  taxes  (my  preferred  metric  here)  on  research 
and  development.  My  other  picks  had  strong  R&D  efforts,  too: 
For  2006's  first  nine  months  Tessera  spent  15%,  Acme  Packet 
51%  and  SimpleTech  36%. 

Yes,  these  stocks  could  suffer  if  a  company  missteps  or  is  sim- 
ply outinnovated  by  someone  else.  Still,  over  the  long  haul  a 
diversified  portfolio  of  fast-growing  tech  companies,  when  pur- 
chased at  attractive  valuations,  should  yield  favorable  results.  F 


Look  for  small 
technology 
companies  that 
create  new 
industries  and 
boost  earnings 
and  revenues 
by  30%  yearly. 
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Jim  Oberweis  is  president  of  Oberweis  Asset  Management  and 
editor  of  the  Oberweis  Report.  For  more  information  visit 
www.forbes.com/oberweis. 
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SUB-ZERO  FREEZER  COMPANY 
AND  WOLF  APPLIANCE 


s  Sub-Zero  and  W 


how  to  put  the  freeze  on  warranty  issues  and  improve  customer  satisfaction. 


Sub-Zero  Freezer  Company  and  its  corporate  companion,  Wolf  Appliance  Company,  understand  that 
quickly  identifying  and  resolving  warranty  issues  is  the  key  to  better  product  quality,  lower  warranty  costs 
and  greater  customer  satisfaction.  That's  why  Sub-Zero  and  Wolf  chose  SAS  as  its  business  intelligence 
partner  for  warranty  analysis.  To  learn  more  about  Sub-Zero  and  other  SAS  success  stories,  visit  our  Web  site. 


www.sas.com/subzero 


5sas 


«5T 


aded  Funds  Jim  Lowell 


FOR  COSMOPOLITANS 


YESTERDAY'S  GROWTH  INVESTOR  IS  TODAY'S  GLOBAL 
investor.  And  that  doesn't  mean  you  can  simply  buy 
U.S.  multinationals  as  a  proxy  for  the  global  econ- 
omy and  dub  your  portfolio  "global."  And  no,  you 
can't  buy  a  diversified  international  fund  to  get  you 
there:  That  fund's  performance  will  closely  match  what  you  are 
getting  on  your  U.S.  domestic  funds.  Even  if  "Brand  America" 
wasn't  experiencing  a  current  lull,  a  strategy  that  ignores  the 
global  marketplace  would  run  the  greatest  risk  of  all  for  growth 
investors — not  taking  advantage  of  inefficient  markets  whenever 
and  wherever  you  find  them. 

Thanks  to  a  fleet  of  old  indexes  and  new  exchange-traded 
funds,  wrangling  gains  in  some  of  the  most  volatile  and  ineffi- 
cient marketplaces  doesn't  mean  having  to  throw  caveat  emptor 
out  your  Land  Rover's  window.  But  before  I  unpack  the  best 
international  ETFs  here,  let's  revisit  the  case  for  going  there. 

Of  course,  there's  no  mistaking  the  obvious:  Higher  risks 
exist  beyond  our  shores.  There's  a  mafia  for  nearly  every  com- 
modity over  there.  In  Russia  it's  oil  ministers,  in  India  it's  the 
water  rustlers,  in  Latin  America  it's  Hugo  Chavez.  These  risks 
are  expressed  succinctly  in  the  stock  markets'  risk  as  measured 
by  beta.  This  statistic,  often  mischaracterized  as  a  measure  of 
volatility,  quantifies  the  degree  to  which  up  and  down  move- 
ments in  the  U.S.  market  are  accentuated  in  the  other  market  (or 
individual  stock).  With  this  definition  the  S&P  500  has  a  beta  of 
1.00.  Morgan  Stanleys  overseas  index  (Europe,  Australasia  and 
Far  East,  or  EAFE)  has  a  beta  of  1.38,  meaning  EAFE  is  38% 
riskier  than  the  S&P. 

In  fact  over  the  past  three  years  the  best-performing  markets 
have  been  in  places  where  few  investors,  let  alone  their  dollars, 
have  boldly  gone.  Market  statisticians  who  translate  the  maxim 
"Don't  put  all  your  eggs  in  one  basket"  into  a  formula  can  tell  you 
that  the  optimum  allocation  to  overseas  equities  is  30%.  That's  up 
from  the  1 5%  share  you  rv-pically  hear  recommended  by  financial 
planners. 

Next  question:  Which  is  better,  an 
actively  managed  fund  or  an  ETF  that 
runs  on  autopilot?  My  main  reason  for 


preferring  the  ETF  is  that  actively  managed  international  funds 
are  expensive,  with  an  overhead  and  stock- picking  cost  averag- 
ing 1.6%  of  assets  yearly.  A  portfolio  of  ETFs  is  going  to  cost 
half  that. 

Could  you  cut  costs  by  opting  for  a  closed-end  actively  man- 
aged fund?  Probably  not.  Yes,  when  you  buy  it  you'll  maybe  get  it 
at  a  discount  off  its  net  asset  value.  But  when  you  go  to  sell  you'll 
have  a  discount,  too — quite  possibly  a  worse  one.  The  ETF  is 
going  to  own  many  of  the  same  names  yet  is  all  but  guaranteed  to 
trade  very  close  to  net  asset  value. 

Purchase  WisdomTree  DlEFA  High- Yielding  Equity  Index  (62, 

DTH),  which  opts  in  the  high- 
est-dividend-paying equities 
from  the  DIEFA  (it  stands  for 
Dividend  Index  of  Europe, 
Far  East  Asia  and  Australa- 
sia)— that  is,  the  developed 
world  outside  North  Amer- 
ica. At  0.58%  the  expenses 
are  higher  than  the  compa- 
rable iShares  MSCI  EAFE 
(0.35%),  but  at  4.3%  its  yield 
is  the  better  bet. 

The  SPDR  Russell/  Nomura 
Small  Cap  Japan  ETF  (52,  JSC) 
lets  you  tap  into  the  world's 
second-largest  economy 
without  overcorrelating  your 
picks  either  by  math  (the 
large-cap  stocks  in  Japan  tend  to  mirror  pricing  patterns  of  our 
own  large  caps)  or  behavior  (consumers  in  the  U.S.,  Europe  and 
Japan  increasingly  like  to  buy  similar  name  brands).  The  JSC  com- 
panies are  found  on  the  least  efficient  shelf  in  Japan's  market: 
smaller-cap  companies. 

A  short  junket  from  Kobe  to  Shanghai  aboard  the  iShares 
FTSE/Xinhua  China  25  Index  (103,  FXl)  will  cost  you  0.74%  a  year 
in  expenses.  This  basket  contains  good  stocks  like  China  Mobile, 
China  Life  and  Bank  of  China.  The  ETF  finished  up  83%  in  2006, 
and  Chinas  economic  dragon  is  just  beginning  to  huff  and  puff. 

Around  the  horn  by  way  of  the  iShares  MSCI  South  Africa 
Index  (115,  EZA)  is  a  metals,  mining  and  financing-of-them  play, 
nice  ballast  if  China's  roaring  market  runs  into  a  problem.  A 
riskier  but  necessary  component  for  your  portfolio:  the  Clay- 
more Bank  of  New  York  BRIC  (31,  EEB),  a  compilation  of  Brazil, 
Russia,  India  and  China.  The  Vanguard  Emerging  Market 
Stock  ETF  (76,  VWO)  is  a  more  traditional  mix  of  emerging  mar- 
kets in  their  totality.  Its  diversity  makes  this  ETF  a  little  less 
nerve-wracking. 

Globetrotting  is  fine,  but  you  still  want  to  get  back  home  in 
one  piece.  The  above  ETFs  should  help  you  profit  handsomely 
from  the  investment  theme  of  our  age:  going  global.  F 


ETFs  are  a  smart 
way  to  invest 
overseas.  They're 
often  cheaper 
and  better  than 
closed-ends  or 
open-ends. 
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Jim  Lowell  is  chief  investment  strategist  of  Adviser  Investment  Management  Inc. 
and  editor  of  Fidelity  Investor  and  Forbes  ETF  Advisor.  For  more  information  visit 
www.forbesnewslerters.com/etf. 
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The  Benefits  of  Liquid  Assets 


The  Forbes.com  Wine  Club 

Invest  with  a  high  return  on  enjoyment. 
Once  a  mo  nth,  two  bottles  of  superb  tasting  wine  chosen  by 
our  experts  will  arrive  on  your  door  step. 
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Banjo 


10  SOME  EXTENT  THEY  RE  MY  CHILDREN,  SAYS  LIFELONG 
bachelor  James  Bollman  of  his  rare  banjos.  Freed  of  the  encum- 
brance of  real  offspring,  Bollman  has  had  ample  opportunity  to 
pursue  collecting.  Look  around  his  suburban  Boston  home  and 
you  see  the  evidence:  Almost  every  wall  is  lined  with  banjos 
or  banjo-themed  art,  and  every  shelf  and  cabinet  is  filled 
with  banjo-related  toys,  statuary  and  photos.  As  Boll- 
man speaks,  his  words  reverberate  off  banjo  skins.  He 
keeps  the  light  dim,  so  daguerreotypes  and  tintypes 
(some  worth  $5,000)  won't  fade. 

Bollman's  collection  ranges  from  1840  through  1910, 
spanning  the  banjos  pre-Civil  War  origins  to  its  late-Victo 


Jim  Bollman 
dedicated  his  life 
to  creating  one  of 
the  world's  great 
banjo  collections. 
Now  what? 


rian  vogue,  when  it  reigned  as  Americas  most 
popular  instrument.  Every  high  society  sit- 
ting room  had  a  classy  banjo  in  the  corner. 
Banjo  orchestras  played  dance  halls. 

"My  baby'  says  Bollman,  cradling  a 
William  A.  Cole  "presentation"  banjo — 
meaning  a  special  edition  instrument.  This 
one,  called  an  Eclipse,  is  circa  1890.  It  sports 
an  ebony  fret  board,  whose  blackness  sets  off 
mother-of-pearl  inlays  and  ivory  tuning 
pegs  carved  in  the  shape  of  thumbs.  The 
Eclipse,  which  Bollman  bought  in  1973  for 
$360,  started  him  down  the  collecting  road. 
"It  seemed  like  a  bargain  to  me,"  he  says. 

Orphaned  as  a  child,  Jim  was  adopted 
and  raised  by  a  family  that  owned  the 
George  W.  Bollman  Hat  Factory  of 
Adamstown,  Pa. — largest  in  the  world  at 
the  time.  As  a  5-year-old  he  collected 
lightbulbs  and  animal  skulls.  His  adop- 
tive parents  died  in  the  1990s,  leaving  him,  after  taxes, 
an  inheritance  of  $40,000.  He'd  received  $50,000  in  stock 
years  before. 

Between  1974  and  2003  Bollman  ran  and  was  part 
owner  of  a  musical  instrument  store  in  Boston,  not  just 
to  make  a  living  but  also  to  get  his  hands  on  antique 
banjos.  Over  the  years  he's  owned  thousands  but 
now  has  narrowed  his  collection  down  to  250, 
including  six  of  the  seven  A.C.  Fairbanks  &  Co. 
presentation  banjos  known  to  exist. 

He  collects  not  just  minstrel-era  banjos  but 
minstrel-themed  toys,  figurines  and  prints.  To  a 


W%  masterpiece 
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modern  eye,  most  of  these  look  racist. 
"For  better  or  worse,  minstrel  shows 
were  the  most  important  part  of  Ameri- 
can entertainment  in  the  latter  half  of 
the  19th  century,"  explains  Bollman. 
They're  also,  today,  the  fastest-appreciat- 
ing items  in  his  collection.  Handmade 
minstrel  banjos  that  went  for  $1,200  ten 
years  ago  can  now  fetch  $20,000;  Seccor 
windup  minstrel  toys  sell  at  auction  for 
$40,000. 

Though  Bollman's  Fairbanks  presen- 
tation banjos  might  be  worth  $50,000 
apiece,  most  examples  of  fine  19th-cen- 
tury banjos  sell  for  under  $10,000.  In  an 
era  of  $660,000  vintage  Gibson  electric  gui- 
tars (not  to  mention  $5.8  million  folk  art 
weather  vanes)  the  banjo  sector  looks  un- 
dervalued. John  Bernunzio,  head  of 
Bernunzio  Vintage  Instruments  in 
Rochester,  N.Y.,  explains  why:  Few  musi- 
cians want  to  an  play  an  old  banjo — the 
one  big  exception  being  Gibson  Master- 
tone  bluegrass  banjos  from  the  1930s. 
That's  the  instrument  played  by  Earl 
Scruggs  for  the  1967  soundtrack  of 
Bonnie  and  Clyde.  An  original  five-string 
Mastertone  sold  this  year  for  $250,000.  Fif- 
teen years  ago  it  brought  $8,000. 

Last  May  Bollman  missed  buying  a 
banjo  he  had  sought,  Ahab-like,  for  20 
years.  Built  in  1896  by  Italian  immigrant 
craftsman  Icilio  Consalvi,  it  reportedly 
incorporated  39,987  individual  pieces  of 
inlay.  Before  Bollman  could  move  on 
acquiring  it,  it  was  donated  to  the 
Museum  of  Fine  Arts  in  Boston.  "This 
was  my  Pieta!"  he  laments.  "This  holy 
grail  slipped  through  my  fingers.  To  me 
it  would  have  been  the  culmination — the 
fanciest  of  the  golden  age  Boston  banjos." 

Even  without  it,  he  has  what  Bernun- 
zio calls  "the  most  intelligently  assem- 
bled collection  of  19th-century  banjos 
and  ephemera,  maybe  in  the  world." 

What  to  do  with  it?  Age  63  and  retired 
from  his  store,  Bollman  makes  irregular 
earnings  by  lending  out  banjos  to  museums, 
consulting,  and  helping  curate  exhibitions. 
He  dreams  of  opening  a  museum  of  his 
own  but  hasn't  figured  out  how  to  do  so. 
If  there  were  someone  else  "who  knew 
more  about  these  things  or  loved  them 
more  than  me,"  he  says,  he'd  consider  sell- 
ing. "But  I  don't  think  there  is.  F 


Money  Follows  Form 

The  most  successful  industrial  designer  you've 
never  heard  of  |  By  Susan  Adams 


DESIGN  IS  GOOD  BUSINESS. 
Nowadays  that  seems  self- 
evident:  Apple's  iPod  and 
Motorola's  Razr  succeed  as 
much  for  their  shape  as  for 
their  innards.  But  in  1973,  when  then 
IBM  chairman  Thomas  Watson  Jr.  sug- 
gested that  design  drove  sales,  he  was 
putting  forth  a  provocative  assertion. 

Watson,  says  author  and  industrial  de- 
signer Gordon  Bruce,  got  the  idea  from  Eliot 
Noyes — an  unsung  genius  who,  before  he 
died  in  1977,  revolutionized  the  role  design 
played  in  corporate  life.  Bruce's  book,  Eliot 
Noyes:  A  Pioneer  of  Design  and  Architecture 


Eliot  Noyes  designed 
a  precursor  to  IBM's 
Selectric  typewriter 
(above). 


in  the  Age  of  American 
Modernism  (Phaidon, 
$75),  gives  Noyes 
his  due. 

Born  in  1910, 
Noyes  trained  as  an 
architect  at  Harvard, 
where  his  teachers 
included  Bauhaus  masters  Walter  Gropius 
and  Marcel  Breuer.  He  embraced  their 
credo:  Art's  aim  is  to  build  for  use.  In  1940 
he  became  the  first  head  of  the  industrial 
design  department  at  the  Museum  of 
Modern  Art  in  New  York  City,  where  he 
organized  a  contemporary  furniture  com- 
petition that  launched  the  careers  of  Eero 
Saarinen  and  Charles  Eames.  He  main- 
tained lifelong  friendships  with  both,  and 
with  Alexander  Calder  and  Isamu 
Noguchi. 

In  1946  he  joined  Norman  Bel  Ged- 
des'  design  firm.  Noyes'  approach  differed 
profoundly  from  Bel  Geddes'  and  from 


that  of  other  exponents  of  streamlining 
such  as  Raymond  Loewy  and  Henry 
Dreyfuss.  They,  Bruce  asserts,  were  more 
interested  in  form  than  in  function. 

In  1947  Noyes  set  up  his  own  firm  in 
New  Canaan,  Conn.,  getting  work  from 
clients  including  IBM,  Cummins  Engine 
and  Westinghouse.  One  of  his  first  suc- 
cesses: IBM's  Model  B  electric  typewriter  (a 
precursor  to  the  Selectric).  Where  compet- 
ing electrics  bristled  with  levers,  armatures 
and  controls,  Noyes'  was  rounded,  smooth, 
minimalist— an  anemone  among  porcu- 
pines. Thanks  to  its  success,  IBM's  electric 
typewriter  sales  climbed  to  $50  million  in 
1956,  topping  the  combined  total  of  all 
other  makes  of  electric  typewriter  that  year. 

It  was  Noyes,  contends  Bruce,  who 
first  carried  the  Bauhaus  ideal  beyond 
architecture.  In  his  work  for  IBM,  which 
spanned  30  years,  he  persuaded  Watson  to 
unify  all  aspects  of  the  company's  design, 
from  typewriters  to  computers  to  build- 
ings (for  which  Noyes  recruited  an  all-star 
cast  of  architects  including  Ludwig  Mies 
van  der  Rohe).  Noyes  even  chose  art  for 
IBM's  collection,  including  works  by 
Noguchi,  Calder  and  Henry  Moore.  (The 
bulk  of  it  was  sold  off  in  the  early  1990s.) 
In  1964,  for  Mobil,  he  undertook  a  simi- 
larly comprehensive  redesign  of  every- 
thing from  logo  to  gas  pumps. 

As  an  architect  Noyes  designed  homes 
in  and  around  New  Canaan.  Four  other 
Harvard-trained  architects,  including 
Philip  Johnson,  followed  him.  Known  as 
the  Harvard  Five,  they  produced  28  build- 
ings, of  which  1 1  have  been  knocked  down 
or  significantly  altered.  One  survivor,  John- 
son's glass  house,  opens  to  the  public  this 
spring  as  a  museum.  Noyes'  widow,  Molly, 
91,  lives  in  one  of  her  husband's  designs.  Its 
distinctive  feature:  separation  of  public  and 
private  spaces.  You  have  to  trek  across  an 
open  courtyard  to  get,  say,  from  the  living 
room  to  the  bathroom.  Just  what  function 
that  serves,  other  than  getting  you  wet, 
would  be  hard  to  say.  F 
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NEW!  How  to  sell  your 
unwanted  and  unneeded  life 
insurance  policies  for  cash 
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The  Dallas  Morning  News 
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Here  are  the  facts: 

•  Investor  groups  and  financial  institutions 
are  now  paying  cash  to  buy  unwanted 
life  insurance  policies.  Whole  life, 
universal  life,  term  life,  joint-life, 
last-to-die  and  key-man  life  may  qualify. 

•  You  might  own  an  unwanted  and 
unneeded  life  insurance  policy  that 
is  eligible  to  be  sold  for  cash  and  not 
even  know  it! 


Recent  Purchase  Offers 

69  year-old  male:  $500,000  policy 
Cash  offer:  $100,000 
72  year-old  female:  $750,000  policy 
Cash  offer:  $165,000 

78  year-old  male:  $1 ,200,000  policy 
Cash  offer:  $408,000 

83  year-old  female:  $2,000,000  policy 
Cash  offer:  $406,000 


•  Rising  premiums  or  changed  family  circumstances  can  create  a  situation  where 
you've  decided  that  a  life  insurance  policy  is  no  longer  wanted  or  needed. 

•  For  example,  many  people  with  unwanted  cash  value  insurance  mistakenly 
believe  that  the  policy  value  is  worth  no  more  than  the  actual  cash  value. 
Even  worse,  many  people  mistakenly  believe  that  their  unwanted  term  life 
insurance  can  only  expire  worthless  or  be  lapsed  for  zero  value. 

•  How  to  obtain  a  free  life  insurance  policy  valuation.  If  you  are  at  least  55 
years  of  age  and  have  at  least  $100,000  of  life  insurance  coverage  in  force, 
please  mail  the  coupon  below,  call  us  toll-free  at  1-800-556-9393,  ext.  101 
or  visit  us  online  at  www.insure.com. 


Instant  quotes  from  over  100  companies 
Life  •  Auto  •  Health  •  Home  •  and  More! 


Insute.com 


YES!  I  am  at  least  65  years  of  age  and  would  like  free  information  on 
how  I  might  be  able  to  sell  an  unwanted  life  insurance  policy  for  cash. 


./_ 


./_ 


Date  of  birth  (MM/DD/YY) 
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Coverage 


City  State  Zip 

Major  Illness  History:   Q  Heart  Disease   Q  Cancer  C  Diabetes   D  Stroke   D  Other  

(Please  check  all  that  apply.} 

Mail  to:  lnsure.com,  8205  South  Cass  Avenue,  Suite  102,  Darien,  IL  60561  Ad  Code:  FOR BS  2/07 
L   

NOTE:  The  sale  of  an  unwanted  and  unneeded  life  insurance  policy  is  called  a  "life  settlement"  and  is  an  activity  that  is  regulated  in  at  least  37  states.  You  should  never  lapse, 
cancel  or  sell  a  life  insurance  policy  until  after  you  have  first  obtained  independent  and  unbiased  information  regarding  all  of  your  options  and  choices.  The  National  Association 
of  Insurance  Commissioners  has  published  a  useful  brochure  entitled,  "Selling  Your  Life  Insurance  Policy:  Understanding  Life  Settlements."  Copies  may  be  obtained  by  calling 
(816)  842-3600  or  visiting  wwwnaic  org  This  message  and  offer  is  void  where  prohibited  by  law.  Insure.com  generates  revenues  from  the  receipt  of  industry-standard  fees  and 
commissions  paid  by  participating  insurance  companies,  life  settlement  providers  and  investors  Copyright  ©  1984-2007  lnsure.com,  Inc  All  rights  reserved.  CA  agent  #0A13858. 
LA  agent  #200696,  MA  agent  #333509159.  Insure.com.  Inc.  DBA  lnsure.com  Insurance  Services  in  CA  under  agent  #0827712,  in  LA  under  agent  #205078.  Insure.com.  Inc.  DBA 
lnsure.com  Insurance  Services,  Inc.  in  UT  under  agent  #90093. 
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On  the  Business  of  Life 


e  sell  $billions  in  arms  abroad  but  we  refuse  to  buy  almost  any  military  equipment  from 
any  of  our  allies  as  a  result  of  Congressional  meddling  and  Defense  Department  reluc- 
tance. Whether  it's  tanks  or  antitank  weapons,  rifles  or  infantry  rapid-fire  arms,  they've 
got  to  be  all  our  own,  be  they  ever  so  inferior— or  forever  clogged  in  our  multi-committeed  development  pipeline. 

—MALCOLM  S.  FORBES  (1982) 


Bureaucracy,  the  rule  of  no  one,  has 
become  the  modern  form  of  despotism. 

—MARY  MCCARTHY 


Bureaucracy  is  not  an  obstacle 
to  democracy  but  an  inevitable 
complement  to  it. 

—JOSEPH  SCHUMPETER 

It  seems  to  me  that  there  must  be  an 
ecological  limit  to  the  number  of  paper 
pushers  the  earth  can  sustain,  and  that 
human  civilization  will  collapse  when 
the  number  of,  say,  tax  lawyers  exceeds 
the  world's  total  population  of  farmers, 
weavers,  fisherpersons  and  pediatric 
nurses. 

—BARBARA  EHRENREICH 


The  only  thing  that  saves  us  from  the 
bureaucracy  is  inefficiency.  An  efficient 
bureaucracy  is  the  greatest  threat  to 
liberty. 

—EUGENE  MCCARTHY 


Poor  fellow,  he  suffers  from  files. 

— ANEURIN  BEVAN 

Bureaucrats:  they  are  dead  at  30 
and  buried  at  60. 

—FRANK  LLOYD  WRIGHT 


Man  is  the  only  animal  that  laughs 
and  has  a  state  legislature. 

—SAMUEL  BUTLER 


Bureaucratic  time,  which  is  slower  than 
geologic  time  but  more  expensive  than 
time  spent  with  Madame  Claude's  girls 
in  Paris. 

—P.J.  O'ROURKE 


Guidelines  for  bureaucrats: 

1.  When  in  charge,  ponder. 

2.  When  in  trouble,  delegate. 

3.  When  in  doubt,  mumble. 


-JAMES  BOREN 


We  can  lick  gravity,  but  sometimes 
the  paperwork  is  overwhelming. 

— WERNHER  VON  BRAUN 


Hell  hath  no  fury  like  a  bureaucrat 
scorned. 


-MILTON  FRIEDMAN 


/  do  not  rule  Russia,  10,000  clerks  do. 

—NICHOLAS  I 


On  Soviet  bureaucrats:  They  don't  ask 
much  of  you.  They  only  want  you  to  hate 
the  things  you  love  and  to  love  the  things 
you  hate. 

—BORIS  PASTERNAK 

If  you're  going  to  sin,  sin  against  God, 
not  the  bureaucracy.  God  will  forgive 
you  but  the  bureaucracy  won't. 

— HYMAN  RICKOVER 


Bureaucrats  write  memoranda  both 
because  they  appear  to  be  busy  when  they 
are  writing  and  because  the  memos,  once 
written,  immediately  become  proof  that 
they  were  busy. 

—CHARLES  PETERS 


/  love  being  a  writer.  What  I  can't  stand 
is  the  paperwork. 

—PETER  DE  VRIES 


A  Text ...  

And  the  work  of  righteousness 
shall  be  peace;  and  the  effect 
of  righteousness  quietness  and 
assurance  forever. 

—ISAIAH  32:17 
Sent  in  by  Paul  Dempsey,  Effingham,  III. 
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Bewitched 


DO  STOCKBROKERS  HYPNOTIZE  PEOPLE?  SOMETHING  LIKE  THIS: 
"You  are  getting  sleepy  . . .  When  I  snap  my  fingers,  you  will  buy 
a  bond  fund.  ...  It  will  be  the  one  with  the  highest  yield." 

My  circumstantial  evidence  that  they  do  is  a  product  called 
the  closed-end  municipal  bond 
fund.  These  things  are  quite 
popular,  having  pulled  in 
$33  billion  of  investor 
money.  On  page  1 10 
our  bond  expert,  Mar- 
ilyn Cohen,  explains 
how  they  work  and 
issues  some  caution- 
ary advice.  But  she  is 
too  kind.  She  should 
have  just  trashed  them. 

Consider  BlackRock's 
MuniEnhanced  Fund,  typical  of  the 

genre.  It  offers  a  mesmerizing  4.8%  yield  at  a  time  when  the  com- 
parable open-end  fund  from  Vanguard  pays  a  mere  4%.  But 
where  does  the  enhanced  yield  come  from?  Two  places. 

One  is  that  MuniEnhanced  owns  premium-priced  bonds 
paying  above-market  coupons.  These  fat  payouts  are  illusory, 
since  they  are  accompanied  by  a  slow  erosion  of  the  bond's  price 
as  it  approaches  maturity.  The  other  way  BlackRock  enhances  the 
yield  is  by  shooting  craps  with  your  money.  For  every  $2  you  put 
into  the  pot  the  fund  manager  buys  (in  rough  measure)  $3  worth 
of  municipal  bonds,  borrowing  the  other  $1  in  the  form  of  short- 
term  tax-exempt  notes.  The  long  bonds  pay  4.8%,  while  the  notes 
cost  only  3.6%.  The  1.2-point  spread  goes  into  the  pockets  of  the 
fund's  shareholders.  Leverage  is  the  steroid  of  the  yield  game. 

The  problem  with  this  arrangement  is  not  the  risk,  about 
which  BlackRock  is  very  candid.  The  problem  is  that  investors 
get  so  distracted  by  enhanced  yields  that  they  overlook  the  steep 
costs  of  owning  the  closed-end.  Allow  something  for  what  you 
pay  the  broker  to  get  you  in  and  out  of  a  fund  on  the  stock 
exchange,  and  add  that  to  the  vigorish  peeled  off  by  BlackRock, 
and  you  find  that  MuniEnhanced  runs  up  an  annual  tab  one  full 
percentage  point  higher  than  you  pay  Vanguard.  Yes,  1%  matters. 
It  eats  away  just  about  half  the  meager  real  return  (return  after 
inflation)  that  you  can  get  from  munis  these  days. 

MuniEnhanced  trades  at  an  alluring  7%  discount  to  its  net 
asset  value.  Not  good  enough.  To  make  up  for  the  higher  costs, 
you'd  need  to  get  this  thing  at  a  21%  discount.  Until  that  happens, 
put  your  money  in  the  Vanguard  muni  fund.  And  if  you  want  it 
enhanced,  just  buy  more  of  it. 
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S  TUINIf  ai  lire 


What  it  means  to  be  World  Wise. 

It  means  seeing  the  world  as 
interconnected  and  flowing, 
and  knowing  how  borderless 
economies  affect  the  investment 
decisions  you  make.  It  means 
having  the  wherewithal  to  invest 
as  confidently  in  Ningbo,  China, 
as  in  Chicago  or  New  York. 
At  Morgan  Stanley,  World  Wise 
is  an  understanding  of  the  world 
as  more  complex  and  more 
dynamic  than  it  has  ever  been. 
Which  means  that  success  is 
not  only  a  matter  of  what  you've 
invested  in,  but  more  importantly, 
whom  you've  invested  with. 


Ask  a  Financial  Advisor  today. 

morganstanley.com/WORLDWlSE 
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Paying  the  Piper 


We  strongly  disagree  with  your  characterization  of  Laurus  Master  Fund  and  our 
track  record  in  "Sewer  Pipes"  (Feb.  12,  p.  64).  Since  our  inception  six  years  ago 
Laurus  has  completed  over  350  transactions  and  invested  over  $2  billion  in  small - 
and  microcap  companies,  which  are  the  backbone  of  the  U.S.  economy.  In  con- 
trast to  this  outstanding  record,  you  focus  on  three  of  our  investments  that  total 
less  than  2%  of  our  capital  investments.  You  insinuate  that  Laurus  knew  that 
these  three  companies  were  associated  with  individuals  of  questionable  charac- 
ter. This  is  just  plain  wrong.  None  of  the  background  checks  performed  on  these 
companies  revealed  any  improprieties. 

Our  investments  work:  In  fact,  our  historical  default  rate  is  under  5%.  An 
audit  firm  performs  full  monthly  financial  reviews,  further  evidence  that  Lau- 
rus does  not  value  warrants  and  options 
"pretty  much  any  way  they  want,"  as  you 
claim.  Laurus  became  an  SEC-registered 
investment  adviser  in  January  2006,  and 
even  though  it  is  no  longer  required,  we 
have  chosen  to  remain  a  registered  adviser 
so  that  all  of  our  policies  and  procedures — 
including  valuations,  trading  and  opera- 
tions— are  subject  to  SEC  review. 

DENNIS  POLLACK 
Senior  Managing  Director 
Laurus  Capital  Management 
New  York,  N.Y. 


Rail  Mail 

I  was  disappointed  by  "Fiscal — and  Eth- 
ical— Train  Wreck"  (Fact  and  Comment, 
Feb.  26,  p.  21).  The  Dakota,  Minnesota  & 
Eastern  Railroad  (DM&E),  headquar- 
tered in  my  state  of  South  Dakota,  has 
applied  for  a  federal  loan  through  a 
long-standing  rail  loan  program  to 
improve  and  expand  its  tracks  in  what 
would  be  the  nation's  largest  such  rail 
upgrade  in  more  than  a  century. 

Your  editorial  criticized  the  railroads 
loan  application,  suggesting  it  would  be 
fiscally  unsound.  But  the  facts  are  that,  if 
approved,  the  DM&E  would  be  required 
to  provide  collateral,  pay  a  credit- risk 
premium  to  protect  against  default,  and 
repay  the  loan  with  interest.  To  suggest 
this  is  a  $2.3  billion  "earmark"  for  just 
one  company  is  flat  wrong— especially 
since  such  loans  have  zero  budgetary 
impact  and  do  not  require  appropriated 
funds.  You  state  that  the  DM&E  turned 


to  Uncle  Sam  rather  than  the  private  sec- 
tor for  financing.  This  project  will  cost 
more  than  $6  billion,  leaving  roughly 
two-thirds  of  the  project  to  be  privately 
financed.  Not  surprisingly,  the  two  exist- 
ing railroads  that  haul  coal  out  of 
Wyoming  don't  want  competition 
because  it  would  drive  down  prices. 

Also  incorrect  is  your  criticism  of  my 
efforts  to  include  this  loan  expansion 
provision  in  the  2005  transportation  bill. 
Similar  changes  to  the  federal  rail  loan 
program  were  introduced  in  three  previ- 
ous sessions  of  Congress.  The  changes 
made  in  2005  were  cosponsored  by  86 
members  of  Congress  from  both  parties. 
•     THE  HONORABLE  JOHN  THUNE 
United  States  Senate 
Washington,  D.C. 
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Send  e-mail  to  readers@forbes.com  or  visit 
www.forbes.com/letters.  Letters  will  be  edited. 
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MULTIPLY  PROCESSING  PERFORMANCE 


rHE  WORLD'S  FIRST  QUAD-CORE  PROCESSOR  FOR  MAINSTREAM  SERVERS. 

iultiply  your  possibilities  with  the  new  Quad-Core  Intel8  Xeon*  Processor  5300  series. 
)elivering  up  to  50%  more  performance*  within  the  same  power  envelope  than  previous 
(eon  processors,  64-bit  capable  Quad-Core  Intel  Xeon  Processor  is  the  ultimate  in  powerful, 
lense  and  reliable  computing.  Learn  more  at  intel.com/xeon 
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Fact  and  Comment 


By  Steve  Forbes,  Editor-in-Chief 
"With  all  thy  getting  get  understanding." 


J 


Royal  Rubbish 


ENEMIES  OF  FRANCE  SHOULD  FERVENTLY  FAVOR  THE  ELECTION 
of  Segolene  Royal  as  that  country's  next  president.  The  Socialist 
candidate  has  unveiled  her  platform,  and  if  this  charmingly  igno- 
rant hack — her  gaffes,  especially  on  foreign  policy,  are  becoming 
legendary — wins  this  spring's  election,  France's  economy,  now 
none  too  robust,  will  be  on  a  North  Korea-like  trajectory. 

Mademoiselle  Royal  wants  to  scrap 
recently  enacted  laws  making  it  easier  for 
small  companies  to  hire  and  fire  workers. 
Small  businesses  are  the  biggest  job 
creators,  but  her  prescriptions  will  help 
increase  the  country's  unemployment  rate, 
which  is  already  about  twice  that  of  the 
U.S.  Royal  wants  to  boost  France's  job- 
killing  minimum  wage,  meddle  even  more 
in  its  nationalized  electric  industry  and 
increase  state  control  over  the  financial 
and  media  sectors.  Government  spending — which  makes  our 
levels  look  parsimonious — will  soar  to  pay  for  a  raft  of  expensive 
social,  economic  and  environmental  programs  she's  advocating. 

Royal  also  wants  to  end  the  European  Central  Bank's  inde- 
pendence by  mandating  that  "economic  growth"  will  be  the  pri- 
mary consideration  in  setting  monetary  policy,  which  in  this  con- 
text means  ginning-up  the  printing  presses.  France's  left-wing 


femme  fatale  thinks  stable  money  is  the  enemy  of  progress.  She's 
apparendy  too  young  to  remember  the  devastating  inflation  of  the 
1970s  and  early  1980s.  Nor  does  she  seem  to  recall  what  happened 
the  last  time  a  French  president  took  socialism  seriously:  In  1981 
newly  elected  Francois  Mitterrand  went  on  a  nationalization  and 
tax-hiking  binge.  France's  currency  cratered  and  the  economy 
sputtered — so  badly  that  within  a  couple  of 
years  Mitterrand  made  an  abrupt  U-turn. 

Royal's  opponent,  Interior  Minister 
Nicolas  Sarkozy,  wants  to  cut  taxes, 
reduce  regulations  and  scale  back  the 
scope  of  the  state  to  rev  up  France's  long- 
anemic  economy.  He  would  be  the  most 
serious  reformer  the  country's  had  in 
nearly  half  a  century.  Naturally,  his  cry- 
baby critics  whine  that  his  proposals  are 
nothing  more  than  "cold,  heartless, 
impoverishing  Anglo-American  capitalism." 

If  Sarkozy  pulls  off  a  win,  buy  French  equities — and  those  of 
Germany  and  Italy  France  will  become  an  innovative,  dynamic 
economic  player  again,  and  Sarkozy's  example  could  finally,  posi- 
tively shake  up  lethargic  Germany  and  Italy.  If  Royal  reigns,  how- 
ever, France  and  western  Europe  will  descend  into  increasing  irrel- 
evance, becoming  more  and  more  museumlike  places  for  tourists. 


Free  Traders  Battle 

ONE  OF  THE  MOST  CRITICAL— AND  TOO  OFTEN  UNDERAPPRE- 
ciated — factors  in  economic  growth  here  and  around  the  world  is 
free  trade.  The  steady  reduction  of  barriers  since  WWII,  and 
especially  since  the  fall  of  the  Berlin  Wall,  has  led  to  an  unprece- 
dented expansion  of  global  prosperity.  Yet  protectionism  is  on  the 
rise,  and  that  destructive  sentiment  is  jeopardizing  passage  of  two 
important — and  for  the  U.S.  very  favorable — free  trade  agree- 
ments: one  with  Colombia,  the  other  with  Peru. 

Most  exports  from  Colombia  and  Peru  to  the  U.S.  are  free  of 
taxes  under  a  1991  law  easing  access  to  the  U.S.  market  for  coun- 
tries cooperating  with  us  in  the  war  against  drugs.  While  the  FTAs 
will  reduce  obstacles  to  the  U.S.  market  for  a  greater  array  of 
exports  from  these  nations,  we  will  come  out  ahead  because  the 
agreements  will  also  remove  roadblocks  to  a  host  of  our  exports. 
Exports  of  American-made  chemicals,  rubber  and  plastics  will 
increase,  as  will  U.S.  exports  of  wheat,  rice,  pork  and  poultry.  In 
the  case  of  Colombia,  80%  of  U.S.  exports  of  consumer  and  indus- 
trial products  will  immediately  be  duty  free,  with  the  remaining 
tariffs  phased  out  over  the  next  decade.  Companies  like  Caterpil- 
lar are  licking  their  chops  at  the  opportunity  to  sell  vastly  higher 


Prosperity  Traitors 

quantities  of  heavy  equipment  to  these  two  nations.  And  Peru 
recently  agreed  to  lift  a  ban  on  certain  cuts  of  American  beef. 

Both  nations  adhere  to  international  labor  standards,  including 
those  spelled  out  in  our  own  Trade  Promotion  Authority  Act.  And 
both  countries  made  major  concessions  in  protecting  intellectual  prop- 
erty rights.  The  pirating  of  U.S.  pharmaceuticals  is  a  thriving  enter- 
prise in  Colombia  If  the  pact  with  Colombia  is  approved,  those  com- 
panies will  be  out  of  business  or  rapidly  changing  their  modus  operandi. 

Trade,  already  growing  between  us,  will  expand  much  more 
if  these  agreements  are  ratified.  Growth  will  also  create  condi- 
tions in  Colombia  and  Peru  for  internal  reforms  concerning 
property  rights,  licensing  procedures  and  other  structural 
changes  necessary  for  greater  affluence. 

Strategically,  the  deals  are  also  no-brainers.  A  more  vibrant 
Colombia  and  Peru  would  be  wonderful  counterweights  to  the 
thuggish,  terrorist-supporting,  anti-rule-of-law  populism  of 
Venezuelan  dictator  Hugo  Chavez  and  his  Mini-Me  political 
leaders  in  Bolivia  and  Ecuador.  A  booming  Colombia  would  put 
powerful,  positive  pressure  on  Venezuela — whose  economy  is 
crashing — to  change  regimes,  something  to  be  hoped  for  in  a 


MARCH  12,  2007       FORBES  23 


Fact  and  Comment 


country  that  remains  a  major  oil  supplier  to  the  U.S. 

Colombian  President  Alvaro  Uribe  won  a  landslide  reelection 
after  a  term  of  impressive  advances  against  narco-guerrillas  and  vi- 
olent crime.  Kidnapping— a  hideous  activity  now  more  likely  to 
occur  in  Brazil  and  Mexico— has  declined  about  90%. 

Yet  many  Democrats  and  a  handful  of  isolationist  Republicans 
seem  intent  on  scuttling  these  pacts.  Sensible  Democrats  and  Repub- 


licans should  put  petty  politics  and  fears  aside  to  pass  these  agreements. 
To  salvage  these  deals  and  get  a  renewal  of  the  Presidents  author- 
ity to  negotiate  trade  agreements  (it  expires  in  June),  the  White  House 
should  quietly  negotiate  a  deal  with  Democrats:  the  renewal  and 
the  trade  agreements  in  exchange  for  expending  more  resources  on 
job  retraining  for  workers  who  believe  they've  lost  their  jobs  because 
of  imports  or  because  of  fundamental  changes  in  their  industries. 


Pols  Can't  Paper  Over  This  One 


HAVE  YOU  EVER  STOOD  IN  LINE  WHILE  SOMEONE  PAYS  THE 
cashier  in  change?  Counting  coins  takes  interminably  longer 
than  swiping  a  credit  card  or  paying  with  paper  money.  Paper  is 
infinitely  easier  to  count  and  to  carry  in  our  pockets  and  purses. 
Yet  Washington  relentlessly  tries  to  force  us  to  switch 
from  a  one-dollar  paper  bill  to  a  coin. 

The  Treasury  Departments  latest  attempt  is  the  re- 
cent launch  of  the  first  in  a  new  series  of  President- 
adorned  coins.  George  Washington  will  be  followed  later 
this  year  by  John  Adams,  Thomas  Jefferson  and  James 
Madison.  Four  presidential  coins  will  be  released  annu- 
ally over  die  next  decade.  These  things  may  delight  coin 
collectors,  but  they  wont  be  used  much  by  the  rest  of  us. 

What  don't  Washington  politicians  and  bureaucrats  get?  In 
the  1970s  they  gave  us  the  notorious  Susan  B.  Anthony  coin.  It  was 
indistinguishable  from  a  quarter — and  resoundingly  flopped.  The 
next  attempt  came  nearly  a  decade  ago  with  the  Sacagawea  coin, 


which  was  given  a  golden  veneer  so  it  wouldn't  be  as  easily  mistaken 
for  a  quarter.  Despite  the  politically  correct  visage  and  heavy  govern- 
ment promotions — New  York  subway  system  machines  would  give 
change  in  these  coins  but  not  paper  dollars— the  coin  failed  miser- 
ably. Tens  of  millions  of  them  sit  in  various  mints,  unused. 
Some  nanny-staters  say  the  only  way  coins  will  be 
accepted  is  if  we  are  forced  to  use  them.  How?  By  abol- 
ishing the  paper  one  dollar  bill.  There  would  be  howls, 
say  these  know-what's-best-types,  but  the  hoi  polloi 
would  learn  to  love  the  coins.  After  all,  that's  what 
happened  in  Canada  years  ago.  Well,  we  are  not 
Canada.  We  are  the  land  of  the  free — if  we  want  paper 
dollars,  we  should  have  them. 
Opponents  counter  that  we'd  save  millions  of  dollars 
because  coins  last  longer  than  their  paper  counterparts.  The  sav- 
ings wouldn't  even  pay  for  one  pork-barrel  bridge  to  nowhere. 
Public  convenience,  once  in  a  while,  should  trump  the  porkers. 


Swift  Wordplay 


Death  of  a  Musketeer — by  Sarah  D'Almeida  (Berkley  Prime 
Crime,  $6.99).  The  Musketeers  as  Sherlock  Holmes- 
ian  detectives?  In  the  capable  hands  of  Sarah 
D'Almeida— nom  de  plume  of  Sarah  Hoyt— the 
improbably  plausible  springs  to  fast-paced,  adven- 
turous life.  The  tale  begins  with  Musketeer-wannabe 
D'Artagnan  preparing  himself  to  die  in  a  duel  with 
one  of  the  legendary  Musketeers  over  an  alleged 
slight.  The  bout  ends  with  the  threesome  becoming  a 
foursome.  The  mystery  begins  when  the  four  come 
across  a  dead  woman  who  looks  like  the  Queen  of 


France  and  is  dressed  in  a  Musketeer  uniform. 

Unraveling  this  whodunit  involves  the  notorious 
de  facto  ruler  of  France,  Cardinal  Richelieu,  the 
monarchs  of  both  France  and  England  and  an  array 
of  colorful  characters,  not  to  mention  some  treacher- 
ous and  heroic  beauties  and  our  four  Musketeers, 
each  having  his  own  aspirations  and  angst. 

The  original  creator  of  the  Musketeers,  Alexandre 
Dumas,  would  give  D'Almeida  a  thumbs  up — and 
probably  ask  for  a  cut  of  the  royalties,  which  the  author 
would  be  wise  enough  to  hand  over  lest  a  duel  ensue. 


RESTAURANTS:  GO,  ,  STOP 

Edible  enlightenment  from  our  eatery  expert  Tom  Jones  and  colleagues  Patrick  Cooke  and  Monie  Begley, 

as  well  as  brothers  Bob,  Kip  and  Tim. 


•  Gordon  Ramsay— The  London  NYC,  151  West  54th  St.  (Tel.: 
212-468-8888).  A  small,  gleaming  jewel  box  of  a  space  with  gen- 
tle lighting  and  easy-conversation  accoustics.  And  the  food?  Wow. 
From  the  amuse-bouche  to  the  obscenely  good  selection  of  sweets 
offered  at  meal's  end,  everything  is  extraordinarily  delicious.  High- 
lights: a  mosaic  of  fruits  de  mer,  scallops  with  quail  eggs,  roast  chicken 
for  two,  a  bitter  chocolate  mousse  with  ginger,  and  tarte  Tatin. 

•  Brasserie  Ruhlmann— 45  Rockefeller  Plaza,  between  Fifth  and 
Sixth  avenues  (Tel.:  212-974-2020).  A  welcome,  comfortable 


restaurant  smack  in  the  middle  of  Midtown.  The  classic  brasserie 
fare  is  tops:  fresh  and  succulent  oysters,  tasty  artichoke  vinaigrette, 
and  perfect  steak  and  fries.  The  profiteroles  are  scrumptious. 
»  Porter  House  New  York— 10  Columbus  Circle  (Tel.:  212-823- 
9500).  Breathtaking  views  of  Central  Park  and  Columbus  Cir- 
cle cannot  be  bested  for  a  dose  of  Manhattan  glamour.  This  new 
steak  house  serves  up  a  superb  menu  (steaks,  lamb  chops, 
shrimp  cocktail  and  mashed  potatoes)  in  a  beautiful,  luxurious 
and  sexy  atmosphere.  The  service  is  professional  and  perfect.  F 
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HERE'S  TO  THE  ROAD  WARRIORS  WITH  SPINES  OF  STEEL. 

AND  DELICATE  BACKS. 

Toting  briefcases  and  carrying  barely  carry-onable  luggage  through 
a  hundred  airports.  It's  enough  to  make  a  business  traveler  tough  as  nails. 
And  weak  as  a  kitten.  Courtyard's  thicker  new  mattresses,  and  softer  new 
pillows  and  sheets  are  designed  to  soothe  and  support  them  every  night. 

So  they  can  get  up  every  day  and  conquer  the  world. 
NEW  BEDS  AND  BEDDING  AT  COURTYARD? 
REDESIGNED  BY  BUSINESS  TRAVELERS  FOR  BUSINESS  TRAVELERS?" 


COURTYARD 
"  .Marriott  ^L, 


For  reservations,  call  1-800-MARRIOTT  or  visit  Marriott.com/courtyard. 


Other  Comments 


Dwell  in  possibility. 

—EMILY  DICKINSON 


New  Adversary  [Vladimir]  Putin's  aggressiveness  [in  Mu- 
nich last  month]  does  not  signal  a  return  to  the  Cold  War.  He  is 
too  clever  to  be  burdened  by  the  absurdity  of  socialist  economics 
or  Marxist  politics.  He  is  blissfully  free  of  ideology,  political  philos- 
ophy and  economic  theory.  There  is  no  existential  dispute  with  the 
U.S.  He  is  a  more  modest  man:  a  mere  mafia  don,  seizing  the  eco- 
nomic resources  and  political  power  of  a  country  for  himself  and 
his  (mostly  KGB)  cronies.  And  promoting  his  vision  of  the  Russ- 
ian national  interest— assertive  and  expansionist— by  engaging  in 
diplomacy  that  challenges  the  dominant  power  in  order  to  boost 
his  own.  He  wants  [Soviet  foreign  minister  Andrei]  Gromyko's 
influence — or  at  least  some  international  acknowledgment  that 
Moscow  must  be  reckoned  with — without  the  ideological  baggage. 
He  does  not  want  to  bury  us;  he  only  wants  to  diminish  us.  It  is 
19th-century  power  politics  at  its  most  crude  and  elemental.  Putin 
does  not  want  us  as  an  enemy.  But  at  Munich  he  told  the  world  that, 
vis-a-vis  America,  his  Russia  has  gone  from  partner  to  adversary. 

—CHARLES  KRAUTHAMMER,  Washington  Post 

Other  Side  of  the  Coin  Perhaps  the  most  striking 

thing  about  the  new  presidential  coin  is  that  Congress  has  asked 
the  U.S.  Mint  to  issue  one  for  every  President  from  George  Wash- 
ington to  Gerald  Ford.  With  four  new  coins  coming  out  virtually 
every  year,  it  will  be  hard  to  complain  about  the  2007  series, 
which  offers  a  bumper  crop  of  Founding  Fathers.  The  down  side 
of  this  inclusive  approach,  though,  is  that  not  every  year  will  be 
so  glorious.  The  year  2010,  for  example,  stands  out  as  looking 
particularly  dispiriting.  The  first  coin  will  bear  the  likeness  of 
Millard  Fillmore,  who  may  be  best  remembered  today  for  signing 
the  Fugitive  Slave  Act  into  law.  The  next  will  belong  to  Franklin 
Pierce,  a  hard-drinking  military  man  who  was  derided  as  the 
"victor  of  many  a  hard-fought  bottle." 

Collectors  who  hold  out  until  2014  will  be  rewarded  with  a  dol- 
lar bearing  the  visage  of  Warren  Harding.  A  shiny  dollar  may  be  a 


fit  commemorative  for  a  President  whose  administration  is  best 
remembered  for  the  Teapot  Dome  scandal.  And  later  that  year  there 
will  be  a  coin  for  Herbert  Hoover,  who  presided  so  unsatisfacto- 
rily over  Depression-era  America.  From  there  it  is  a  short  two  years 
until  Americans  get  their  hands  on  the  first  Richard  Nixon  dollar. 
The  series  will  be  a  four-times-a-year  reminder  that  not  everyone 
who  makes  it  to  the  White  House  belongs  on  Mount  Rushmore. 

— New  York  Times 

Genuine  Radical  Can  the  winner  of  Frances  presi- 
dential election  overcome  the  voters'  deep-seated  resistance  to 
change?  Put  another  way,  can  the  French  be  persuaded  to  back 
any  politician  who  says  that  restoring  the  value  of  work  is  his 
"priority  of  priorities"  and  publicly  declares  the  country's  creak- 
ing social  model  to  be  bankrupt?  Nicolas  Sarkozy,  the  center- 
right  candidate  whom  polls  now  show  to  be  slightly  ahead  of  his 
calculatedly  people-friendly  Socialist  rival,  Segolene  Royal, 
appears  intent  on  putting  that  proposition  to  the  test.  He  must 
tread  with  care.  Avidly  though  the  French  devour  books  lament- 
ing their  national  decline,  they  are  fierce  in  defence  of  the  welfare 
cushions  that  make  that  still  relative  decline  seemingly  comfort- 
able. They  may  discuss  the  need  for  radical  rethinking,  but  they 
have  not  so  far  shown  much  enthusiasm  for  reform.  Mr. 
Sarkozy s  campaign  is,  as  he  admits,  an  honorable  gamble. 

—The  Times  (London) 

Looking  Forward  Change  is  the  law  of  life.  And  those 

who  look  only  to  the  past  or  present  are  certain  to  miss  the  future. 

— IOHN  F.  KENNEDY 

No  Strings,  Please  Senator  Hillary  Clinton  has 

announced  she  will  run  for  President.  And  she  will  refuse  public 
financing  for  both  the  primaries  and  the  general  election.  That 
means  she  won't  take  government  money,  and  so  can  ignore  cer- 
tain campaign  restrictions.  She  can  raise  and  spend  as  much  as 
she  wants.  Even  George  Bush  and  John  Kerry  each  accepted 
about  $75  million  in  public  funds — along  with  the  restrictions — 
for  the  2004  general  election.  Those  who  support  campaign 
finance  restrictions — including  Senator  Clinton  and  many  other 
politicians — claim  they  limit  the  impact  of  special  interests.  Fair 
enough.  So  why  would  high-profile  candidates  who  are  great 
fundraisers  try  to  avoid  the  very  restrictions  they  would  impose 
on  other  candidates?  Or  maybe  I  just  answered  my  own  question. 

—MERRILL  MATTHEWS,  Institute  for  Policy  Innovation 

Show  Your  Hand  The  art  of  life  is  to  show  your  hand. 
There  is  no  diplomacy  like  candor.  You  may  lose  by  it  now  and 
then,  but  it  will  be  a  loss  well  gained  if  you  do.  Nothing  is  so  bor- 
ing as  having  to  keep  up  a  deception. 

— E.V.  LUCAS  F 
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YOU  NEVER  FORGET  WHEN  YOUR  FIRST  ONE  L 


ECLIPSE  AVIATION  CELEBRATES  DELIVERY  OF  THE 
WORLD'S  FIRST  ECLIPSE  500™  VERY  LIGHT  JET. 

When  Eclipse  Aviation  president  Vern  Raburn  handed  over  the 
keys  of  N508JA  to  co-owners  David  Crowe  and  Jet-Alliance 
CEO  Randall  Sanada,  the  world's  first  VLJ  had  been  delivered.  It  was  a  historic 
event,  but  one  that  promises  to  be  repeated  thousands  of  times  over.  To  learn  more  about  our  first 
delivery,  visit  www.eclipseaviation.com,  e-mail  info@eclipseaviation.com,  or  call  866-597-9496. 


ECLIPSE 

AVIATION 


Following  in  the  footsteps  of  monarchs,  artists  and  racecar  drivers. 
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1 


By  Paul  Johnson 


American  Idealism  and  Realpolitik 


AMERICA  IS  THE  RELUCTANT  SHERIFF  OF  A  WILD  WORLD  THAT 
sometimes  seems  mired  in  wrongdoing.  The  UN  has  nothing  to 
offer  in  the  way  of  enforcing  laws  and  dispensing  justice,  other  than 
spouting  pious  oratory  and  initiating  feeble  missions  that  usually 
do  more  harm  than  good.  NATO  plays  a  limited  role,  as  in  Afghan- 
istan, but  tends  to  reflect  the  timidity  (and  cowardice)  of  Continen- 
tal Europe.  Britain  and  a  few  other  nations  such  as  Australia  are 
willing  to  follow  Americas  lead  but  are  too  weak  to  act  on  their  own. 

That  leaves  the  U.S.  to  shoulder  the  responsibility  Otherwise — 
what?  Is  brute  force  to  replace  the  rule  of  law  in  the  world  because 
there's  no  one  to  enforce  it?  I  wish  some  of  those  who  constandy 
criticize  America's  efforts  and  the  judgment  of  President  Bush  would 
ask  themselves  this  simple  question:  Would  you  really  like  to  live 
in  a  world  where  the  U.S.  sits  idly  by  and  lets  things  happen? 

Life  in  such  a  world  would  be  like  the  bestial  existence  described 
in  Thomas  Hobbes'  great  work,  Leviathan.  If  people  "live  without  a 
common  power  to  keep  them  all  in  awe,  they  are  in  that  condition 
which  is  called  war,  and  such  a  war  as  is  of  every  man  against  every 
man."  In  that  lawless  state  there  will  be  "continual  fear  and  danger  of 
violent  death,  and  the  life  of  man  solitary,  poor,  nasty  brutish  and  short" 

In  the  350  years  since  Hobbes  wrote  his  book  nothing  essential 
has  changed.  For  proof,  look  at  the  poor  people  of  Sudan,  in 
whose  struggle  the  U.S.  has  not  been  willing  to  intervene  and 
whose  lives  are  exactly  as  Hobbes  described.  The  same  is  true  in 
Somalia,  where  the  U.S.  has  been  indecisive  and  vacillating.  And 
this  was  the  case  in  the  former  Yugoslavia  until  the  U.S.,  with  great 
misgiving,  finally  responded  to  pressure  and  sent  in  its  forces. 

It's  fortunate  for  the  world  that  in  areas  in  which  international 
law  doesn't  operate  and  rogue  states  do  as  they  please,  America  will 
sometimes  agree  to  play  Leviathan  in  order  to  establish  law,  at  the  risk 
of  huge  financial  expense  and  its  soldiers'  lives.  It  does  so  because  it  is 
a  country  founded  on  idealism.  A  majority  of  Americans  have  always 
believed  that  a  society,  under  God,  must  come  to  the  rescue  of  the 
poor,  weak  and  oppressed  if  it  has  the  means  to  do  so.  The  U.S.  has 
applied  this  idealism  systematically  to  the  world  as  a  whole  and  in  many 
different  ways,  from  the  Marshall  Plan,  which  helped  raise  Europe  from 
ruin  in  1 948,  to  declaring  war  on  international  terrorism  five  years  ago. 

On  the  Horns  of  a  Dilemma 

America  is  fundamentally  and  instinctively  idealistic.  But  follow- 
ing these  ideals  and  acting  as  the  world's  policeman  raises  moral 
issues.  We  all  agree  that  the  sheriff  must  be  righteous,  brave  and 
resolute.  But  should  he  also,  if  the  situation  demands,  be  cun- 
ning, devious  and  Machiavellian?  In  short,  should  America, 


along  with  its  idealism,  also  practice  realpolitik?  And  won't  these 
two  forces  be  in  constant  practical  and  moral  conflict? 

It's  difficult  to  exercise  authority  in  large  parts  of  the  world  and,  to 
use  Hobbes'  phrase,  "keep  them  all  in  awe,"  without  a  touch  of  realpoli- 
tik Britain  discovered  this  in  the  19th  century,  just  as  the  Romans  had 
two  millennia  before.  Moreover,  as  British  statesmen  such  as  Benjamin 
Disraeli  and  Robert  Cecil,  Lord  Salisbury,  found,  imperial  realpolitik 
expressed  itself  principally  in  two  cynical  maxims:  "Divide  and  rule" 
and  "My  enemy's  enemy  is  my  friend"  These  two  maxims  are  rearing 
their  heads  again  in  the  Middle  East,  and  almost  unwittingly— and  cer- 
tainly not  from  any  set  purpose — the  U.S.  finds  itself  following  them. 

U.S.  intervention  in  Iraq  has  had  the  inevitable  consequence  of 
fueling  the  Sunni-Shia  feud,  which  has  raged  in  Islam  for  1,000  years 
at  varying  degrees  of  intensity.  It's  now  running  hotter  than  ever, 
and  likely  to  get  worse,  as  more  and  more  of  the  Middle  East  is 
drawn  into  it.  Of  course,  with  the  Sunnis  fighting  the  Shia,  they 
have  less  time  and  energy  to  fight  the  West,  and  America  finds  it 
easier  to  rule.  But  this  raises  moral  dilemmas  that  the  U.S.  has  so 
far  failed  to  resolve  or  publicly  recognize. 

Another  situation  where  realpolitik  could  come  into  play  is  Iran's 
nuclear  power  quest.  The  moment  Iran  possesses  and  can  deliver 
nuclear  bombs  it  will  use  them  against  Israel,  destroying  the  entire 
country  and  its  inhabitants.  If  this  danger  becomes  imminent,  Israel 
has  the  means — if  suitably  assisted — to  launch  a  preemptive  strike. 
Should  the  U.S.  provide  such  assistance  and  moral  encouragement? 

China's  progress  in  advanced  military  technology,  especially  Star 
Wars-like  rocket  defenses,  is  also  giving  American  strategists  problems: 
How  should  the  U.S.  react?  The  realpolitik  answer  would  be  to  assist 
India,  Chinas  natural  rival  and  potential  antagonist  in  east  and  central 
Asia,  to  achieve  technological  parity.  But  would  it  be  right  to  do  so? 

These  kinds  of  questions  can  arise  almost  anywhere  but  do  so 
especially  around  ruthless  totalitarian  regimes  that  are  attempting 
to  acquire  more  military  power  than  is  safe  to  allow  them.  North 
Korea  is  a  case  in  point.  It's  one  thing  for  the  U.S.  to  make  clear  that 
it  will  defend  its  allies,  such  as  South  Korea  and  Japan,  from  nuclear 
threats.  That  is  straightforward  and  honorable.  But  the  realpolitik 
solution  would  be  to  assist  and  encourage  China  to  deal  with  the 
problem  of  a  nuclear-armed  and  aggressive  North  Korea,  the  strat- 
egy being  based  on  another  old  maxim:  "Set  a  thief  to  catch  a  thief!' 

I  don't  envy  those  in  Washington  whose  duty  it  is  to  resolve  the 
dilemma  between  idealism  and  realpolitik  But  they  will  not  go  far  wrong 
if  they  respect  the  great  tripod  on  which  all  geopolitical  wisdom  rests: 
the  rule  of  law,  the  consultation  of  the  people  and  the  certitude  that, 
however  strong  we  may  be,  we  are  answerable  to  a  higher  power.  F 
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Paul  Johnson,  eminent  British  historian  and  author;  Lee  Kuan  Yew,  minister  mentor  of  Singapore;  Ernesto  Zedillo,  director, 

Yale  Center  for  the  Study  of  Globalization,  former  president  of  Mexico;  and  David  Malpass,  chief  economist,  Bear  Stearns  &  Co.,  Inc., 

rotate  in  writing  this  column.  To  see  past  Current  Events  columns,  visit  our  Web  site  at  www.forbes.com/currentevents. 
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When  WiLife  wanted  to  develop  a  surveillance  camera  that  could 
automatically  send  a  photo  of  an  intruder  directly  to  your  email, 
they  turned  to  the  world's  leading  partner  in  digital  innovation. 


Everyone  wants  to  keep  an  eye  on  the  things  that  matter 
most  to  them  while  they're  away.  That's  why  WiLife 
designed  its  inexpensive  LukWerks™  IP  camera — so  that 
homeowners  could  have  affordable  anytime,  anywhere 
access  to  surveillance  photos  and  video  sent  directly  to 
their  email.  In  building  such  a  high-quality  surveillance 
system  though,  WiLife  needed  a  partner  that  was  every 
bit  as  dedicated  to  innovation  as  they  were.  Fortunately, 
they  called  on  Micron®  and  its  CMOS  imaging  technology. 
End  result?  Keeping  an  eye  on  your  most  important 
possessions  just  got  a  whole  lot  easier. 


So  why  is  all  of  this  newsworthy?  Because  for  years.  Micron 
has  made  a  habit  of  delivering  cutting-edge  digital 
technology  to  its  partners,  and  always  backing  it  up  with 
unequalled  customer  service.  In  fact.  Micron  engineers  offer 
extensive  design  and  development  resources,  making  sure 
they're  available  whenever  a  question  arises.  It's  probably 
that  sort  of  dedication  that's  behind  why  Micron  has  the 
world's  most  valuable  intellectual  property  portfolio* 
From  DRAM  to  digital  imaging.  Micron  has  emerged  as 
the  world's  leading  digital  innovator — and  as  a  company 
that  is  changing  how  we  experience  the  world. 


To  find  out  how  WiLife  can  help  you  make  would-be  burglars  say 
"cheese" — and  to  see  how  Micron  has  helped  other  companies  keep  an 
eye  on  the  things  they  value  most — visit  peaceofmind.micron.com  today. 
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©2007  Micron  Technology;  lnc  Atl  rights  reserved.  Micron 
WiLife  and  LukWerks  are  trademarks  of  WiLife,  Inc.  All  olher 
herein  to  any  specifk  third  party  commercial  product,  process; 
does  not  newssarify  constitute  or  imply  its  endorsement. 
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•"Patent  Power,"  IEEE  Spectrum  magazine,  November  2006 


Digital  Rules 

By  Rich  Karlgaard,  publisher 
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Are  You  Resilient? 


COULD  YOUR  CAREER  SURVIVE  CANCER,  PRISON,  A  PALACE  COUP, 
a  colleagues  betrayal,  a  sudden  sacking,  an  SEC  investigation, 
press  libel,  public  ridicule,  the  shadow  of  a  family  members  sui- 
cide or  a  sexual  slip  that  turned  up  on  YouTube? 

Some  leaders  do  bounce  back  and  land  even  higher.  Others 
succumb  to  depression  or  shame.  What  distinguishes  the  two? 

That's  what  Jeffrey  Sonnenfeld  and  Andrew  Ward  set  out  to  dis- 
cover in  a  remarkably  readable  book  entided  Firing  Back 
How  Great  Leaders  Rebound  After  Career  Disasters. 
I  confess  to  liking  these  kinds  of  books.  They  inspire. 
They  speak  to  not  only  our  shared  human  fallibility 
but  also  our  capacity  for  endurance  and  courage. 

(Essential  to  any  comeback  is  forgiveness,  the 
elixir  offered  up  by  our  American  religious  tradition. 
If  our  culture  ever  loses  its  capacity  to  forgive  and 
trust  again,  we  can  say  good-bye  to  risk-taking.) 

Lots  of  books  set  out  to  teach  such  noble  things. 
Most  fail.  They  bore  us.  They  tiptoe  past  the  wreck- 
age— which  strips  all  the  fun  out  of  reading  them.  Or  they  drown  us 
in  the  warm  syrup  of  recovery-speak  Firing  Back  is  full  of  wreckage 
and  hard-fought  redemption,  sparing  little  detail  and  never  going  gooey. 
Some  stories  are  well-known,  such  as  the  jailings  of  Martha  Stewart 
and  Michael  Milken  or  the  firing  of  Steve  Jobs  and  his  return  to  Apple. 

Even  these  examples  are  infused  with  new  detail  and  context. 
Take  this  bit  on  Jobs:  "On  the  day  Steve  Jobs  was  fired  from  Apple 
in  1985,  he  called  a  couple  of  close  friends,  including  Mike  Murray, 
to  tell  them  the  news.  Murray's  wife  was  on  the  phone  when  an  emer- 
gency interrupt  came  through.  She  told  the  operator  that  it  had  bet- 
ter be  important  and  then  heard  Jobs'  voice  saying  simply,  'It  is.'  Once 
Murray  was  on  the  phone,  Steve  simply  stated,  'Its  all  over.  John 
[Sculley]  and  the  board  have  voted  me  out  of  Apple.  Good-bye,  Mike,' 
and  hung  up  the  phone.  Murray,  aware  of  the  significance  of  this  to 


Jobs,  was  afraid  of  what  Jobs  might  do  to  himself  and,  unable  to  get 
him  on  the  phone,  went  over  to  his  house  and  sat  with  him  for  hours 
until  he  was  convinced  Jobs  would  not  commit  suicide  that  night." 
You  probably  haven't  read  about: 

•  Leonard  Roberts,  who  in  1989  joined  the  $1.5  billion  Shoney's 
chain  of  1,600  restaurants.  "Roberts  produced  dramatic  improve- 
ments in  customer  service  and  franchise  relations.  Store  design, 

purchasing  and  marketing  were  overhauled  quickly' 
Profits  more  than  tripled.  But  Roberts  was  fired  for 
hiring  too  many  black  employees  too  quickly.  He 
was  banished  to  CEO  Siberia  until  Tandy's  then- 
chairman  John  Roach  took  a  chance  on  him. 
•  Financier  Leon  Black,  haunted  by  his  father's  sui- 
cide. In  1975,  while  running  United  Fruit  (now  known 
as  Chiquita),  Eli  Black  one  day  "smashed  through  his 
window  on  the  44th  floor  of  the  Pan  Am  Building 
(now  the  MetLife  Building)  in  New  York  and  fell  to 
his  death  in  the  northbound  lane  of  Park  Avenue." 

•  Fox  News  anchor  Neil  Cavuto,  diagnosed  with  Hodgkin's  dis- 
ease in  1987.  "He  did  not  concede  to  this  plague.  He  valiantly  bat- 
tled this  form  of  cancer  back  into  submission  through  aggressive 
treatment  while  continuing  to  work  full  throttle.  Then,  ten  years 
later,  a  physician  examining  him  antiseptically  reported  back 
with  no  preamble,  'Mr.  Cavuto  . . .  you  appear  to  be  the  unlucki- 
est  bastard  on  the  planet.  You  have  MS.'" 

These  kinds  of  stories  will  knot  your  stomach,  and  Firing  Back 
is  replete  with  them.  But  your  reading  payoff  will  be  in  learning 
why  some  leaders  can  transcend  setbacks  and  others  cannot.  I 
won't  spoil  the  rest  of  the  book  by  divulging  specific  remedies 
and  action  plans.  They  are  there,  backed  by  research,  brought  to 
life  by  anecdote  and  are  100%  sugar  free.  Read  Firing  Back  and 
arm  yourself  for  the  day  when  a  career  setback  could  strike  you. 


Dad  on  YouTube 


THIS  IS  NOTHING  I  WOULD'VE  ASKED  FOR,  BUT  THESE  DAYS  I 
have  the  privilege  of  watching  a  leader  attempt  a  recovery:  my  father. 
In  December  Dad,  78,  fell  on  a  sidewalk  and  cracked  his  head.  He 
spent  a  month  in  the  emergency  wing.  The  clots  in  his  brain  took  six 
weeks  to  dissolve.  Dad  is  wheelchair-bound,  memory-challenged — 
he  is  puzzled  why  the  Super  Bowl-champ  Colts  are  from  Indianapo- 
lis, not  Baltimore — and  can  whisper  only  a  few  sentences  at  a  time. 

Dad,  a  fine  athlete  in  his  day,  is  a  retired  high  school  athletic 
director.  He  once  won  the  National  High  School  Athletic  Direc- 
tor of  the  Year  award,  so  he's  deserving  of  the  leader  appellation. 
All  he  can  do  now  is  lead  by  inspiration. 

In  that  spirit,  I  refer  you  to  this  24-second  YouTube  video  of  Dad 


(youtube.com/watch?v=uNnCTb-0p4Y),  shot  four  weeks  after  his 
fall.  You'll  see  my  father,  who  was  a  catcher  when  he  played  base- 
ball, tossing  a  beanbag  back  and  forth  from  his  wheelchair.  At  the 
time  of  the  taping  Dad  was  still  talking  incoherendy  and  unable  to 
attend  to  his  personal  needs.  Yet  baseball  students  will  recognize 
a  sharp,  catcherlike  motion  in  his  tosses  and  catches.  In  his  mind 
Dad  has  become  an  18-year-old  major  league  prospect  again. 

I  find  that  heroic.  Hopeful,  too.  As  Firing  Back  tells  us,  all  good 
comebacks  are  built  on  the  restoration  of  heroic  self-concept.  F 
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Pig  Factor  at  Work? 

A  new  Harvard  study  suggests  public  companies  led  by 
chief  executives  who  get  the  highest  percent  of  the  total 
compensation  pot  paid  to  their  firm's  five  top  people, 
trade  for  lower  multiples  of  replacement  value  and  later 
underperform  even  more.  Yet,  write  Lucian  Bebchuk, 
Martijn  Cremers  and  Urs  Peyer  after  eyeing  1,000  stocks 
from  1993  to  2004,  the  big  bosses'  "pay  slice"  rose  during 
that  time  by  a  tenth,  to  36.3%.  The  profs  opine  little 
about  their  take  but  call  the  stats  "worthy  of  financial 
economists'  attention."  — J.N.  and  William  P.  Barrett 


Busy  couple: 

Oscar  and  Lynn  Wyatt 
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A  Boon  for  Lawyers 

Texas  oilman  Oscar  S.  Wyatt  Jr.,  already  battling  federal  crim- 
inal charges  of  paying  illegal  kickbacks  to  Saddam  Hussein's 
regime  under  the  UN's  oil-for-food  program,  is  now  also  fight- 
ing the  Internal  Revenue  Service.  He  and  wife,  Lynn,  just  filed 
a  U.S.  Tax  Court  suit  challenging 
$2.4  million  in  extra  taxes  and  penal- 
ties the  IRS  assessed  for  2002,  when 
they  reported  taxable  income  of 
$295,000.  The  feds  nixed  a  claimed 
$4  million  loss  for  Wyatt  Hildalgo 
Farms  and  concluded  the  pair  also 
understated  dividends  by  $1.4  mil- 
lion. The  Wyatts  defend  their 
return.  Oscar,  82,  has  argued  in  the 
kickback  case,  scheduled  for  trial 
next  month,  that  he's  been  tar- 
I  geted  for  his  outspoken,  long- 
'  standing  opposition  to  U.S. 
policy  in  Iraq.  — Janet  Novack 

Certainly  an  Opportunity  for  Him 

YTB  International  didn't  make  any  quarterly  filings  for  2006, 
prompting  an  o-t-c  bulletin  board  delisting  last  summer.  Yet 
shares  trade  in  the  Pink  Sheets  at  a  recent  $7.90,  nearly  six  times 
their  price  a  half-year  ago,  for  a  $194  million  market  cap.  This  rise 
came  as  the  Wood  River,  111.  firm,  which  went  public  via  a  2004 
reverse  merger,  announced  a  restatement  that  doubled  its  accu- 
mulated deficit  to  $13  million.  That  action  also  accompanied  its 
admission  of  a  "lack  of  independence"  from  its  previous  auditor. 
YTB  runs  a  Web  site  called  yourtravelbiz.com,  catering  to  work-at- 
home  travel  agents  who  are  solicited  by  a  network  of  100,000 
commissioned  sales  reps.  YTB  tells  FORBES  the  missing  quarterlies 
will  be  filed  while  suggesting  gung-ho  travel  agents  are  bidding  up 
the  stock.  In  January  YTB  Chairman  J.  Lloyd  Tomer  sold  1  million 
shares,  roughly  25%  of  his  holding  (to  repurchase  his  "dream 
home,"  a  press  release  stated).  A  testimonial  posted  on  the  Web 
site  lauds  YTB  as  "the  opportunity  of  a  lifetime."  —Matthew  Rand 


So  Send  All  of  Them  to  School 

Sotheby's,  the  haughty  auction  house,  says  proposed  IRS  rules  set- 
ting for  the  first  time  a  bare-bones  educational  level  for  art 
appraisers  rendering  valuations  for  tax  purposes  would  disqual- 
ify "many"  of  its  100  appraisers.  The  regulations  would  require 
"college  or  professional-level  coursework  that  is  relevant  to  the 
property  being  valued."  In  a  letter  to  the  IRS  objecting  to  this 
seemingly  modest  mandate,  Sotheby's  senior  vice  president, 
Jonathan  A.  Olsoff  said  on-the-job  training  was  more  relevant, 
declaring,  "No  coursework  can  train  a  person  for  the  job  of  a 
Sotheby's  specialist."  Olsoff  wrote  that  the  official  IRS  panel  that 
reviews  appraisals  "may"  have  members  "who  would  not  be  able 
to  satisfy  a  coursework  test."  — J.N.  and  W.P.B. 

Charitable  Watchdog 

The  Better  Business  Bureau  Wise  Giving  Alliance  says  in  a  recent 
report  that  PetSmart  Charities,  set  up  by  the  national  pet  store 
chain  in  Phoenix,  flunked  several  of  its  20  charitable  accountability 
standards.  Cited  shortcomings  include  a  financial  statement  that 
didn't  clearly  allocate  expenses  among  fundraising,  overhead  and 
charitable  service  and  lack  of  a  written  policy  for  regularly  assess- 
ing its  own  performance.  For  the  fiscal  year  ended  in  January  2006, 
the  charity,  which  primarily  gives  to  local  animal  groups,  raised 
$19  million,  plus  another  $9  million  in  donated  services  from  affil- 
iate PetSmart,  whose  shares  have  jumped  43%  in  six  months.  The 
charity  says  it  takes  the  criticisms  seriously.  —  W.P.B. 


The  Going  Rate  for  Removing  Curses 


Judging  by  these  recent  criminal  cases  charging  fraud  or  theft,  fortune-tellers  and  others  professing 


DEFENDANT  |  LOCATION 

ALLEGATIONS  INCLUDE 

STATUS 

|  Dorothy  Adams  |  Clarkstown,  N.Y 

reversing  "negative  aura"  for  $1,000  payment 

pleaded  not  guilty 

1  Sophie  Evon  |  Seattle,  Wash. 

removing  curse  from  client's  in-law  for  $220,000 

fugitive  from  charges 

!  Linda  Marks  |  Miami,  Fla. 

keeping  $2  million  cash  given  to  "cleanse"  of  evil 

prison:  four  years 

Sonya  G.  Marks  |  LaPlace,  La. 

taking  $30,000  to  restore  good  health  of  client's  kin  pleaded  not  guilty 

Sabrina  Martell  |  New  York,  N.Y. 

eliminating  client's  bad  spirits  for  $900  surcharge 

pleaded  not  guilty 

Tammy  Mitchell  |  C 

nixing  curse  of  customers'  mothers  for  $30,000 

pleaded  not  guilty 

Lecia  Urich  |  Kenner,  L 

Sifting  "deadly  curse"  for  $5,000 

suspended  sentence 
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FLASHBACKS 


85  YEARS  AGO  IN  FORBES  |  JANUARY  21, 1922 

Paternal  Instinct  What  are  the  most 

worthwhile  things  in  life?  Surely,  among 
them  must  be  classed  one's  children.  Neglect 
of  their  growing  children  by  tremendously 
busy  men  is  notorious.  While  talking  the 
other  day  with  a  man  who  has  come  to  the 
front  extraordinarily  in  the  financial  world 
during  recent  years,  he  remarked  to  me:  "I 
always  take  my  holidays  when  my  boy  gets 
his  school  holidays.  We  enjoy  it  and  I  rather 
think  he  enjoys  it.  We're  the  very  best  of 
pals."  Is  there  any  better  form  of  investment 
than  investing  time  and  thought  and 
consideration  in  bringing  up  one's  own  flesh 
and  blood? 

50  YEARS  AGO  IN  FORBES  |  JANUARY  1, 1957 

Home  Economics 

Women  investors  show 
special  tendencies  in 
buying  stock,  contends 
New  York  broker  Arthur 
M.  Krensky  Jr.  The 
distaff  side,  he  observes,  likes  to  shop  around, 
"study  all  angles,  soak  up  as  much  sideline 
advice  as  possible,  get  the  feel  of  what  she's 
buying."  Once  women  have  bought,  he 
notes,  "they're  as  faithful  and  loyal  to  their 
choices  as  to  their  families." 

15  YEARS  AGO  IN  FORBES  |  OCTOBER  12, 1992 

Anglophilia  "We  have  very  good  rela- 
tions with  other  stock 
exchanges,"  Sir 
Andrew  Hugh  Smith 
says  with  a  smile, 
"even  though  they 
deeply  resent  what 
we're  doing."  Sir 
Andrew  is  chairman  of 
the  London  Stock 
Andrew  Hugh  Smith    Exchange,  which  has 

done  enormously  well 
trading  foreign  stocks.  About  7%,  or  $817  bil- 
lion, of  the  world's  equity  trading  is  now  done 
cross-border — buying  one  country's  stocks  on 
another's  exchange.  London's  international 
stock  quote  system,  SEAQ  International,  has 
captured  two-thirds  of  that  cross-border  busi- 
ness worldwide,  and  95%  within  Europe.  That 
amounts  to  a  serious  threat  to  other  European 
exchanges  that  have  not  made  London's 
investments  in  modernization. 

The  Nasdaq  recently  failed  in  its  bid  to  take 
over  the  London  Stock  Exchange. 


Big  Hang-Up 

It  looks  like  we  overesti- 
mated Edward  Zander's 
ability  to  turn  Motorola 
around.  Two  years  ago 
we  described  how  Moto's 
new  chief  was  giving  the 
handsetmaker  a  good 
shaking,  using  some  of 
the  tricks  he  learned  as 
second  banana  at  Sun 
Microsystems.  Zander's 
image  had  soared  with 
record  sales  of  the  popu- 
lar, ultrathin  Razr.  He 

slashed  debt  by  $3  bil- 
Trying  to  connect:  Motorola  Chief  Edward  Zander.  Hon  boQSted  gk)bal  mar, 

ket  share  to  24%  and  tripled  the  Schaumburg,  111.  company's  stock  price.  Then 
came  some  executive  defections  and  the  sudden  death  of  chief  branding  guru 
Geoffrey  Frost.  Zander  countered  weak  sales  with  price-cutting.  But  a  lukewarm 
reception  to  new  products,  including  the  music  KRZR  phone  and  problem-plagued 
Motorola  Q  smart  phone,  has  hurt  profits. 

With  Moto's  stock  off  24%  since  October,  Zander  faces  a  challenge  by  corpo- 
rate raider  Carl  Icahn,  who  recently  bought  a  1.4%  stake  and  seeks  a  board  seat. 
Zander's  biggest  threat  lies  ahead:  Apple's  iPhone  on  the  high  end  and  a  tide  of 
new  low-cost  imports  from  China,  South  Korea  and  India.  —Mark  Tatge 

SEPTEMBER  1,  2003 

REIT  Rip-Off 

Back  in  2003  we  ran  a  profile  of  Atlanta  investment  salesman  Leo  F.  Wells.  The 
folksy,  pious  Wells  had  set  up  Wells  Real  Estate  Investment  Trust,  which  had 
quickly  become  the  nation's  fastest-growing  private  REIT,  chock  full  of  high-end 
office  properties.  We  cautioned  that  the  Wells  REIT  was  not  a  good  investment. 
One  of  the  problems:  The  REIT  had  no  employees;  for  services  ranging  from  sec- 
retarial work  to  deciding  which  properties  to  buy  and  sell,  it  paid  lavish  fees  to  a 
network  of  outfits,  all  wholly  owned  by  Leo  Wells. 

In  a  recent  deal,  little  noticed  because  it  was  disclosed  in  an  unpublicized  secu- 
rities filing,  the  REIT  agreed  to  pay  $175  million  to  buy  all  those  services  compa- 
nies owned  by  Wells.  Since  the  REIT  started  in  1998,  these  outfits  have  collected 
$400  million  in  fees  from  the  REIT.  According  to  the  filing,  the  deal  will  rid  the 
REIT  of  the  high  service  fees. 

Before  2003,  when  fees  for  the  year  totaled  $160  million,  this  deal  might  have 
made  sense.  But  now  the  REIT  uses  fewer  services,  since  it's  no  longer  buying  prop- 
erties and  has  turned  into  a  passive  fund.  The  total  fees  at  Wells  REIT  fell  to  $27  mil- 
lion in  the  first  nine  months  of  2006.  Instead  of  a  boon  for  Wells  REIT,  the  deal  looks 
like  a  sweet  one  for  Leo  Wells.  Shareholders  can  still  vote  to  nix  the  deal.  Through  a 
spokesman,  Wells  says  securities  regulations  prohibit  him  from  commenting. 

How  has  the  Wells  REIT  performed?  Poorly.  Since  our  story  the  share  prices  of 
office  REITs  have  doubled  on  average,  but  Wells  REIT  shares  are  estimated  to  be  up 
just  5.7%.  —Stephane  Fitch 


36      FORBES      MARCH  12,  2007 


Some  think 
old  industry. 

,    We  think 
/  new 
^  opportunity. 


Investment  Banking  •  Private  Banking  •  Asset  Management 


We  look  at  things  from  a  different  perspective  -  for  the 
benefit  of  our  clients.  By  building  on  our  experience  and 
expertise  over  all  industries,  we  help  our  clients  realize  new 
opportunities.  This  has  been  our  ambition  since  1856. 
www.credit-suisse.com 


Thinking  New  Perspectives. 


CreditSuisse 


falS&w-Ihrougf? 


Running  With  Dogs 


Going  British:  Greyhound. 

Two  years  ago  we  described  how  Grey- 
hound was  skidding  downhill.  The  sto- 
ried bus  line  was  losing  money,  firing 
employees,  making  do  with  older  buses, 
raising  prices  and  slashing  routes.  Since 
our  feature,  Greyhound's  cost-cutting 
efforts  helped  its  bottom  line,  boosting 
operating  income  (Ebitda,  that  is)  49%,  to 
$152  million  on  $1.2  billion  in  sales  in 


the  fiscal  year  ended  August  2006.  Now  MAY  23«  2005 
roup,  the  largest  bus  operator  in  Tr)|(Poff 
the  U.K.,  is  taking  over.  Last  month 
the  British  firm  struck  a  deal  to 
merge  with  Greyhound  parent 
Laidlaw  International  in  a  cash 
transaction  valued  at  $3.6  billion, 
including  $800  million  of  assumed 
debt.  —Emily  Lambert 


EBRUA 


2005 


Nerves  of  Steel 

Our  story  about  Ratan  Tata  de- 
scribed how  the  Cornell  University 
architecture  graduate  was  turning  his  fam- 
ily's stodgy  Indian  conglomerate,  the  Tata 
Group,  into  a  global  player.  Now  Tata  is  tak- 
ing the  company's  steel  division  into  the  big 
leagues,  buying  its  European  rival,  the 
Corus  Group.  After  a  bidding  war  that 
forced  up  the  price  by  30%,  Tata  paid  $12.1 
billion,  the  largest-ever  foreign  takeover  by 
an  Indian  company.      — Robyn  Meredith 


In  2005  a  little-known  British  military 
contracting  conglomerate  named  Smiths 
Group  was  cutting  itself  an  ever  larger 
slice  of  the  U.S.  defense  pie,  spending  $1.4 
billion  on  acquisitions  in  just  18  months. 
Now  a  chunk  of  Smiths  is  being  swal- 
lowed up  by  an  American  giant.  General 
Electric  has  agreed  to  buy  the  London 
company's  aerospace  business  for  $4.8  bil- 
lion. Adding  Smiths'  landing  gear,  flight 
computers  and  other  aircraft  components 
will  broaden  GE's  aviation  business 
beyond  jet  engines  and  put  it  into  direct 
competition  with  Honeywell,  which  GE 
tried  to  buy  in  2001. 

In  a  second  agreement,  Smiths  and  GK 
are  set  to  combine  their  baggage-  and  pas- 
senger-scanning equipment  units.  Smiths 
will  own  64%  of  the  joint  venture  and 
control  the  business.  The  new  unit  will 
match  rival  L-3  Communications  in  sell- 
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ing  all  three  types  of  airport  baggage 
screeners  currently  approved  by  U.S.  and 
European  regulators.  It  will  also  become 
the  only  contractor  offering  puffer 
machines  that  screen  for  explosives. 
Smiths  stock  has  gotten  a  boost  from  the 
news,  rising  from  $16  when  our  story  ran 
to  a  recent  $2 1 .  — Matthew  Swibel 

OCTOBER  31,  2005 

Rough  Skies 

When  we  wrote  about  GOL  Linhas  Aereas 
Inteligentes,  the  Brazilian  low-fare  airline 
was  soaring.  Armed  with  the  best  ideas 
from  the  likes  of  Southwest  Airlines  and 
Jet  Blue,  GOL  had  in  just  four  years 
become  Brazil's  third-largest  airline  and 
the  worlds  most  profitable  carrier.  Since 
our  story  GOL  has  hit  some  turbulence.  A 
collision  in  September  2006  between  a 
GOL  flight  and  an  executive  jet  over  the 
Amazon  resulted  in  the  death  of  all  154 
people  on  the  Boeing  737  operated  by 


GOL.  The  accident  exposed  faults  in 
Brazils  air  traffic  control  system  and  led  to 
a  work  slowdown  by  Brazilian  controllers 
in  November  and  December.  Though  60 
new  air  traffic  controllers  have  been  hired, 
problems  persist.  The  result:  hundreds  of 
delayed  or  canceled  Brazilian  flights.  In 
January  GOL  had  to  cancel  800  flights,  5% 
of  its  total.  GOL's  fourth-quarter  earnings 
fell  46%  to  $44  million.  Still,  the  company 
projects  a  rebound  this  year,  with  revenue 
growing  45%  to  $2.6  billion. 

— Kerry  A.  Dolan 

SEPTEMBER  4,  2©G6 

Fund  Foibles 

We  picked  a  lousy  time  to  run  a  positive 
story  on  abrasive  investor  Thomas  Hud- 
son and  his  activist  Norwalk,  Conn,  hedge 
fund,  Pirate  Capital.  As  our  magazine  hit 
newsstands,  employees  started  to  quit. 
The  fund  has  lost  five  out  of  a  total  of  ten 
analysts,  traders  and  managers  since  our 


story.  At  the  same  time,  Pirate  was  socked 
with  trading  losses  and  its  assets  dropped 
40%  to  $1.1  billion.  In  2006  Jolly  Roger, 
the  firm's  flagship  fund,  returned  9.5% 
versus  the  S&P  500's  15.8%.  Hudson 


claims  that  a  strong  fourth-quarter  per- 
formance shows  that  the  staff  turnover 
"couldn't  have  been  better  for  the  firm." 

— Bernard  Condon 
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By  Donal  O'Shea,  dean  of  faculty,  vice-president  for  academic  affairs,  E.  T.  Kennan  professor  of  mathematics, 

MOUNT  HOLYOKE  COLLEGE  AND  AUTHOR,  THE  POINCARE  CONJECTURE:  IN  SEARCH  OF  THE  SHAPE  OF  THE  UNIVERSE  (WALKER). 

Pick  a  Number,  Any  Number 

On  the  perils  of  bad  math  education 


NO  PERSON  WOULD  CONFESS  AT  A 
dinner  party  to  having  never  heard  of 
Shakespeare.  No  one  boasts  of  being 
unable  to  write  a  paragraph.  When  the 
subject  is  mathematics,  however,  discre- 
tion flies  out  the  window.  I  have  listened 
to  public  intellectuals  and  university  fac- 
ulty members  unapologetically  announce 
that  they  cannot  manage  elementary 
arithmetic  computations  and  are  happily 
ignorant  of  algebra  and  geometry. 

Yet  fascination  with  numbers  and 
geometric  objects  is  as  natural  to  chil- 
dren as  language  and  music.  Mathemat- 
ical investigation  is  one  of  the  oldest 
human  activities,  as  old  as  the  trades  of 
carpentry,  cookery  and  metalworking. 
Now  our  culture  and  our  economy 
depend  on  mathematical  discoveries.  Just 
one  example:  The  recent  solution  of  the 
Poincare  conjecture,  one  of  the 
greatest  problems  of  the  last  cen- 
tury, depends  crucially  on  the 
manipulation  of  equations  describ- 
ing how  space  bends.  The  conjec- 
ture lies  at  the  heart  of  topology, 

and  this  field  supplies  the  conceptual  tools  for  envisioning  data 
that  drive  the  algorithms  that  search  engines  use  to  navigate 
the  Internet. 

More  mathematics  has  been  discovered  since  1900  than  in 
all  of  human  history  before.  That  this  might  strike  anyone  as 
surprising  reflects  mathematics'  dubious  distinction  as  the  one 
discipline  about  which  so  many  educated  persons  so  freely  and 
so  proudly  admit  to  knowing  nothing. 

In  the  second  half  of  the  20th  century  the  curricula  vitae  of 
most  first-rate  mathematicians  included  graduate  or  postgrad- 
uate years  in  the  U.S.  This  is  changing.  The  increasing  quality  of 
other  countries'  universities,  coupled  with  the  tightening  of 
immigration  and  visiting  regulations  since  Sept.  11,  has  made 
the  U.S.  less  attractive  to  foreign-born  mathematicians. 

What  of  our  homegrown  talent?  In  the  1985-86  academic 
year  a  little  under  a  million  students  received  bachelor  degrees  in 
the  U.S.,  of  which  16,100  majored  in  mathematics  or  statistics. 
Two  decades  later  things  have  changed  drastically.  By  2004,  the 
most  recent  year  for  which  data  have  been  tabulated,  the  bache- 


Many  otherwise  gifted 
teachers  telegraph  a  fear  of 
mathematics  to  their  pupils 


lor  degree  total  grew  42%  to  1 .4  million,  but 
the  number  majoring  in  mathematics  or 
statistics  shrank  17%  to  13,300.  One  cannot 
blame  the  decrease  on  the  rise  in  computer 
science:  Over  the  same  period  the  informa- 
tion science  majors  just  kept  pace  with  the 
bachelor  degrees  (increasing  41%  from 
42,300  to  59,500).  Unhappily,  the  number 
of  degrees  in  the  more  theoretical  areas  of 
computer  science  closest  to  mathematics  fell 
slightly.  This  is  not  good.  By  way  of  con- 
trast, the  number  of  communications  and 
journalism  majors  increased  70%  (from 
41,700  to  71,000)  and  the  number  of  parks, 
recreation  and  leisure  studies  majors 
climbed  almost  fivefold  (from  4,600  to 
22,100). 

Most  of  us  have  had  the  experience  of 
being  humiliated  or  baffled  by  inept  math- 
ematical instruction.  Many  otherwise 
gifted  elementary  teachers  fear 
mathematics  and  telegraph  that 
fear  to  their  pupils.  High  school 
mathematics  teachers  look  down 
on  middle  school  teachers  who 
look  down  on  elementary  school 
teachers.  College-level  mathematics  teachers  blame  schools  for 
unprepared  students.  Mathematicians  mistrust  researchers  in 
mathematical  education.  Frustrated  administrators  substitute 
high-stakes  testing  for  good  teaching,  ensuring  that  ever  more 
classroom  time  goes  to  test  preparation  rather  than  to  enabling 
students  to  genuinely  understand.  Students,  accustomed  to 
noncomprehension,  cling  to  the  rote  instruction,  and  each  turn 
of  the  vicious  cycle  further  exacerbates  the  climate  of  fear  and 
misunderstanding  attached  to  mathematics. 

Shoring  up  our  nations  primacy  in  mathematics  and  statis- 
tics will  require  attention,  flexibility  and  multiple  strategies.  On 
a  national  level  we  need  to  remove  barriers  that  prevent  foreign 
mathematicians  and  students  from  entering  the  country.  We 
need  to  enhance  mathematical  research  and  rethink  mathemat- 
ics instruction  in  schools  and  universities.  We  must  focus  on 
teaching  and  learning  and  eschew  ideological  warfare  over  the 
curriculum.  Individually,  each  one  of  us  needs  to  challenge  pub- 
lic celebrations  of  mathematical  ignorance.  Let's  not  applaud 
the  loss  of  human  capital.  F 
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ICHARD  MOORE  IS  AN  APPEALING  investment  banks  that  work  for  the  state  to  swear  off  con- 
politician— so  appealing  that,  al-  flicts.  In  2002,  amid  a  raff  of  corporate  scandals,  he  grand- 
though  he  won  reelection  as  North  standed  before  a  U.S.  Senate  commerce  committee:  "We 
Carolina's  state  treasurer  in  2004,  are  demanding  that  broker/dealers  and  money  managers 
last  year  he  landed  a  $4,000  contri-  eliminate  actual  and  potential  conflict  of  interest  from  the 
bution  from  a  self-employed  inte-  way  they  pay  analysts  and  conduct  their  affairs." 
rior  designer  who  lives  on  the  Moore  applies  no  such  prohibitions  to  himself,  and  he 
Upper  West  Side  of  Manhattan.  His  benefactor,  Julie  Mar-  is  unrepentant  about  it.  "I  didn't  set  up  the  rules,  but  I  play 
shall,  has  no  real  need  to  fund  Moore's  likely  run  for  the  North  by  the  rules,"  he  says.  "We  do  not  have  a  culture  of  pay-to- 
Carolina  governorship  in  2008.  "My  husband  went  to  a  play  in  the  treasurers  office  in  the  state  of  North  Carolina." 
fundraiser  [in  New  York]  and  afterward  was  all  excited,"  she  He  has  been  feted  at  out-of-state  fundraisers,  two  of  them 
says.  Her  husband,  Gerald  Marshall,  also  gave  Moore  $4,000;  in  the  New  York  home  of  Donaldson,  Lufkin  &  Jenrette 
Marshall  runs  investment  firm  Amerimar  Enterprises.  cofounder  Richard  Jenrette.  His  contributors  include  billion- 
As  state  treasurer  Moore,  a  Democrat,  is  the  sole  fidu-  aire  financiers  Stephen  Schwarzman,  Nelson  Peltz  and  Paul 
ciary  for  the  North  Carolina  Retirement  System,  with  $73  Tudor  Jones  (none  of  whom  landed  state  funds).  "I  don't  know 
billion  in  assets.  He  holds  sway  over  which  money  man-  what  they  think  they're  going  to  get,"  says  Moore.  "I  like  to 
agers  are  entrusted  to  invest  funds  from  the  state  pension  think  they  respect  somebody  who  runs  a  good  business." 
plan.  At  stake:  millions  of  dollars  in  fees.  He  has  parlayed  Maybe  they  hope  to  get  good  business  for  themselves.  As 
this  clout  into  one  of  the  biggest  fundraising  machines  in  Moore  duns  money  managers  for  dollars,  the  fees  the  trea- 
the  state  by  eagerly  accepting  contributions  from  dozens  surer  s  office  pays  out  to  them  have  jumped  sixfold  under  his 
of  financial  firms  that  benefit  (or  could  benefit)  from  his  reign,  to  $116  million  in  the  year  through  last  June.  North 
largesse.  Carolina  paid  $15  million  in  incentives  to  a  Deutsche 
Moore,  since  winning  reelection,  has  raised  more  than  Bank/RREEF  real  estate  fund  last  fiscal  year  in  which  its  clos- 
half  a  million  dollars  from  financiers  far  outside  the  Tar  Heel  ing  balance  was  only  $29  million.  (It  also  paid  $590,000  to 
State,  from  Massachusetts  to  California.  His  campaign  fund  Elevation  Partners,  a  minority  investor  in  FORBES;  Elevation's 
got  $381,000  this  way,  11%  of  its  total  take;  a  fiscal-educa-  employees  have  not  contributed  to  Moore's  campaign.)  All 
tion  foundation  run  from  Moore's  office  got  $163,000.  Of  told,  over  half  the  state's  fees,  or  $63  million,  went  to  firms 
90  firms  that  invest  North  Carolina  funds,  40  have  employ-  that  manage  just  6.3%  of  its  assets:  hedge,  private  equity  and 
ees  that  funded  his  campaign.  Employees  of  another  40  in-  real  estate  funds.  These  same  firms  were  disproportionately 
vestment  firms  not  working  for  the  state  also  donated.  large  contributors  to  Moore's  campaign. 

That  looks  like  a  blatant  conflict  of  interest,  yet  it  is  Do  these  donors  beat  cheap  index  funds?  The  taxpayers 

entirely  legal  in  North  Carolina,  as  it  is  in  most  of  the  U.S.  of  North  Carolina  might  like  to  know.  But  Moore's  office,  in 

State  and  local  governments  are  a  cesspool  of  pay-to-play,  each  of  his  six  years  as  treasurer,  has  failed  to  provide  the  state 

The  stakes  are  huge,  with  2,700  state  and  local  pension  legislature  with  a  state-mandated  annual  report  detailing  his 

funds  controlling  $2.8  trillion  in  assets.  In  the  uncertain  managers'  results.  Moore's  state  Web  site  posts  sparse  details, 

event  that  Congress  passes  real  campaign-finance  reform  at  mostly  from  2005  or  earlier;  it  does  not  disclose  the  names 

the  federal  level,  payola  at  the  local  level  is  likely  to  continue,  of  the  money  managers  he  hires  or  their  fees. 

The  case  of  Richard  Moore  is  particularly  galling,  for  When  asked  for  the  state-mandated  reports,  Moore  said 

this  man  has  built  his  career  crusading  against  conflicts  of  they  were  unavailable.  He  handed  over  data  on  payments  to 

interest  on  Wall  Street.  He  calls  himself  "North  Carolina's  fund  managers  only  after  FORBES  prepared  to  take  him  to  court 

elected  guardian  of  the  state  treasury"  and  advises  the  New  (his  constituents  can  get  their  first  peek  at  www.forbes.com). 

York  Stock  Exchange  on  good  governance.  He  forces  Did  we  say  unrepentant?  This  is  almost  comical:  To  han- 

Like  politicians  in  many  states,  North  Carolina's 
treasurer  takes  campaign  donations  from  money  managers 
eager  for  his  business.  Yet  he  rails  against  conflicts  of 
interest  on  Wall  Street  By  Neil  Weinberg 
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IMfrorst 


Moore's  Law 


investing  in  exotic  funds  is  costly.  North  Carolina  pays  them  more  than  half  its  management  fees 
to  handle  6%  of  its  assets.  Overall,  these  funds'  returns  have  been  mediocre — but  the  campaign 
contributions  they  are  attached  to  have  not  been.   


WHAT  THEY  GAVE 

 „  .     :■          Political  contributions 

MOORE'S  MUTUAL  BACK-SCRATCHERS         frnm  f,  inH  manflgPr.  tn 

Investment  manager/Fund                      North  Carolina  treasurer 

WHAT  THEY  GOT 

Fees  paid  by 
North  Carolina 
treasurer  to  fund 

WHAT  THEY  EARNED 

1  -year 

total 

return 

Aurora/Ventures  IV  LLC 

$4,500 

$684,000 

-7% 

Broyhill/Broyhill  Fund 

19,390 

91,581 

9 

Castle  Harlan/Partners  IV 

12,000 

2,300,000 

27 

Franklin  Street/Franklin  Street  Partners 

15,000 

5,500,000 

12 

Parish  Capital/Parish  Capital  LP 

8,000 

1,310,000 

-13 

Quellos/CARS 

16,000 

6,140,000 

10 

RU  Development/Urban  Lodging  Fund 

23,000 

625,000 

2 

Shorenstein  Prop./Realty  Investors  VII  LP 

18,000 

1,167,000 

45 

Political  contributions  for  2005  and  2006;  returns  through  June  30,  2006. 

Sources:  North  Carolina  Department  of  State  Treasurer;  North  Carolina  State  Board  of  Elections;  Forbes. 


die  FORBES'  inquiries,  Moore's  office  retained  the  Durham,  N.C.  law 
firm  of  Womble  Carlyle  Saiidridge  &  Rice,  and  it  turns  out  lawyers 
from  that  firm  kicked  in  $34,560  to  Moore's  campaigns. 

So  what  Moore  decries  as  improper  ties  on  Wall  Street  is  more 
like  synergy  when  it  involves  the  Richard  Moore  reelection  commit- 
tee. "There's  a  huge  difference  between  asking  for  contributions  to 
my  campaign  and  things  that  go  in  my  own  pocket,"  Moore  insists. 

Payola  for  politicians  became  so  rampant  in  municipal  bonds 
that  in  1994  the  Securities  &  Exchange  Commission  banned  muni 
underwriters  from  contributing  to  the  campaigns  of  public  officials. 
The  SEC's  chairman  at  the  time,  Arthur  Levitt  Jr.,  sought  to  extend 
the  ban  in  1999  to  firms  handling  public  pensions.  The  financial  in- 
dustry derailed  Levitt's  bid.  "Wrongdoing  is  still  clearly  going  on  in 
how  business  is  rewarded,"  Levitt  says. 

In  some  states  bribery  is  at  work.  Maryland's  pension  fund  kept 
using  an  underperforming  manager  who  had  made  illegal  contri- 
butions to  the  governor.  The  manager  was  convicted  of  fraud  in  2004 
that  cost  Maryland  $4.7  million.  New  Mexico's  past  two  treasurers 
got  jail  time  for  seeking  bribes  from  outside  fund  managers. 

Moore,  46,  is  a  North  Carolina  native  who  attended  Wake 
Forest  University  School  of  Law  and  married  Noel  Crook,  an 
heiress  to  the  $2.2  billion  H.E.  Butt  grocery  fortune.  He  served  as 
a  federal  prosecutor,  won  election  to  the  state  legislature  in  1992 
and  made  a  failed  bid  for  Congress  two  years  later.  In  1995  he  was 
appointed  secretary  of  crime  control  and  public  safety.  Hurricane 
Floyd  (in  1999)  gave  him  precious  exposure.  His  affinity  for  tele- 
vision cameras  is  said  to  rival  that  of  Geraldo  Rivera. 

Shortly  after  he  was  elected  treasurer  in  2000,  Moore  won 
headlines  demanding  that  Wall  Street  clean  up  its  act.  He  also 
persuaded  the  state  legislature  to  increase  the  portion  of  the  pen- 
sion fund  in  hedge  and  private  equity  funds— from  0.1%  to  5%. 
In  support  of  that  effort  was  Eugene  McDonald,  former  manager 
of  Duke  University's  endowment,  who  wrote  a  paper  on  it.  It 
turns  out  McDonald  was  a  member  of  Moore's  five-person 


investment  committee. 
After  Moore  won  wider 
latitude  he  quickly  handed 
$400  million  to  Quellos 
Asset  Management,  a  pri- 
vate equity  firm  in  Seattle. 
Quellos'  investment  chief: 
Eugene  McDonald.  Moore 
stuck  with  Quellos  after  it 
was  slammed  in  2005  for 
flogging  tax  shelters  that 
the  U.S.  Senate  declared 
"a  bowl  of  spaghetti."  Cost 
to  U.S.  taxpayers:  $300 
million. 

Asked  about  this, 
Moore  said  McDonald 
joined  Quellos  only  after  the 
firm  got  state  pension 
money — which  is  untrue. 
Informed  of  his  misstatement,  Moore  was  undaunted,  saying  that  even 
"if  I  had  known  about  it,  I  don't  think  it  would  have  made  any  dif- 
ference." Quellos  says  it  has  returned  "superior  results,"  but  in  fact 
it  earned  North  Carolina  a  middling  7%  annually  (versus  14.9%  for 
the  S&P  500)  the  past  three  years.  It  reaped  $6. 1  million  from  Moore's 
office  last  fiscal  year.  Quellos  execs,  including  McDonald,  have  con- 
tributed $16,000  to  Moore's  campaign. 

Moore's  investment  chief,  Andrew  Silton,  went  part-time  in  2003 
and  picked  up  work  with  Franklin  Street  Partners.  Moore  has  $400 
million  invested  with  this  Chapel  Hill,  N.C.  hedge  fund  and  paid  it 
$5.5  million  in  the  last  fiscal  year.  Moore  took  in  $15,000  from  Franklin 
Street  officials.  Shorenstein  Realty  Investors  handles  $75  million  in 
state  pension  money  and  got  a  $1.2  million  fee  in  the  last  fiscal  year. 
Owner  Douglas  Shorenstein  held  a  fundraiser  for  Moore  in  San 
Francisco  and  with  colleagues  has  given  him  $18,000. 

Billionaire  Robert  Johnson  of  BET  and  seven  employees  of  his 
RLJ  Development  kicked  $23,000  into  Moore's  fund.  Moore  agreed 
in  2005  to  send  $50  million  to  RLJ  for  investing.  Fourteen  execs  at 
Bank  of  New  York  gave  $22,757  to  Moore.  His  office  uses  the  bank 
for  securities  custody. 

Tracking  Moore's  results  is  difficult.  The  state  auditor  found 
in  2005  that  40%  of  his  high-risk  fund  managers  ran  6  to  18  months 
late  supplying  returns  data  One  data  set,  though,  shows  they  are  trail- 
ing behind  industry  benchmarks:  In  five  years  hedge  and  private 
equity  funds  returned  2.3%  annually  for  the  state  against  a  bench- 
mark of  7.7%,  real  estate  funds  10.5%  versus  the  benchmark  1 1.9%. 
Moore  hit  up  28  of  these  lavishly  paid  managers  for  $21 1,700. 

Connecticut,  New  Jersey  and  the  largest  California  public 
employees  pension  fund  have  banned  political  contributions 
from  money  managers.  In  North  Carolina  the  constitution  states 
pension  funds  cannot  be  used  for  "any  purpose  other  than  retire- 
ment benefits."  Except  maybe  running  for  governor.  F 

Additional  reporting  by  Jason  Storbakken. 
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The  more  you  have  to  store, 
the  more  reliability  matters. 

Fujitsu  ETERN US®  Storage  Systems:  Uncompromising 
reliability  for  your  most  demanding  applications. 


To  help  enterprises  manage  the  flood  of  mission-critical  data,  Fujitsu  ETERNUS  Storage  Systems  deliver  the 
reliability  and  availability  data  centers  require.  For  continuous  data  access  and  easier  maintenance,  major 
components  are  highly  redundant  and  hot-swappable.  The  controller  modules'  software  can  also  be  upgraded 
without  shutting  down  or  rebooting.  A  built-in  statistical  failover  mechanism  ensures  stable  operation  by  disabling 
components  exhibiting  intermittent  failures.  Furthermore,  disk  data  encryption  using  128-bit  AES  provides  security 
against  data  theft.  Go  to  us.fujitsu.com/computers/reliability3  for  more  information. 

DATA  PROTECTION— Online,  efficient  disk-to-disk  DISASTER  RECOVERY— Cost-effective,  secure 

backup  using  tiered  storage  ,  remote  data  replication  over  iSCSI 

with  IPsec  data  encryption 
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THE    POSSIBILITIES    ARE  INFINITE 


Qutfront 

Send  in  the  Clouds 

Everybody  talks  about  the  weather,  but  not  enough 
people  bet  on  it.  David  Friedberg  is  out  to  change 
that  and  possibly  make  sleep  sounder  for 
thousands  of  small-business  owners. 

Friedberg's  Web  site,  Weatherbill,  sells  insur- 
ance against  unwanted  temperature  changes  and 
rainfall  at  any  of  200  cities  in  the  U.S.  It's  primarily  aimed  at  businesses  such  as  golf  courses,  amusement  parks  or 
house-painting  firms  that  lose  out  in  foul  conditions.  With  all  the  reports  of  extreme  weather  around,  he  notes, 
"if  you  don't  have  a  weather  risk  management  strategy,  your  board  will  want  to  know  why." 

Clients  go  to  Weatherbill's  site  and  oudine  what  range  of  temperatures  and/or  rainfall  they  want  protection  from, 
for  a  set  period  of  time.  In  100  milliseconds  Weatherbill  crunches  forecasts  and  30  years  of  National  Weather  Service 
data  for  the  user's  location.  After  adjusting— minutely— for  climate  change,  Weatherbill  names  a  price  and  acts  as  the 
underwriter.  Friedberg  is  using  hedge  funds  to  lay  off  his  risk. 

Example:  It  costs  $1,571  for  a  "policy"  that  will  pay  $1,000  per  rainy  day  after  five  days  of  rain  (from  a  mist  to  a 
downpour)  in  February  in  Sacramento.  For  payment  after  seven  days  the  price  falls  to  $700.  Friedberg  has  been  sell- 
ing contracts  since  mid-January  and  has  already  covered  customers  for  payouts  as  high  as  $20,000. 

The  Chicago  Mercantile  Exchange  offers  future  contracts  based  on  temperature  and  snowfall.  Trade  volumes  fell 
last  year,  though,  to  $21  billion,  from  $36  billion  in  2005.  A  Merc  spokesman  says  he  welcomes  more  competition. 
Friedberg,  26,  has  an  astrophysics  degree  from  UC,  Berkeley  and  left  his  job  in  business  development  at  Google  last 
summer  to  start  Weatherbill.  Now  up  to  a  staff  of  12,  he  plans  to  open  a  U.K.  branch  and  eventually  sell  contracts 
tailored  for  specific  neighborhoods  or  remote  locations  using  a  $250  weather  gauge.  —Quentin  Hardy 


DEFICIT  FINANCING 

Hot  Air 

Only  in  California:  how  a  truckmaker  plans  to  lose  money 
on  each  sale — and  make  it  up  trading  carbon  credits. 

By  Jonathan  Fahey 


H 


OW'S  THIS  FOR  A  BUSINESS  PLAN:  BUY  A  HUGE  BATTERY  FOR 
$75,000,  build  an  electric  truck  around  it,  sell  the  truck  for 
$45,000.  That's  what  Phoenix 
Motorcars,  an  aspiring  auto-  ^ 
maker  in  Ontario,  Calif., 
is  planning  ^^^^^^j 


Electric:  Phoen 
sport  utility  truck 

FORBES 


to  do  starting  this  summer,  when 
it  will  deliver  an  all-electric  pickup 
truck  about  the  size  of  a  Chevrolet 
Colorado  to  fleet  customers.  Phoe- 
nix thinks  it  can  sell  500  this  year 
and  6,000  next. 

So  what's  the  catch?  The  com- 
pany thinks  it  can  turn  a  profit  by  exploiting  California's  auto 
emissions  program.  Chief  Executive  Daniel  Elliott  wants  to  amass 
emission  credits  it  will  get  from  the  California  Air  Resources 
Board  (CARB)  for  selling  zero-emission  vehicles  and  then 
sell  them  to  other  automakers  in  danger  of  falling  short 
of  minimum  requirements. 

This  scheme  may  be  a  quirky  California  creation 
now,  but  if  Congress  decides  to  set  a  cap  on  carbon 
emissions  nationwide,  this  kind  of  horse-trading  could 
become  commonplace. 

Carmakers  in  California  are  granted  40  emissions 
credits  for  each  zero-emission  vehicle  produced  this  year, 
provided  it  can  go  100  miles  without  needing  to  recharge 
or  refuel  and  can  be  recharged  or  refueled  in  ten  minutes. 
The  only  cars  getting  these  credits  now  are  hydrogen  fuel  cell  pro- 
totypes that  carmakers  spend  millions  building,  then  offer  to  gov- 
ernments, universities  and,  rarely,  individuals.  If  a  maker  doesn't  sell 


NOT  BUSINESS  AS  USUAL. 


THE  NEW  BUSINESS  CLASS  FROM  SINGAPORE  AIRLINES. 

DAILY  FROM  SAN  FRANCISCO  TO  SEOUL  AND  SINGAPORE  ON  THE  NEW  BOEING  777-300ER. 


Outfront 

enough  efficient  vehicles  to  amass  a  minimum 
number  of  credits  it'll  get  hit  with  a  penalty— 
as  much  as  $200,000  per  unsold  emission- 
free  vehicle.  That's  what  Phoenix  thinks  each 
of  its  electric  trucks  can  generate  in  revenues 
by  selling  its  credits. 

Or  so  Phoenix  hopes.  No  credits  have 
traded  hands  publicly,  but  JMP  Securities  in 
San  Francisco  suggests  they  are  worth  some- 
thing, maybe  half  the  penalty,  or  $2,500  each. 
For  now  there  doesn't  appear  to  be  much  of 
a  market  for  them.  The  big  carmakers  likely 
have  plenty  of  credits  in  the  bank,  having  sold 
everything  from  neighborhood  electric 
vehicles  to  General  Motors'  EVl  electric  car 
and  Toyotas  electric  RAV4.  Started  in  1990,  the 
program  requires  carmakers  to  earn  a  certain 
number  of  credits,  based  on  their  market  share, 
from  selling  low-emission  and  no-emission 
vehicles,  or  face  penalties  that  can  include 
being  barred  from  selling  in  California.  No 
automaker  has  ever  paid  a  penalty. 

Elliott  insists  he'll  be  able  to  turn  credits 
into  cash  as  California's  minimums  are  set  to 
rise  and  credits  are  set  to  dwindle.  Industry- 
wide minimums  are  set  to  step  up  gradually, 
from  a  total  of 250  emission-free  vehicles  be- 
tween 2005  and  2009  to  50,000  between 
2015  and  2017.  Meanwhile,  credits  shrink 
from  40  per  good  vehicle  to  3  over  that 
same  period.  Elliott  argues  that  buying  cred- 
its from  him  is  far  cheaper  for  automakers 
than  building  hydrogen  fuel  cell  prototypes. 

Phoenix  was  founded  in  2001  with  the 
idea  of  producing  a  vehicle  that  meets 
CARB's  requirements.  For  bodies,  Elliott,  who 
became  chief  last  year,  ships  in  sections  from 
Korean  carmaker  SsangYong  Motors  and 
bolts  them  together  in  southern  California. 
He  thinks  he's  overcome  the  battery  problem 
with  one  developed  by  Reno's  Altair  Nano- 
technologies.  Its  a  35-kilowatt-hour  lithium 
titanate  battery  pack  that  it  says  is  quickly 
rechargeable  and  safe.  Phoenix  and  Altair 
promise  that  volume  will  cut  the  price. 

Elliott  says  he  has  orders  for  some  200 
trucks  from  such  outfits  as  electric  utilities 
(which  want  to  encourage  their  use  to  increase 
electricity  consumption).  He  expects  to  have 
100  employees  this  year,  up  from  7  last  year, 
as  the  company  gears  up  for  a  June  launch. 
Phoenix  is  surviving,  comfortably,  Elliott  says, 
on  money  raised  privately  while  he  searches 
for  the  elusive  emissions  credit  market.  F 


CASSANDRA  DEPT. 


The  End  Is  Near 

Dozens  of  studies  say  cell  phones  don't  cause  cancer. 
But  they  do,  says  George  Carlo.  And  he  won't  stop 
until  you  believe  him  By  Chana  R.  Schoenberger 


IN  JANUARY  A  STUDY  OF  3,044  PEOPLE 
published  in  the  International  Journal 
of  Cancer  said  that  mobile  phone  use 
doesn't  significantly  increase  the  incidence 
of  brain  cancer.  It  was  the  latest  of  many  bul- 
letins dismissing  the  dangers  of  a  radiation- 
emitting  object  held  to  the  ears  of  a  billion 
people. 

George  Carlo  doesn't  buy  it.  He  thinks 
wireless  radiation  is  making  us  sick.  "This  is 
the  most  serious  threat  that  mankind  has  ever 
faced,"  he  says.  Carlo  cites  a  half-dozen  pa- 
pers that  he  says  prove  a  link  between  mo- 
biles and  tumors. 

Credit  for  the  durability  of  the  death-by- 
phone  theorem  goes  to  the  tireless  peregri- 
nations of  Carlo,  a  53-year-old  Ph.D.  in 
epidemiology.  Last  month  he  left  his  home 
in  Sarasota,  Fla.  for  posh  Rancho  Santa  Fe, 
just  outside  San  Diego.  Residents  there  had 
commissioned  Carlo  to  tell  them  if  the  town's 
new  cellular  base  stations  would  make  them 
ill.  (he,  as  is  his  wont,  waived  the  $85,000  fee 
for  the  report,  charging  only  $10,000  for  his 
expenses.  And,  as  is  his  wont, 
Carlo  rendered  a  "yes"  verdict.) 
Then  he  flew  to  London  to  speak 
to  legislators  on  the  dangers  of 
electromagnetic  radiation.  Next 
stop:  Dublin,  Ireland,  where  he 
stumped  for  his  plan  to  convert 
today's  wireless  infrastructure  to  a 
fiber-optic  and  wireless  system. 

The  cell  phone  companies 
would  like  to  see  Carlo  go  away, 
but  they  created  him.  In  the  late 
1990s  he  ran  the  industry's  $28.5 
million,  six-year  research  project 
into  mobiles'  potential  for  harm. 
Carlo  concluded  that  they  were 
dangerous,  affecting  pacemakers 
and  increasing  cancer  risk.  The 
companies  disputed  his  claim 
and  told  him  they  would  no 
longer  be  requiring  his  services. 
But  mobilemakers,  eager  to  stave 


off  the  plaintiffs'  bar,  started  disclosing 
phone  radiation  levels.  The  Federal  Com- 
munications Commission  mandates  that, 
when  you're  talking  on  your  cell  phone, 
your  body  absorbs  no  more  than  1 .6  watts 
of  power  per  kilogram.  Stand  out  in  the 
noon  sunlight,  by  comparison,  and  your 
whole  body  absorbs  3  watts  per  kilogram 
(albeit  at  a  frequency  that  differs  by  a  fac- 
tor of  10  million  from  your  cell  phone). 

Carlo  and  his  nonprofit  Science  and 
Public  Policy  Institute  in  Washington,  DC. 
don't  have  a  lot  of  scientists  on  their  side. 
"Over  time  there  have  been  1 6  studies  look- 
ing at  this  issue,  and  most  have  found  no 
relationship  between  cell  phone  use  and  in- 
creased risk,"  says  Michael  Thun,  of  the 
American  Cancer  Society.  The  Food  & 
Drug  Administration,  while  overseeing 
further  long-term  research,  says  likewise. 

"There's  no  question  that  you're  talk- 
ing about  intentionally  misleading  the  pub- 
lic," says  Carlo,  a  man  who  thinks  the  sky 
is  falling  but  can't  get  anyone  to  duck.  F 


Call  him  on  a  landline 
Carlo  is  waging  a 
lonely  battle. 
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Eventually  it  all  boils  down  to: 

Do  I  want  a  car,  or  do  I  want  a  Porsche? 

The  decision  couldn't  be  more  clear-cut.  Legendary  Porsche  handling.  A  potent,  new,  500-hp 
engine  that  uses  less  fuel.  And  all  tightly  wrapped  in  a  newly  refined,  more  muscular  stance. 
Now  do  you  want  a  Cayenne,  or  did  you  just  want  a  car?  Porsche  Cayenne  Turbo.  There  is  no  substitute. 

The  new  Cayenne,  Available  in  March. 
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Last  Retiree  Standing 

Here's  an  investment  vehicle  you 
could  kill  for  |  By  Ashlea  Ebeling 


CREATED  IN  17TH-CENTURY  FRANCE, 
the  tontine  is  part  investment  pool, 
part  annuity  and  part  motive  for  mur- 
der. Participants  contribute  to  an  investment 
kitty  and  share  the  dividends.  As  members 
die  off,  the  survivors'  payouts  increase.  The 


Laugh  factor:  Soldiers  form  a 
tontine  on  The  Simpsons. 

last  one  alive  gets  the  princi- 
pal. Tontines  have  been  out- 
lawed by  most  states  out  of  a 
fear  they  would  incite  the  sort 
"of  criminal  conniving  featured 
in  comic  fiction  (for  example, 
a  1996  Simpsons  episode  and 
the  1966  film  The  Wrong  Box). 

But  now  Mellon  Financial 
has  taken  a  step  toward  getting 
a  patent  on  a  "hybrid  tontine" 
aimed  at  the  legion  of  401(k) 
savers  who  don't  have  tradi- 
tional pensions  giving  them 
fixed  monthly  stipends. 
Like  an  annuity  sold  by  an  insurance 
company,  die  Mellon  product  would  convert 
a  lump  sum  into  monthly  payments,  protect- 
ing the  retiree  from  outliving  his  assets.  With 
the  usual  annuity  an  insurance  company 
absorbs  the  risk  that  buyers  will  turn  out  to 


be  unexpectedly  long-lived.  Here  the  retirees 
absorb  that  risk.  Payments  vary  according  to 
the  mortality  experience  of  a  pool  of  buyers 
who  join  the  tontine  together.  If  a  group  turns 
out  to  be  excessively  healthy,  everyone's  pay- 
out suffers.  But  if  you  bought  alongside 
some  sickly  types  who  keel  over  early,  your 
retirement  checks  would  get  fatter.  Here's 
the  delicate  way  the  concept  is  expressed  by 
Ralph  Goldsticker,  the  managing  director  at 
a  Mellon  subsidiary  who  came  up  with  the 
idea:  "If  you  don't  get  unlucky,  then  you're 
benefiting  from  the  people  who  are  unlucky!' 

Goldsticker  says  his  tontine  annuity 
snuffs  out  the  murder  motive  by  using  a  large 
employee  pool  and  paying  out  both  interest 
and  principal,  so  the  last  one  alive  doesn't  get 
a  huge  windfall.  And  he  argues  that  tontine 
payouts  would  be  higher  than  those  from  nor- 
mal annuities  because  the  insurance  company 
middleman  is  cut  out.  His  biggest  hurdle  will 
be  changing  state  laws  that  ban  tontines.  And 
getting  past  the  laugh  factor.  F 


Drug  Trial 

Your  prescription  data  are  being  sold 
to  the  highest  bidder.  Should  such 
sales  be  outlawed?  By  David  Whelan 


GARY  SOBELSON,  A 
family  doctor  in  Con- 
cord, N.H.,  says  he  typi- 
cally prescribed  the  generic  drug 
amoxicillin  for  sinus  infections. 
But  then,  he  says,  sales  reps  from 
Pfizer  descended  on  his  office  to 
pitch  him  on  the  virtues  of  the 
higher-priced  Zidiromax.  How 
did  Pfizer  know  his  prescribing 
habits?  Testifying  in  January, 
Sobelson  said  Pfizer  probably 
bought  that  information  from  a 
database  company  that  in  turn 
buys  prescriptions  from  phar- 
macies. "I  can't  and  shouldn't  sell 
my  prescribing  data  Why  can 
my  pharmacist?"  he  says. 
That  routine — and  lucra- 


tive— practice  is  now  under  at- 
tack in  a  federal  court  in  New 
Hampshire.  Last  June  New 
Hampshire  became  the  first  state 
to  pass  a  law  that  banned  the 
collection  and  sale  of  prescrip- 
tion data  Two  companies  that 
collect  the  data  IMS  Health  and 
Verispan,  quickly  filed  suit  to 
halt  the  law.  The  financial  stakes 
are  large  for  companies  such  as 
IMS,  which  brings  in  $400  mil- 
lion a  year  licensing  this  data- 
base to  drug-  and  devicemakers. 
That  information  is  dear  to  the 
stampede  of  sales  reps  who  pitch 
pilis  in  doctors'  offices. 

The  data  companies  main- 
tain that  gathering  the  prescrip- 


tion data  is  good  for  public 
health — for  instance,  it  might 
show  that  in  a  poor  area  with  a 
high  asthma  rate  too  few  in- 
halers have  been  prescribed. 
But  the  case  mostly  rests  on 
whether  selling  the  data  is  pro- 
tected free  speech.  Attorneys 
compared  their  data  business  to 
newspapers,  whose  articles 
count  as  "noncommercial 
speech"  protected  by  the  Con- 
stitution. And  even  if  the  data 
were  commercial  speech,  the 


argument  goes,  New  Hamp- 
shire can't  ban  it  without  a 
compelling  state  interest 

The  state  shot  back  that  data 
is  not  journalism  and  that  New 
Hampshire  does  have  a  big  in- 
terest because  doctors  like  Sobel- 
son who  prescribe  costlier  drugs 
push  up  the  bills  for  programs 
such  as  Medicaid 

Caught  in  the  middle  is  the 
American  Medical  Association. 
It  makes  $30  million  a  year 
licensing  its  doctor  directory, 
which  drug  companies  use  to 
cross-screen  names  with  pre- 
scriptions. But  a  poll  it 
commissioned 
showed  two-thirds 
of  doctors  opposed 
the  spying. 
If  the  ban  stands, 
it  could  encourage  simi- 
lar bills  in  New  York,  Mass- 
achusetts and  Arizona  Bear 
Stearns  analyst  Stephen  Unger 
thinks  the  judge  isn't  buying  IMS' 
free  speech  claim.  His  bet  The 
drug  data  dealers  will  lose.  F 
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Citelines 


By  CitationShares 


FRACTIONAL  SIMPLIFIED. 

With  Citelines,  you're  in  control. You  save  tens  of  thousands 
of  dollars  by  flying  on  non-peak  days.  You  have  one 
all-inclusive  payment  that  includes  management  fees, 
operating  costs  and  fuel  surcharges.  You  never  pay 
repositioning  fees.  Take  control.  Contact  the  fractional 
industry's  most  innovative  company:  CitationShares. 


www.CitationShares.com  I  For  more  Information  Call  800.340.7767x621 


CitationShares 


^2006  CitationShares 


Outfront 

BRANDING 


You're  Pulling  My  Legacy 

Backers  of  a  new  film,  The  Ultimate  Gift,  hope  it  Will  make  you 
laugh,  cry  and  hire  a  financial  planner  j  By  Alan  Farnham 


COMING  SOON  TO  A  CINEMA  NEAR 
you:  The  Ultimate  Gift,  a  motion 
picture  about  intergenerational 
wealth  transfer.  Pass  the  popcorn?  No. 
Pass  the  assets. 

Having  had  an  advance  screening, 
we  can  tell  you  authoritatively  that 
you've  never  seen  a  picture  like  it.  Take 
It's  a  Wonderful  Life,  add  The  Heiress,  put 
in  a  pinch  of  The  Millionaire  (a  1931 
goodie  with  George  Arliss)  and  you're 
starting  to  get  warm.  Starring 
James  Garner,  it's  a  witty,  win- 
ning explication  of  how— as 
today's  financial  planners  like  to 
say — you  can  "leave  your  legacy" 
successfully. 

The  movie  is  the  latest  brand 
extension  of  what  started  as  a 
little  book  (154  pages)  on  wealth 
transfer  and  has  now  turned 
into  almost  a  cult  for  certain 
financial  advisers.  The  Ultimate 
Gift  was  originally  a  novel  dic- 
tated in  five  days  by  Jim  Stovall, 
a  blind  author,  TV  producer  and 
motivational  speaker  whose 
company,  Narrative  Television 
Network,  is  in  Tulsa,  Okla.  It 
was  published  in  1999  by  Exec- 
utive Books  (for  a  book  club), 
then  again  in  2000  by  Honor  Books,  for 
retail  distribution. 

Sales  were  slim.  Then  one  day  Sto- 
vall got  a  call  from  Amazon.com  asking 
what  he  was  doing  to  cause  bulk  buys  of 
200  or  300  copies  at  a  time.  "I  had  no 
idea,"  he  says.  But  he  investigated  and 
found  the  book  had  become  a  huge  hit 
with  trust  officers,  estate  planners, 
wealth  coaches  and  other  financial 
advisers.  They  were  buying  it  for  clients. 

To  date  the  book  has  sold  4  million 
copies,  with  no  promotion  or  advertis- 
ing. (FORBES  Editor-in-Chief  Steve 
Forbes  wrote  a  blurb  for  the  book.)  Not 
a  financial  advice  book  filled  with  tips 


and  techniques,  it  is  instead  a  fable  that 
teaches  that  the  right  way  to  hand  down 
money  is  first  to  hand  down  one's  val- 
ues. "Compared  to  anything  else  I've 
ever  done,  this  one  has  had  the  longest 
fuse,"  Stovall  says! 

With  a  group  of  partners,  he  has  also 
launched  the  Ultimate  Gift  Experience— 
a  Web  site  providing  tools,  guides  and 
other  resources  that  a  family  (rich  or 
otherwise)  can  use  to  transfer  values 


Buy  the  book,  see  the  movie:  James  Garner  plays  a 
billionaire  who  gives  The  Ultimate  Gift. 


from  one  generation  to  the  next.  For 
example,  $100  buys  you  a  kit  consist- 
ing of  envelopes  filled  with  questions 
meant  to  spark  family  conversations 
about  friendship,  hard  work,  gratitude 
and  other  values.  The  site  also  lists 
Ultimate  Gift  Ambassadors — mostly 
financial  planners  and  estate  attorneys— 
who  can  help  donors  leave  legacies  the 
UG  way. 

Stovall  says  two  studios  optioned  the 
novel  for  a  movie,  but  he  didn't  like  the 
scripts.  He  was  later  contacted  by  Rick 
Eldridge,  owner  of  a  movie  production 
company  in  Charlotte,  N.C.  called  the 
Film  Foundry,  who  agreed  to  Stovall's 


treatment.  Eldridge  even- 
tually rounded  up  financ- 
ing of  $14  million  from 
the  Stanford  Financial 
Group,  a  wealth  manage- 
ment firm  in  Houston. 
The  firm  liked  the  movie's 
message,  as  well  as  its  potential  for  use  as 
a  marketing  tool.  Stanford  has  been 
showing  the  movie  to  prospective  clients 
at  private  screenings,  in  advance  of  the 
movie's  Mar.  9  general  release  (Fox  Faith 
is  distributing  it).  "We've  tracked  a  good 
bit  of  multimillion-dollar  relationships 
that  have  come  to  us  because  of  them," 
says  Suzanne  Hamm,  an  executive  with 
Stanford. 

If  you  can't  wait  to  see  the  movie, 
we'll  tell  you  that  it's  about 
Red  Stevens,  a  fabulously 
rich  oil  and  cattle  baron 
played  by  Garner,  who  is 
nearing  death.  He  regrets 
that  instead  of  bequeathing 
his  values  and  his  philos- 
ophy of  life  to  his  heirs, 
he  gave  them  only  money. 
His  pampered  kids  are 
a  squabbling  bunch  of 
good-for-nothings.  To 
whom,  then,  can  he  en- 
trust his  $3  billion  estate? 
His  best  bet  looks  to  be  his 
grandson,  Jason.  This 
young  man  is  screwed  up, 
too,  but  not  so  badly  that 
he  can't  be  straightened  out. 
But  how?  One  hint:  Red, 
premortem,  makes  a  set  of 
videos  intended  to  inoculate 
the  young  man  against  the  corrupting 
influence  of  money. 

Not  to  leave  a  potential  profit  center 
untapped,  Stovall  and  his  partners  may 
allow  legacy-leavers  to  record  videos  for 
heirs  from  the  very  same  set  used  by 
James  Garner  in  the  movie.  Kevin 
Shahan,  a  UG  ambassador  in  Tulsa,  has  a 
client  who's  rarin'  to  go.  "My  plan," 
says  the  would-be  Red,  a  70-year-old 
worth  $30  million,  "is  to  make  a  whole 
series  of  videos  for  my  grandkids.  I've 
already  got  my  first  words:  'Hello  from 
Heaven.' "  F 


Ultimate^ 

Gift 


Jim  Stovall 
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Past  performance  is  not  a  guarantee  of  future  results.  Please  consider  the  investment  objectives,  risks,  charges 
and  expenses  of  the  fund  carefully  before  investing.  The  prospectus  contains  this  and  other  information 
about  the  fund.  To  obtain  a  prospectus,  contact  your  financial  advisor  or  download  one  at  vankampen.com 
Please  read  the  prospectus  carefully  before  investing.  ©  2006  Van  Kampen  Funds  Inc.  RN06-02149P-N08/06  (C) 


Why  Mot?  I  Ian  Ayres  &  Barry  Nalebuff 


FOR  THE  LOVE 
OF  THE  GAME 


WE'D  LIKE  YOU  TO  TAKE  A  SHORT  APTITUDE  TEST. 
From  among  the  possible  answers  listed  for  each 
question  in  the  table,  circle  the  one  that  is  the 
correct  code  number  for  that  word.  Taken  at  face 
value  this  has  to  be  one  of  the  dumbest  tests  ever 
devised.  If  you  can  read,  then  you  can  find  the  answers.  It  turns 
out  that  you've  just  taken  part  of  the  Armed  Services  Vocational 
Aptitude  Battery.  These  questions  were  originally  designed  to  find 
people  who  would  be  well  suited  to  clerical  positions. 

Now  for  the  surprise.  Harvard  postdoc  Carmit  Segal  has  just 
completed  a  study  that  shows  that  a  persons  coding-test  results  pre- 
dict how  much  money  the  person  will  earn  20  years  later  in  life.  A 
one-standard-deviation  increase  in  coding  speed  translates  into  a 
7%  increase  in  future  income. 

So  clerical  skills  predispose  you  for  a  chief  executive  slot? 
Not  quite.  As  it  turns  out,  the  performance  on  this  coding  test 
was  measuring  something  other  than  clerical  skills,  and  it  was 
that  something  that  is  an  ingredient  for  success.  That  some- 
thing is  conscientiousness. 

The  Bureau  of  Labor  Statistics  surveyed  12,700  individuals 
between  the  ages  of  14  and  22  and  then  followed  them  to  see  how 
well  they  were  doing.  The  original  battery  of  questions  had  several 
different  parts,  including  a  traditional  Army  intelligence  test  and 
the  coding  speed  test.  The  participants  were  paid  $50  for  answering 
the  battery  of  questions.  As  far  as  they  were  concerned,  nothing 
turned  on  whether  their  answers  were  correct  or  not.  And  that 
made  all  the  difference. 

Segal's  surprising  result  is  that  coding  performance  predicts 
income  years  later— even  after  controlling  for  IQ  score.  In  fact, 
for  participants  who  never  earned  a  college  degree,  coding  speed 
is  just  as  important  as  IQ  score  in  predicting  income. 

The  key  fact  in  explaining  the  predictive  power  is  that  the 
participants  didn't  have  any  real  motivation  to  do  well  on  the 
test.  Thus,  Segal  argues,  doing  well  was  evidence  of  the  person's 
intrinsic  motivation.  Many  people  work  hard  when  paid  for 


quality  of  performance.  This  test  measured  how  hard  people 
work  when  no  one  is  watching. 

Just  about  anyone  can  improve  his  coding  speed  by  putting  more 
effort  into  the  test.  Indeed,  Segal  has  shown  via  experiments  that  cod- 
ing speed  increases  when  you  provide  incentives  for  performance. 
But  there  are  some  people  whose  speed  would  stay  fairly  constant 
and  high  regardless  of  whether  you  gave  them  a  financial  incentive. 

Which  type  would  you  prefer  to  hire?  In  most  jobs,  pay  and  per- 
formance aren't  perfecdy  linked.  You'd  like  to  hire  people  who  will 
work  hard  even  when  they  aren't  being  externally  rewarded  for  their 
effort.  In  academia  we  seek  faculty  who  will  continue  to  be  produc- 
tive post-tenure.  At  Southwest  Airlines,  founder  Herbert  Kelleher 
wanted  to  hire  people  who  were  working  not  just  for  a  salary  but 
also  for  the  psychic  reward  of  doing  something  extraordinary. 

To  measure  intrinsic  motivation,  you  want  to  see  how  well 
someone  does  on  a  test  that  doesn't  matter.  That  creates  a  par- 
adox. If  you  use  that  performance  for  hiring,  the  test  matters. 
You  can't  ethically  or  legally  give  employees  a  test  that  says  hir- 
ing isn't  going  to  turn  on  a  certain  section  and  then  base  your 


A 

B 

c 

D 

E 

1.  game 

6456 

7150 

8385 

8930 

9645 

2.  knife 

1117 

6456 

7150 

7489 

8385 

3.  bargain 

2859 

6227 

7489 

8385 

9645 

4.  chin 

2859 

4703 

8385 

8930 

9645 

bargain  =  8385;  game  = 

6456;  knife 

=  7150,  chin  = 

8930 

selection  on  that  portion  of  the  test. 

You  can  look  for  indirect  signs.  Google  has  a  300-question 
survey  that  asks  job  applicants  about  their  attitudes,  behavior  and 
personality.  Some  of  the  questions  may  pick  up  on  intrinsic  moti- 
vation. The  survey,  for  example,  asks  applicants  whether  they 
have  ever  tutored  or  established  a  nonprofit  organization. 

Segal's  study  suggests  that  Google  and  others  might  also 
include  something  as  banal  as  the  coding  speed  task.  Imagine  that 
you  tell  applicants  that  only  half  the  questions  (without  specifying 
which  ones)  in  the  coding  speed  section  will  be  considered  in 
hiring.  Applicants  who  are  motivated  by  extrinsic  rewards  won't 
put  as  much  effort  into  this  section  as  those  who  just  can't  help 
themselves  from  working.  An  ethical  employer  can  honesdy  ignore 
half  the  answers  while  using  the  other  half  to  indicate  how  hard 
the  prospective  employee  will  work  when  external  stakes  are  low. 

Postscript  to  our  July  2002  column.  We  suggested  babysitting 
at  movie  theaters.  Muvico,  a  chain  with  1 3  new  megaplexes,  has 
begun  offering  just  this  service.  Vice  President  of  Operations  Charles 
DeWitt  says  the  company  got  the  idea  from  customer  feedback  The 
kid- watching  costs  the  price  of  an  adult  ticket  plus  $9  per  child  and 
is  thus  cheaper  and  more  convenient  than  a  home  babysitter.  As  at 
Ikea  furniture  stores,  parents  are  given  pagers  in  case  the  child  needs 
attention  and  a  matching  ID  bracelet  so  that  only  parents  can  pick 
up  the  right  kids.  Demand  is  especially  high  on  weekends.  F 


Forbes 


Ian  Ayres  and  Barry  Nalebuff  are  professors  at  Yale  Law 
School  and  Yale  School  of  Management  respectively. 
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RUUD  VAN  DAM 
Financial  Director 
Bouwfonds  MAB  Development 
Netherlands 

>  Challenge:  Financial  systems 
integration. 
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EATES  GLOBAL  SUCCESS. 

'  that  successful  global  strategies  require  reliable 
il  market,  that  means  overcoming  barriers  of 
lation.  We  can  help.  As  a  multi-national,  multi- 
sfirm,  we  support  clients  in  more  than  50  countries, 
jerate,  we  work  inside  their  businesses,  across  key 
help  them  manage  globally  and  execute  locally. 


BUSINESS.  FROM  THE  INSIDE 
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RESOURCES 


800-900-1131 
resourcesglobal.com 


Resources  Global  Professionals 

>  Big  Four  experience 

>  Financial  reporting 

>  Internal  controls 

>  Financial  systems  integration 


Before  you  invest  in  this 
year's  IRA,  look  closer. 


While  you're  considering  how  to  invest  your  IRA  this  year,  ask  yourself  the  important 
questions  about  your  mutual  fund  firm.  When  you  dig  deeper  into  your  IRA  investment 
options,  it's  easy  to  understand  why  more  and  more  investors  are  switching  to  T.  Rowe  Price. 


Does  your  mutual  fund  firm  offer 
low  costs,  plus  active  management? 

At  T.  Rowe  Price,  we  actively  manage  our  funds, 
with  a  team  of  analysts  and  one  of  the  most  respected 
hands-on  research  departments  in  the  industry.  And 
with  no  loads  or  sales  charges,  arid  low  expenses, 
your  retirement  savings  go  even  further. 

Does  your  mutual  fund  manager  have 
the  experience  your  IRA  needs? 

We  believe  that  experienced  fund  managers  give  our 
investors  the  best  chance  for  meeting  their  long-term 
retirement  savings  goals.  At  T.  Rowe  Price,  our  fund 
managers  average  13 years'  tenure  and  have  proven 
track  records  in  a  variety  of  market  conditions. 

Does  your  fund's  management  team 
intelligently  balance  risk  and  reward? 

AtT.  Rowe  Price,  we  believe  IRA  investments  should 
seek  to  maximize  returns  without  adding  excessive 
risk  to  your  portfolio.  T:  Rowe  Price  fund  managers 
are  dedicated  to  carefully  balancing  risk  and  reward 
and  to  digging  deeper,  in  an  attempt  to  find  the  best 
long-term  investments  in  the  best  companies. 


Does  your  mutual  fund  company 
provide  all  the  support  you  need? 

At  T.  Rowe  Price,  we  have  a  variety  of  online  tools 
to  help  you  with  this  year's  IRA  contribution. 
You  can  also  call  our  Investment  Guidance 
Specialists  with  any  questions  you  might  have. 
They  aren't  paid  a  commission,  so  their  only 
job  is  to  help  you  find  the  best  funds  for  your 
retirement  savings  goals. 


We  offer  a  wide  range  of  IRA 
tools  and  solutions: 

•  Low-cost  mutual  funds 

•  Online  Fund  Compare  Tool 

•  T.  Rowe  Price  Retirement  Funds 

•  EasyTransfer  IRA  Service 

•  Investment  Guidance  Specialists 


Call  our  Investment  Guidance  Specialists 
or  visit  our  Web  site  for  more  information. 


ira.troweprice.com 


1.866.269.7337 


T.RoweRice 

Act  by  April  16  for  your  2006  contribution.  INVEST  WITH  CONFIDENCE 

Request  a  prospectus  or  a  briefer  profile;  each  includes  investment  objectives,  risks,  fees,  expenses,  and 
other  information  that  you  should  read  and  consider  carefully  before  investing. 

All  mutual  funds  are  subject  to  market  risk,  including  possible  loss  of  principal. 

T.  Rowe  Price  Investment  Services,  Inc.,  Distributor.  IRA0748  67 
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LOTTERIES 

DONALD  HAAGSMA  SPENDS 
his  days  trying  to  cheat  the 
instant  lottery.  As  the  direc- 
tor of  print  quality  of  scratch- 
off  ticket  maker  Scientific 
Games  Corp.,  Haagsma  works  in  a  labo- 
ratory at  Scientific  Games'  home  office 
just  north  of  Atlanta.  Every  day  Haagsma 
takes  a  batch  of  cash-green  games  still 
warm  off  the  printing  press  and  begins  to 
experiment.  His  goal  is  to  see  if  he  can 
peer  beneath  the  scratch-off  surface  with- 
out scratching. 

First  he  sticks  the  ticket  under  an 
expensive  machine  that  barrages  it  with 
radiation  in  escalating  intensities.  Nothing 
telling  appears.  Then  he  softly  rubs  a  grey- 
white  powder  to  see  if  the  game  data  will 
reveal  itself.  Doesn't  work.  He  waves  an 
electromagnetic  wand  a  few  inches  above 
the  surface.  He  rubs  a  few  drops  of  vodka 
on  the  tickets.  He  tries  to  pull  off  the 
scratch  surface  with  a  razor  blade.  All  fail. 
The  tickets  are  secure. 

Scientific  Games  produced  24.5  billion 
scratch -off  tickets  last  year.  It  sells  more 
than  half  of  the  instant  tickets  sold  in  the 
U.S.,  counting  among  its  customers  35  U.S. 
states  and  60  lotteries  overseas,  including 
ones  in  Italy,  France  and  the  U.K.  The  com- 
pany's paranoia  about  getting  hacked  is  one 
reason  it  is  entrusted  with  so  much  busi- 
ness. "Imagine  if  a  worker  at  a  convenience 
store  was  friends  with  a  Ph.D.  student  at 
Georgia  Tech  who  had  access  to  this  type 


On  a  roll: 
Scientific 
Games  Chief 
Lome  Weil. 


House  of  Games 


SCIENTIFIC 
business  wit 


t  has  scratched  its  way  to  control  of  the  instant  lottery 

ealthy  dose  of  technology  |  By  Matthew  Miller 
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of  equipment,"  Haagsma  says.  If  the  tick- 
ets were  poorly  made,  he  says,  "in  just  an 
hour  they  could  determine  whether  the 
games  in  the  workers  store  were  winners 
without  scratching  the  surface  of  the  tick- 
ets. We've  always  got  to  be  ahead  of  the 
crooks." 

Scratch-off  instant  lotteries  are  the 
hottest  thing  in  the  $52  billion  (face-value 


sales)  U.S.  lottery  business.  According  to 
research  firm  LaFleur's,  scratch-off  ticket 
sales  are  growing  twice  as  fast  as  Lotto- 
style  games  and  exceeded  those  numbers 
games  in  market  share  for  the  first  time  in 
2004.  Scientific  Games  gets  a  single-digit 
percentage  fee  of  the  retail  sales  of  games 
it  prints.  Its  sales  have  doubled  since  2001, 
reaching  $800  million  last  year.  Its  shares 


are  up  sixfold  since  early  2003,  providing  a 
$600  million  jackpot  for  its  largest  share- 
holder, Ronald  Perelman. 

Lome  Weil,  the  company's  chief 
executive,  says  Scientific  Games  is  in  a 
position  to  keep  growing.  The  instant 
market  in  Asia  is  virtually  untapped. 
"Scratch  tickets  provide  instant  gratifi- 
cation," he  says.  "Americans  love  that 
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feeling,  and  the  Asian  propensity  to 
gamble  certainly  bodes  well  for  our  kind 
of  product." 

Scientific  Games  produces  125  new 
games  a  month,  and  each  one  germinates 
within  the  company's  database  of 
15,000  existing  games,  measured 
against  more  than  50  attributes.  Green 
tickets  sell  better  than  those  of  any  other 
color,  and  $1  tickets  are  more  popular 
than  $20  tickets.  Games  based  on  pop  cul- 
ture brands  are  growing  faster  than 
generic  bars-and-cherries  games.  Big  win- 
ners for  Sci  Games'  marketers:  a  Boston 
Red  Sox  game  and  the  World  Poker  Tour. 
Sci  Games  has  exclusive  rights  to  Hasbro's 
board  games,  including  Monopoly,  Battle- 
ship and  Clue,  through  2010. 

Once  the  look  of  game  is  chosen,  a 
group  of  30  programmers  sets  up  the  algo- 
rithms that  will  dictate  how  many  winners 
(and  losers)  there  will  be  in  a  multimillion- 
ticket  print  run.  If  the  payout  matrix  of  a 
$50  million  game  is  off  by  just  a  few  per- 
centage points,  millions  of  dollars  will  be 
diverted  to  gamblers  rather  than 
put  into  building  new  class- 
rooms. The  programmers  also 
randomize  the  look  of  losing  ] 
tickets  to  avoid  the  chance  that 
players  will  wise  up  to  the  fact  /  f 
that,  say,  three  aces  in  the  top  w-J*! 
row  means  the  card  is  a  dud.  The  [ 
data,  which  pile  up  annually  at 
the  rate  of  20  terabytes  (the 
Library  of  Congress  has  less,  if  HH 
you  count  just  the  words),  are  MS 
kept  from  the  company's  graphic 
designers  by  three  computer 
firewalls.  "No  one  can  know 
where  the  winning  tickets  are," 
says  Weil.  "Even  I  couldn't  find 
out  if  I  demanded  that  all  of  my 
people  try  to  find  them." 

Sci  Games  can  print  60  mil- 
lion tickets  a  day  domestically 
on  its  four  rolling  presses,  the 
largest  of  which  is  longer  than  a 
football  field.  Each  ticket  has  | 
between  15  and  20  layers  {see 
illustration  above),  half  of  which  are  used 
for  color  and  graphics,  the  other  half  for 
data  and  security.  The  scratch-off  surface 
is  made  of  ten  ingredients  the  company 
wont  divulge. 


TECHNICAL  TICKETS 


A  $1  scratch-and-win  ticket  is  quite  a  technical  feat,  composed  of  twice  as 
many  printed  layers  as  a  four-color  page  of  this  magazine.  Security  measures 
prevent  both  high-tech  fraud  involving  expensive  equipment  and  low-tech 
-t^i<|  fraud  with  scissors  and  paste.  More  common  scams 

involve  convenience  store  clerks  who  give  gleefully 
VwL>fS  |/*s!SsL     distracted  $10  winners  a  $5  bill,  then  pocket  the 

—MM. 

So-called  Benday  patterns 
prevent  cheaters  from  cut- 
ting and  pasting  tickets  to 
build  a  winner. 


Eight  color  layers 
form  the  image 
on  the  ticket. 


Three  scratch-off 
layers  hide  the  data. 

A  UV-light-resistant 
layer  shields  data 
from  X  rays. 


Three  blocking 
and  primer  layers 
prevent  players 
from  seeing 
through  the  back 
of  the  ticket. 


The  sequence  of  winners  and  losers  in 
each  print  order  is  random,  and  the  game 
data  are  applied  to  the  ticket  in  a  highly 
guarded  room  above  the  printing  press, 
where  only  a  handful  of  people  are 


allowed.  Less  than  a  second  after  the  prize 
data  are  laid  down  they  are  covered  by  a 
layer  of  ultraviolet  coating  (to  deter  X-ray- 
ing). The  rolling  press  sends  the  tickets 
back  down  to  be  imprinted  with  the  game 
image  and  scratchable  surface.  The  tickets 
are  then  cut  and  packaged  into  groups  of 
20  to  500.  They  become  active  only  after 
their  bar  codes  are  scanned  by  the  retailer 

at  the  point  of  sale.  If  a 
Tickets  must  .  . 

■  worker  were  to  somehow 

stand  up  to 

spot  checks  stea^  a  winning  ticket  off 
and  chemical  the  factory  floor  or  a  truck, 
testing.  the  ticket  would  be  invalid 

because  it  never  "went  live." 
All  these  high-security  contortions 
around  a  print  product  seem  quaint  in 
the  digital  age,  and  Weil  envisions  one 
day  a  world  with  no  scratch  tickets.  Sci 
Games  has  developed  a  $20  electronic 
instant  game  that  holds  80  plays  on  a 
credit-card-size  device.  It  is  sold  in  Iowa 
and  Kansas.  Another  new  device  in 
development  will  be  reloadable  with 
more  games  at  any  convenience  store.  Of 
the  e-ticket  on  the  market,  dealmeister 
Perelman  says,  "I  couldn't  put  the  thing 
down.  Eventually  I  won,  and  I  love  to  win 
as  much  as  everyone  else."  F 
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WE'VE  KNOWN  FROM 
THE  MOMENT  OF  CREATION  THAT 
LL  RECORDS  MUST  COME  TO  AN  END. 

IT  S  HOW  THEY  MEET  THEIR  J 
UN-CREATION  THAT  CONCERNS  US  J 


During  rare  moments  of  deep 
introspection,  individuals  may 
realize  certain  activities  carry  risk 
that  endangers  the  living  record 
they  represent.  For  business 
records,  such  risk  is  unacceptable. 
Oce  Business  Services  regards 
records  management  as  central 
to  governance  of  the  document 
lifecycle.  Business  records  can 
determine  whether  an  enterprise 
prospers  financially,  protects  its 
intellectual  property,  or  risks 
noncompliance  and  litigation. 
Our  seasoned  team  of  accredited 
professionals,  supported  by 
advanced  technology,  applies 
best  practices  to  managing 
records  from  their  creation  to 
distribution,  retrieval,  archiving 
and  on  to  flawless  un-creation. 
The  peace  of  mind  we  bring  is 
notable.  You  might  want  to  think 
of  us  as  "risk  management'.' 
Keep  an  eye  on  Oce.  For  a  free 
white  paper  on  effective 
records  management, 
visit  www.ocesolutions.com 
or  call  1-888-390-1513. 


Oce  Business  Services 

ADVANCING 
DOCUMENT  PROCESS  MANAGEMENT 
TO  A  HIGHER  LEVEL 
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feeling,  and  the  Asian  propensity  to 
gamble  certainly  bodes  well  for  our  kind 
of  product." 

Scientific  Games  produces  125  new 
games  a  month,  and  each  one  germinates 
within  the  company's  database  of 
15,000  existing  games,  measured 
against  more  than  50  attributes.  Green 
tickets  sell  better  than  those  of  any  other 
color,  and  $1  tickets  are  more  popular 
than  $20  tickets.  Games  based  on  pop  cul- 
ture brands  are  growing  faster  than 
generic  bars-and-cherries  games.  Big  win- 
ners for  Sci  Games'  marketers:  a  Boston 
Red  Sox  game  and  the  World  Poker  Tour. 
Sci  Games  has  exclusive  rights  to  Hasbro's 
board  games,  including  Monopoly,  Battle- 
ship and  Clue,  through  2010. 

Once  the  look  of  game  is  chosen,  a 
group  of  30  programmers  sets  up  the  algo- 
rithms that  will  dictate  how  many  winners 
(and  losers)  there  will  be  in  a  multimillion- 
ticket  print  run.  If  the  payout  matrix  of  a 
$50  million  game  is  off  by  just  a  few  per- 
centage points,  millions  of  dollars  will  be 
diverted  to  gamblers  rather  than 
put  into  building  new  class- 
rooms. The  programmers  also 
randomize  the  look  of  losing 
tickets  to  avoid  the  chance  that 
players  will  wise  up  to  the  fact 
that,  say,  three  aces  in  the  top 
row  means  the  card  is  a  dud.  The 
data,  which  pile  up  annually  at 
the  rate  of  20  terabytes  (the 
Library  of  Congress  has  less,  if 
you  count  just  the  words),  are 
kept  from  the  company's  graphic 
designers  by  three  computer 
firewalls.  "No  one  can  know 
where  the  winning  tickets  are," 
says  Weil.  "Even  I  couldn't  find 
out  if  I  demanded  that  all  of  my 
people  try  to  find  them." 

Sci  Games  can  print  60  mil- 
lion tickets  a  day  domestically 
on  its  four  rolling  presses,  the 
largest  of  which  is  longer  than  a 
football  field.  Each  ticket  has 
between  15  and  20  layers  (see 
illustration  above),  half  of  which  are  used 
for  color  and  graphics,  the  other  half  for 
data  and  security.  The  scratch-off  surface 
is  made  of  ten  ingredients  the  company 
won't  divulge. 


TECHNICAL  TICKETS 

A  $1  scratch-and-win  ticket  is  quite  a  technical  feat,  composed  of  twice  as 
many  printed  layers  as  a  four-color  page  of  this  magazine.  Security  measures 
prevent  both  high-tech  baud  involving  expensive  equipment  and  low-tech 
fraud  with  scissors  and  paste.  More  common  scams 
involve  convenience  store  clerks  who  give  gleefully 
distracted  $10  winners  a  $5  bill,  then  pocket  the 


difference. 


Eight  color  layers 
form  the  image 
on  the  ticket. 


Three  scratch-off 
layers  hide  the  data 

A  UV-light-resistant 
layer  shields  data 
from  X  rays. 
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So-called  Benday  patterns 
prevent  cheaters  from  cut- 
ting and  pasting  tickets  to 
build  a  winner. 


Three  blocking 
and  primer  layers 
prevent  players 
from  seeing 
through  the  back 
of  the  ticket. 


Tickets  must 
stand  up  to 
spot  checks 
and  chemical 
testing. 


The  sequence  of  winners  and  losers  in 
each  print  order  is  random,  and  the  game 
data  are  applied  to  the  ticket  in  a  highly 
guarded  room  above  the  printing  press, 
where  only  a  handful  of  people  are 


allowed.  Less  than  a  second  after  the  prize 
data  are  laid  down  they  are  covered  by  a 
layer  of  ultraviolet  coating  (to  deter  X-ray- 
ing). The  rolling  press  sends  the  tickets 
back  down  to  be  imprinted  with  the  game 
image  and  scratchable  surface.  The  tickets 
are  then  cut  and  packaged  into  groups  of 
20  to  500.  They  become  active  only  after 
their  bar  codes  are  scanned  by  the  retailer 
at  the  point  of  sale.  If  a 
worker  were  to  somehow 
steal  a  winning  ticket  off 
the  factory  floor  or  a  truck, 
the  ticket  would  be  invalid 
because  it  never  "went  live." 
All  these  high-security  contortions 
around  a  print  product  seem  quaint  in 
the  digital  age,  and  Weil  envisions  one 
day  a  world  with  no  scratch  tickets.  Sci 
Games  has  developed  a  $20  electronic 
instant  game  that  holds  80  plays  on  a 
credit-card-size  device.  It  is  sold  in  Iowa 
and  Kansas.  Another  new  device  in 
development  will  be  reloadable  with 
more  games  at  any  convenience  store.  Of 
the  e-ticket  on  the  market,  dealmeister 
Perelman  says,  "I  couldn't  put  the  thing 
down.  Eventually  I  won,  and  I  love  to  win 
as  much  as  everyone  else."  F 
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During  rare  moments  of  deep 
introspection,  individuals  may 
realize  certain  activities  carry  risk 
that  endangers  the  living  record 
they  represent.  For  business 
records,  such  risk  is  unacceptable. 
Oce  Business  Services  regards 
records  management  as  central 
to  governance  of  the  document 
lifecycle.  Business  records  can 
determine  whether  an  enterprise 
prospers  financially,  protects  its 
intellectual  property,  or  risks 
noncompliance  and  litigation. 
Our  seasoned  team  of  accredited 
professionals,  supported  by 
advanced  technology,  applies 
best  practices  to  managing 
records  from  their  creation  to 
distribution,  retrieval,  archiving 
and  on  to  flawless  un-creation. 
The  peace  of  mind  we  bring  is 
notable.  You  might  want  to  think 
of  us  as  "risk  management! 
Keep  an  eye  on  Oce.  For  a  free 
white  paper  on  effective 
records  management, 
visit  www.ocesolutions.com 
or  call  1-888-390-1513. 
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Envy 

By  Victoria  Murphy  Barret  p 

Y  HUSBAND  AND  I  ARE  COMPETITIVE  ROAD 
bikers.  That  means  we  compete  with  other  ath- 
letes on  Silicon  Valleys  Santa  Cruz  Mountains 
not  so  much  in  course  speed  as  in  equipment. 
Here  venture  capitalists  whiz  by  on  bicycles 
tricked  out  with  $500  carbon-fiber  forks  and  $1,800  wheel  rims. 
But  we  recently  found  a  small,  inexpensive  device  that  packs  a 
big  training  boost:  the  Garmin  Edge  305. 

The  size  of  a  mobile  phone,  the  Garmin  Edge  305  rests  on 
your  bike's  handlebars  and  communicates  with  Global  Posi- 
tioning System  satellites  to  compute  your  distance,  speed  and 
altitude  gain  on  an  easy-to-read  screen.  For  $399  it  comes  with 
a  heart  monitor  and  three  cadence  sensors  that  attach  to  your 
pedal,  rear  wheel  and  chain  stay.  Data  is  wirelessly  beamed  to 
the  handlebar  computer. 

The  Edge  305  is  a  personal  trainer.  You  can  set  it  to  beep 
when  your  speed  or  heart  rate  exceeds  or  drops  below  a  specific 
level,  or  you  can  race  against  a  digital  competitor.  You'll  know  if 
you're  getting  fitter  if  your  heart  rate  slows  over  time  while  riding 
the  same  course  at  the  same  speed.  The  Edge  305  also  calculates 
how  many  calories  you  burn  during  a  ride 
from  your  age,  body  type  and  workout  jm 
intensity.  Like  the  calorie  counters 
mounted  on  stationary  bikes  at  the 
gym,  this  one  has  to  be  taken  with 
a  grain  of  electrolytes.  After  one 
leisurelv  25-miler  the  Garmin 


SRM  Training 
System: 
$2,100  to  $5,200 


-equal  to  a 


indicated  my  husband  had  burned  1,700  calories- 
1 2-inch  Domino's  cheese  pizza. 

With  the  device  you  can  take  advantage  of  Garmin's  Web 
software  called  MotionBased,  which  lets  you  upload  via  a  PC 
info  about  any  rides  you've  taken  and  share  and  compare  them 
with  other  subscribers'  rides.  After  a  35-mile  jaunt  through 
Woodside,  Calif,  we  hooked  up  the  Edge  to  our  computer. 
MotionBased  played  our  route  back  for  us  on  a  satellite  image 
from  Google  Earth.  A  red  dot  based  on  our  direction  and  speed 
weaved  across  the  screen  like  an  animated  game  of  Chutes  and 
Ladders.  You  can  race  a  friend's  colored  dot  if  she  uploads  the 
same  route,  or  race  your  past  rides  to  get  a  sense  of  how  (or  if) 
you're  improving. 

A  $12-a- month  premium  version  of  MotionBased  adds  per-mile 
breakdowns  of  hill  grade,  speed  and  heart  rate.  I  didn't  find  this  very 
useful  because  it  lacks  an  easy-to-use  program  that  would  sift  and 
interpret  all  the  ride  data  to  spot  trends  and  suggest  training  tips. 
As  it  is  now  you  have  to  do  that  laboriously  with  spreadsheets. 

Serious  triathletes,  or  those  who  want  to  train  like  one, 
will  find  the  Garmin  Edge  lacking.  Triathlon  coach  Paul 
Cross  dings  it  as  "gadgety"  and  complains  that  it  relies 
too  much  on  heart  rate,  which  can  be  thrown  off  by  air 
temperature,  illness  and  dehydration.  His  pro  riders  use 
a  device  from  Germany's  SRM  that  shows  output  in  watts 
(not  something  the  Edge  can  do)  and  measures  torque  and 
cadence  for  each  leg  at  the  pedals.  "A  lot  of  people  ride  hard, 
easy,  hard.  But  the  most  efficient  way  to  ride  is  to  keep  a  very 
steady  power  output,"  says  Cross. 

Three-time  Ironman  World  Champion  Peter  Reid  swears  by 
his  SRM.  One  version  costs  $5,200,  but  a  slighdy  less  accurate  ver- 
sion is  $2,100.  In  this  crowd,  the  Edge  might  telegraph  your 
amateur  status.  But  for  most  of  us,  its  combination 
of  features  and  its  Internet  connection 
make  it  the  ideal  training 


companion. 
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)immerce— the  age-old  act  of  buying  and  selling— is  the  foundation  of  global  business.  Yet,  the  modest  act  of 
lyment  makes  it  all  possible.  Even  small  improvements  in  your  company's  payment  process  could  add  millions 
the  bottom  line.  Imagine  what  big  improvements  could  do.  Visit  us  at  visa.com/commerce,  or  speak  with  your 
)mmercial  Banker,  and  learn  how  Visa  can  help  your  company  cut  costs,  manage  cash  flow  better,  and  turn 
lyment  into  a  whole,  new  strategic  advantage. 


EQUITIES 

Boom  Times 

Charles  Biderman  says  the  bull  run  is  just 
beginning.  Reason:  supply  and  demand.  There's 
less  equity  around.  By  Scott  Woolley 
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CHARLES  BIDERMAN 
cobbled  together  a 
nice  little  property 
empire  in  the  1970s 
— six  shopping  cen- 
ters, two  office  buildings  and  two 
apartment  buildings — only  to 
watch  in  horror  as  real  estate 
went  into  the  tank.  Although  he 
figured  the  property's  value  was 
$30  million,  well  above  his 
$20  million  in  debt,  his  panicked 
lenders  wouldn't  cut  him  the  least 
bit  of  slack  He  filed  for  bank- 
ruptcy protection  and  soon  lost 
everything. 

Real  estate  rebounded,  but 
it  did  him  no  good.  From  that 
scarring  experience,  Biderman 
took  this  insight:  "I  discovered 
that  price  is  a  function  of  liq- 
uidity, having  nothing  to  do 
with  value." 

Looking  for  a  second  act 
in  the  early  1990s,  Biderman 
applied  his  hard-won  lesson  to 
stocks.  A  Harvard  Business 
School  graduate,  he  was  famil- 
iar with  traditional  methods  of 
valuing  stocks:  looking  at  their 
price/earnings  ratios  and  esti- 
mating future  cash  flows.  But 
what  about  the  overall  mar- 
ket's liquidity?  Why  not  look 
at  changes  in  the  supply  and 
demand  for  stocks? 

Biderman  believes  that 
when  stocks  are  in  short  sup- 
ply— from  buybacks  or  pri- 
vate-equity buyouts  or  what- 
ever— their  relative  scarcity 
will  push  up  prices.  Con- 
versely, when  the  market  is 
flooded  with  new  supply,  from  initial 
public  offerings  or  exercised  stock 
options,  then  the  abundance  brings  a 
decrease  in  prices. 

This  was  a  simple  yet  controversial 
idea.  The  supply  of  business  assets  is 
perhaps  inelastic— you  can't  snap  your 
fingers  and  get  another  Rockefeller  Cen- 
ter or  Viagra  patent— but  how  can  the 
supply  of  publicly  traded  equity  be  lim- 
ited? If  the  prices  of  shares  go  too  high, 
suppliers  can  manufacture  more.  Cor- 


porations  are  free  to  sell  equity  and  use 
the  proceeds  to  retire  debt.  Or  to  put  the 
money  in  the  bank,  as  Google  did  after  a 
$2  billion  secondary  offering  last  year. 

And  yet  there  is  the  intriguing  possi- 
bility that  Biderman's  theory  might 
work,  at  least  in  the  short  term,  if  cor- 
porate treasurers  are  restrained  by  iner- 
tia or  swept  along  by  a  Wall  Street  fad 
like  buying  in  shares.  Biderman  decided 
to  build  his  own  measure  of  the  total 
supply  of  stocks  from  the  ground  up.  He 
combed  through  company  filings  and 
surveyed  mutual  funds  on  inflows  and 
outflows.  His  equity  retirement  numbers 
are  close  to  those  published  by  the  Fed- 
eral Reserve,  but  available  sooner. 

Twelve  years  later,  he  says,  he  can  show 
a  rough  inverse  relationship  between  mar- 
ket performance  and  changes  in  the  quan- 
tity of  equity  available.  The  shrinking  of  the 
stock  pool  from  2004  on  saw  advances  in 
the  S&P  500  each  year.  The  same  held  true 
for  1995  through  1999. 

Plus,  the  2000-02  net  increase  in  the 
stock  supply  coincided  with  a  vicious  bear 
market.  In  December  1999  he  issued  a  sell 
signal  in  his  regular  letter  to  clients,  citing 
planned  stock  offerings  and  the  end  of 
insider  lockups  that  were  about  to  flood 
the  market  with  shares. 

His  sole  slipup  came  in  2003,  when 
the  new  supply  of  equity  remained  posi- 
tive, and  he  stayed  with  his  bearish  prog- 
nosis. (The  S&P  was  up  28%  that  year, 
including  dividends.)  A  rumpled  fellow 
who  started  out  as  a  journalist  (at  Bar- 
ron's), Biderman,  60,  exudes  a  true 


believer's  passion  about  his  discoveries. 
"I'm  a  gambler,  and  if  you're  a  gambler, 
you  want  an  edge,"  he  says.  "No  one's  ever 
looked  at  supply  and  demand  to  play  the 
market.  This  is  our  edge." 

The  company  Biderman  founded, 
Trimtabs,  has  made  a  nice  business  selling 
its  liquidity  data  to  mutual  funds  and 
hedge  funds  for  between  $15,000  and 
$150,000  a  year.  More  recently  it  has 
opened  up  its  own  fund  for  private  clients, 
seeking  to  repeat  its  past  success  at  calling 
market  turns.  (Following  Trimtabs  calls  to 
buy  S&P  Index  funds  in  bullish  times  and 
going  to  cash  in  bearish  periods,  Bider- 
man says  his  fund  would  have  yielded 
104%  since  1998,  versus  48%  for  holding 
the  S&P  the  entire  time.) 

Annette  Vissing-Jorgensen,  a  North- 
western University  finance  prof,  recently 
published  a  paper  analyzing  the  effects 
of  supply  and  demand  on  bond  prices. 
She  found  a  broadly  similar  effect  to 
Biderman's,  and  says  his  logic  makes 
sense  as  applied  to  stocks. 

That's  because  Biderman's  approach 
is  consistent  with  more  traditional  ways 
of  valuing  firms,  which  rely  on  finding 
the  present  value  of  future  earnings.  "In 
those  models,  the  discount  rate  [the 
number  used  to  translate  future  earnings 
into  current  dollars]  is  going  to  be  deter- 
mined by  the  supply  and  demand  of  cap- 
ital," she  says. 

So  what  are  Biderman's  supply  signals 
telling  him  about  today's  market?  An 
unequivocal  message:  There  has  never 
been  a  better  time  to  be  a  bull.  "So  the 


housing  market  is  soft,  so  the  legacy 
automakers  are  tanking.  Who  cares?"  says 
Biderman.  The  recent  boom  in  leveraged 
buyouts  has  sopped  up  huge  chunks  of 
public  equity.  The  buyout  boom  began  in 
2004,  when,  according  to  Trimtabs'  math, 
companies  pulled  $118  billion  in  equity 
off  the  public  table  (net  of  all  new 
issuances),  via  share  buybacks,  LBOs  and 
corporate  mergers  paid  for  in  cash.  In 
2005  the  equity  disappearance  number 
rose  to  $346  billion,  then  last  year  to  $604 
billion. 

The  beat  goes  on.  Already  this  year 
Blackstone  Partners  is  acquiring  Equity 
Office  Properties,  removing  $23  billion  of 
public  equity.  The  shrinkage  since  2004 
may  be  only  a  few  percentage  points  of 
the  $19.9  trillion  in  U.S.  market  value 
outstanding,  but  it's  enough  to  affect 
investors,  Biderman  argues. 

A  measure  of  skepticism  is  war- 
ranted with  the  stock-supply  theory. 
Biderman's  supply  figure  does  not 
include  dividends,  which  are  inter- 
changeable with  share  buybacks.  Does 
it  matter  to  the  liquidity  of  either 
Microsoft  or  its  shareholders  whether  it 
pays  a  $32.6  billion  dividend  or  buys 
back  shares  of  that  value?  Yet  in  the 
Biderman  analysis,  the  latter  creates  a 
shrinking  in  the  supply  of  equity— and  a 
bullish  sign— but  the  former  does  not. 

Another  weak  point  in  the  theory  is 
that  it  overlooks  where  the  buyout  cap- 
ital is  coming  from.  Blackstone  gets  cap- 
ital from  pension  funds.  Blackstone's 
buying  puts  an  upward  pressure  on 


Four  sectors  are  seeing  big  stock  retirements,  so  Biderman 

says  buy  them.  Not  so  for  the  energy  field,  though. 

SECTOR 

TICKER  SYMBOL1 

%  CHANGE  IN 
SUPPLY  OF  STOCK2       REASONS  FOR  CHANGE 

BULLISH 

MATERIALS 

XLB 

-4.6% 

$26  billion  takeover  of  Phelps  Dodge,  possible  Alcoa  buyout 

FINANCIALS 

XLF 

-1.8 

Bank  of  America  authorizes  200  million  share  repurchase  plan 

HEALTH 

XLV 

-1.5 

$1 1  billion  cash  buyout  of  Biomet 

CONSUMER  STAPLES 

XLP 

-1.4 

Caremark  acquisition  comes  with  major  share  repurchase,  cash  payment 

I  BEARISH 

ENERGY 

XLE 

-0.1 

Least  shrinkage  of  any  sector,  no  major  cash  takeovers 

'The  stock  symbol  of  an  exchange-traded  fund  representing  an  industry  sector.  ■Trimtabs  estimate  of  the  net  increase  or  decrease  in  outstanding  stock  for  an 
industry  sector.  The  estimate  includes  announcements  from  Nov.  12,  2006  to  Feb. 12,  2007  of  new  offerings,  stock  buybacks,  buyouts  and  other  factors  affecting 
the  total  supply  of  stock. 
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www.iss.net 


With  network  security,  if  you're  not 

ahead  of  the  threat... 


you  're  cleaning  _ 


up  behind  it. 


Let  Internet  Security  Systems  stop 
network  threats  before  they  shut  down  your  business. 

How  do  you  ensure  compliance  and  manage  costs  when  your  security  is  less  than  certain? 
Even  "zero-day"  solutions  aren't  fast  enough  to  protect  against  losses  once  an  Internet  attack  hits. 
The  alternative  is  preemptive  security  from  Internet  Security  Systems  (ISS).  Because  our  enterprise  solutions  are 
based  on  the  world's  most  advanced  vulnerability  research,  only  ISS  can  offer  preemptive  security  and  stop 
threats  before  they  impact  your  business.  So  why  rely  on  "reaction"  when  security  can  be  a  sure  thing? 

Need  proof?  Get  a  free  whitepaper,  Preemptive  Security: 

Changing  the  Rules,  at  www.iss.net/proof  or  call  today  at  800-776-2362. 


NETWORK  &  HOST  INTRUSION  PREVENTION        MANAGED  SECURITY  SERVICES    I    VULNERABILITY  MANAGEMENT 


Q  Internet  |  Security  |  Systems* 

Ahead  of  the  threat 
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stock  prices.  But  those  same  dollars 
were  taken  out  of  the  pocket  that  oth- 
erwise would  have  paid  for  publicly 
traded  shares.  Why  would  moving  the 
investment  dollars  from  one  pocket 
to  another  boost  share  prices? 

Biderman  says  its  wrong  to  as- 
sume all  private  equity  investments 
replace  public  stock  holdings  and, 
more  important,  that  private  equity 
funds  use  leverage  to  greatly  magnify 
the  impact  of  every  dollar  of  equity 
they  receive. 

There  are  two  ways  to  play  the 
scarcity  thesis.  One  is  to  aim  nar- 
rowly. On  the  assumption  that 
investors  tend  to  keep  sector  alloca- 
tions fairly  steady  from  year  to  year, 
buy  into  sectors  where  equity  retire- 
ment is  most  pronounced  (see  table, 
p.  65).  One  such  is  the  materials  sec- 
tor, where  the  takeover  of  Phelps 
Dodge  by  Freeport-McMoRan  has 
already  shrunk  the  public  equity  sup- 
ply and  a  buyout  of  Alcoa  for  cash  is 
a  distinct  possibility. 

Rather  than  try  to  cherry-pick 
companies,  you  could  buy  an 
exchange-traded  fund  that  encom- 
passes the  entire  category,  such  as  the 
Materials  Select  Sector  SPDR. 

By  the  same  token,  avoid  energy 
shares,  where  no  big  buyouts  are 
occurring  and  new  issues  are  aborn- 
ing to  get  in  on  what  likely  will  be  a 
long-term  trend  of  high  energy 
prices.  The  stock  supply  here  has 
shrunk,  but  by  a  minuscule  amount, 
far  less  than  the  shrinkage  in  the 
overall  market. 

Then  there  is  the  big-picture  play, 
which  follows  a  line  of  thinking  that 
has  been  advanced  in  these  pages  by 
columnist  Kenneth  L.  Fisher  in  the 
past  year.  His  argument  goes  like  this: 
A  worldwide  glut  of  savings  has 
depressed  interest  rates.  Big  investors 
are  taking  advantage  of  cheap  debt 
capital  by  buying  equity:  corporations 
buying  their  own  shares,  corporations 
buying  other  corporations  for  cash, 
and  outfits  like  Blackstone  buying  cor- 
porations with  debt.  Fisher  foresees  a 
continuation  of  this  trend.  He's  bullish 
on  equities,  too.  F 


STRATEGIES 


The  Ebay  of  Loans 

Prosper.com  links  individual  lenders 
to  individual  borrowers.  It  strips  out  some 
middleman  costs  but  not  default  risk. 

By  Christopher  Steiner 


THEY  WANT  MONEY  TO  BUY  A  K-9 
bomb-sniffing  dog,  to  make  a 
house  down  payment,  to  set  up  a 
videogame  studio,  to  pay  tuition.  And 
Gregory  Bequette  is  happy  to  lend  to 
them  personally  through  a  Web  site  called 
Prosper.com,  the  Ebay  of  small  personal 
loans.  Bequette  has  hitched  a  good  chunk 
of  his  portfolio,  $878,000,  to  others' 
hopes,  dreams  and  debts— and  their  abil- 
ity to  repay  him.  An  accountant  for  the 
University  of  California  system  who  gets 
his  kicks  riding  motorcycles,  Bequette  has 
lent  to  163  cyberborrowers  at  an  average 
interest  rate  of  26.4%. 

Year-old  Prosper  functions  as  an 
online  way  station  where  borrowers  and 
lenders  can  arrange  three-year  loans  of 
up  to  $25,000,  at  rates  three  to  five  per- 
centage points  lower  than  what  credit 
cards  charge  (see  table,  p.  70).  Its  A-rated 
borrowers  pay  an  average  8.8%  yearly, 
versus  1 1.8%  for  a  fixed-rate  credit  card 
and  13.8%  for  a  variable-rate  card.  They 


could  get  even  better  rates,  along  with 
tax  deductions,  if  they  tapped  home 
equity,  but  many  Prosper  borrowers 
don't  own  a  home. 

Why  the  low  rates  on  Prosper  loans? 
Prospers  believers  explain  the  bargain  this 
way:  Their  system  strips  out  overhead 
costs.  "If  the  credit  card  companies  are 
making  so  much  money,  why  don't  I  cut 
out  the  middleman  and  get  some  of  that 
myself?"  Bequette  asks. 

The  San  Francisco  site  provides 
credit  checks  of  borrowers  via  Experian 
and  posts  their  ratings  (ranging  from  AA 
to  HR,  for  "high  risk")  with  their  profiles 
online.  Bids  are  for  interest  rates,  and  the 
lowest  ones  win  among  sometimes 
dozens  of  bidders.  Borrowers  post  a 
requested  rate  on  their  Web  profiles, 
mostly  in  line  with  their  credit  rating. 

The  winning  bidders'  money,  usually 
in  small  increments,  is  packaged  into  one 
loan.  When  lenders  browse  through  the 
borrower  profiles  and  place  bids,  it's  often 
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ten  you  think  Texas,  chances 
are  you  think  big.  Which  is  why 
we've  made  San  Antonio  the  home  of 
the  new  full-sized  Tundra,  our  biggest 
pickup  truck  yet. 

The  San  Antonio  plant,  Toyota's 
U.S.,  is  a  vital  part  of  our  U.S. 
s.  With  a  total  of  over  4,000 
i  member  and  on-site  supplier  jobs,  it 


represent 
in  the  Iocs 
Toyota's  total 
$15  billion, 
by  Texas  standards. 

This  new  plant  is  just  one  more 
example  of  our  commitment  to  America. 
It's  what  drives  us  to  think  big-about  our 
vehicles  and  the  people  who  drive  them. 


moving  forward 


for  a  fraction  of  the  total  loan  needed, 
with  $50  the  minimum.  Lenders  get  the 
safety  of  diversity.  The  profiles  allow 
lenders  to  see  borrowers'  debt-to-income 
ratio,  current  and  past  delinquencies. 
Some  borrowers  even  post  monthly 
phone  bills  and  housing  expenses.  Bor- 
rowers provide  photos  of  themselves,  their 
kids,  their  pets  and— a  requirement— 
what  they  want  to  use  the  money  for. 
Jason42  (full  names  are  seldom  used) 
desires  $18,000  to  purchase  his  "dream 
car,"  and  Bebel9  asks  for  $10,000  to  con- 
solidate credit  card  debt. 

The  guy  who  wishes  to  buy  the  bomb- 
sniffing  dog  says  he  has  a  federal  contract 
to  detect  explosives  in  Iraq,  where  he  will 
be  paid  $9,000  per  month.  This  37-year- 
old  father  of  four,  a  civilian  who  did 
K-9  work  before  in  Afghanistan  and  Iraq, 
wants  a  $20,000  loan,  at  25.25%  interest, 
to  buy  a  dog  and  ship  it  to  the  war  zone. 
He  notes  that  he  has  life  insurance  worth 
$300,000,  which  his  widow  will  use  to  pay 
the  loan,  if  need  be. 

What  if  things  don't  work  out  for  bor- 
rowers? In  its  year  of  existence  Prosper 
has  had  0.5%  of  total  loan  amounts  default 
and  6.5%  fall  behind  on  payments  for  a 
month,  compared  to  4.2%  and  4.4%  for 
card  companies.  Prosper  lenders  choose 
among  three  collection  agencies  to  pursue 
delinquent  borrowers. 

Let's  not  forget,  however,  that  serving 
as  an  unsecured  lender  is  a  risky  business. 
Most  of  the  loan  applicants  are  clustered 
in  the  iffier  end  of  the  credit  spectrum. 
While  bad  loans  are  minor  now,  just  wait 
until  an  economic  downturn  comes 
along.  Another  problem  for  Prosper 
lenders  is  that  the  loans  are  not  liquid. 
The  company  had  hoped  to  set  up  a  sec- 
ondary market,  but  that  fell  through. 
Lenders  are  stuck  for  a  loan's  whole  three- 
year  term.  And  there's  no  way  to  guaran- 
tee that  the  proceeds  will  be  applied  to 
the  stated  purpose.  What  if  that  nice  lady 
wanting  to  open  a  beauty  shop  blows  the 
cash  at  a  Las  Vegas  craps  table? 

Prosper  makes  money  by  charging 
borrowers  an  upfront  fee  of  1  %  to  2%  and 
lenders  0.5%  to  1%  of  the  annual  loan  bal- 
ance. That  means  Prosper  should  take  in 
around  $1.8  million  in  revenue  this  year. 
The  company  has  $35  million  in  loans 


outstanding  but  is  adding  new  ones  at  a 
steady  clip  and  should  have  at  least  $120 
million  by  year-end.  Prosper  won't  say 
what  its  growth  targets  are  or  when  it  will 
break  even.  For  now  it  appears  to  have 
enough  seed  money  to  keep  going:  $20 
million  in  venture  capital  funding. 

Company  founder  Christian  Larsen 
was  chief  executive  of  E-Loan  until  Popu- 
lar Inc.  bought  it  in  2005.  The  Ebay  model 
enticed  him.  So  did  the  wide  spread 
between  what  banks  pay  for  savings 
accounts  and  certificates  of  deposit,  and 
what  they  charge  card  borrowers.  That 
would  be  a  big  draw  for  individual 
lenders,  he  figured.  Adding  to  the  appeal 
was  that  a  company  called  Zopa.com  had 
been  doing  this  successfully  in  Britain 
since  early  2005. 

Prosper  hooked  up  its  first  lender  and 
borrower  in  February  2006.  It's  been  a 
quick  bloom:  40,000  loan  listings  now 
beckon  12,000  registered  lenders.  Pros- 
pers loan  volume  is  growing  at  $6.3  mil- 
lion a  month.  Larsen,  46,  has  himself 
invested  $120,000  in  240  loans.  He  prefers 
proven  borrowers;  his  portfolio's  mean 
interest  rate:  11.4%.  "It's  fairly  addicting," 
Larsen  says  of  the  loan-picking  process. 

Nobody  has  yet  defaulted  on  Bequette, 
55,  who  began  lending  last  July.  But 
Bequette  does  have  three  accounts  with 
payments  overdue  (a  loan  is  considered  in 


Pricing  Risk 


Different  credit  classes  of  Prosper 
borrowers  pay  different  rates,  usually 
three  to  five  points  less  than  they 
would  pay  on  a  credit  card. 


Credit  grade 

17.7% 


Average  interest 
rate  on  Prosper 
loans  between 
$1,000  and 
$5,000 


HR  (high  risk) 


Average  credit  card  rate  for  person  with  700 
credit  (B  rating)  was  1 1.79%  this  week. 
Sources:  Prosper.cotr.;  Sankrate.com. 


default  if  unpaid  for  more  than  120  days). 
Bequette  expects  an  overall  default  rate  on 
his  portfolio  of  8%  this  year,  leaving  him  a 
net  of  15%  after  fees.  Plus,  he  professes  to 
feel  a  ping  of  altruism  when  he  lends.  He's 
helped  a  young  couple  hoping  to  buy  a 
first  house,  a  woman  buried  in  credit  card 
debt  and  a  small,  expanding  landscaping 
business. 

To  make  his  loans,  Bequette  pulled 
money  out  of  mundane  mutual  funds. 
Bequette  was  so  enthused  with  his  early 
yields  that  he  took  out  a  $270,000  home 
equity  loan  at  7.9%  to  plunge  back  into 
Prosper. 

Prosper  investor  Craig  McHugh  finds 
himself  convinced  that  the  default  rates 
will  end  up  lower  than  expected:  "Because 
these  people  are  borrowing  from  individu- 
als who  chose  to  help  them  out  rather  than 
Big  Brother,  they'll  feel  more  obligated  to 
pay  back  the  loans."  A  sanguine  attitude,  to 
be  sure.  But  McHugh  is  no  naif;  he's  presi- 
dent of  Creative  Labs,  the  $1.1  billion 
Silicon  Valley  outfit. 

While  most  Prosper  lenders  are  ama- 
teurs, some  investment  pros  are  dipping 
in.  Jonathan  Hoenig,  31,  runs  Capitalist- 
pig  Hedge  Fund  in  Chicago  and  has  more 
than  $150,000  of  its  money  in  1,300  Pros- 
per loans  at  an  average  interest  rate  of 
20%.  "This  is  a  way  to  run  a  credit  card 
company,"  he  says. 

Hoenig  won't  bid  on  a  loan  where  the 
borrower  has  more  than  three  delinquen- 
cies. "I  don't  want  to  replace  someone's 
payday  loan  they  weren't  going  to  repay," 
he  says.  Nevertheless,  he  tilts  toward  the 
riskier  end  of  the  credit  ratings  because 
these  have  juicier  yields.  Why  lend  to  AA 
credits  at  9%  with  a  projected  default  rate 
of  0.2%  when  you  can  lend  to  the  Cs  at 
17%  and  a  default  rate  of  3.3%? 

Personal  finance  author  Jerrold 
Mundis  (50  loans,  totaling  $10,000) 
prefers  the  riskier  credits,  too.  The  New 
Yorker,  whose  book  How  to  Get  Out  of 
Debt,  Stay  Out  of  Debt  and  Live  Prosper- 
ously is  in  its  fortieth  printing,  feels  that 
Prosper  helps  subprime  borrowers  stay 
within  their  means.  Mundis  has  been 
burned,  though,  by  one  delinquent  bor- 
rower. The  deadbeat's  credit  rating:  AA. 
"That  was  my  one  nod  to  conservatism," 
he  sighs.  F 
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Understanding  how  the  body's  tiny  components  communicate  is  opening  u 


PETER  SORGER  SPE^IilSifif' 
©• 
years  developMng  new  labora- 
tory gadgets  and  arcane 
mathematical  theorems  to 
explain  how  networks  of 
genes  and  proteins  can  go 
awry,  causing  cancer,  arthritis  and  other 
diseases.  But  when  he  went  looking  for 
cash  to  start  a  company  in  2000,  the  best 
year  evei  for  biotech  venture  capital,  the 
VCs  wouldn't  give  him  decent  terms. 

Triumphant  drug  researchers  assumed 
they  had  everything  they  needed.  £he 


human  genome  had  just'be'en  mapped,  and 
they  had  the  supercomputers' aad"tools  to 
figure  out  which  genes  caused  diseases. 
Who  needs  to  bother  with  understanding 
how  one  gene  interacts  with  thousands  of 
others,  let  alone  parsing  the  relationships 
among  the  hundreds  of  thousands  of  pro- 
teins these  genes  produce? 

But  seven  years  later  drug  approvals 
are  down,  not  up — and  Sorger's  firm  is 
suddenly  hot.  The  body-as-network  is 
becoming  a  dominant  metaphor  for  future*" 
drug  research.  Sorger,  a  Harvard  biologist, 


is  one  of  the  leading  lights  in  a  budding 
field.catfed  systems  biology,  which  bor- 
rows techniques  from  engineering,  physics 
and«€omputer  science  to  understand  the 
body's  complex  web  of  cause  and  effect. 
The  company  he  cofounded,  Merrimack 
Pharmaceuticals  in  Cambridge,  Mass.,  has 
raised.$140  million  from  nontraditional 
sources  including  medical  device  billion- 
aire James  Sorenson  and  has  an  arthritis 
drug-in  human  trials. 

~  Theories  about  protein  networks  have 
been  overlooked  for  decades,  maybe 
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because  the  idea  is  so  obvious.  Every  grade- 
schooler  knows  the  hip  bone  connects  to 
the  thigh  bone.  But  scientist-radicals  such 
as  Sorger  say  the  biotech  industry's  dogged 
pursuit  of'tsolated  genes  and  proteins 
offers*  few  clues  to  the  function  of 
the  whole. 

"Can  ^pu  imagine  try- 
ing to  ..predict  how  a 
•>  compiiter.chip  is  going 
eto  work  when  you^are 
missing  90%  of  the  cir- 
cuitry? Yet  that  is  exactly  \  . 
what  the  pharmaceutical 
industry  does  when  it  tries 
to  make  drugs,"  says  Colin 
Hill,  a  physicist  who  heads  Gene 
Network  Sciences  in  Cambridge,  Mass. 

The  iiody  contains  25,000  genes, 
which  can  form  as  many  as  1  million  pro- 
teins interacting  in  hundreds  of  millions 
of  ways.  Perhaps  only  5%  to  10%  of  all 
protein  and  gene  interactions  have  been 
documented  so  far.  Network  biologists' 
'tiltimate  aim,  still  a  decade  away,  is  to  cre- 
ate computer  programs  that  could  simu- 
late the  effects  of  drugs  on  cells  in  the 
same  waylhat  Boeing  simulates  a  new  jet- 
liner before  it  flies^ 


\ 


gene  sequencing* pioneered  the  network 
approach  and  set  up  the  Institute  for  Sys- 
tems Biology  in  2000  in  Seattle.  In  2003 
Harvard  Medical  School  deemed  the  field 
worthy  enough  to  make  systems  biology 
its  first  new  department  in  two 
decades. 

Big  Pharma  is  starting 
to  pay  attention.  Pfizer 
aims  to  use  the  new 
approach  to  develop 
drugs  that  hit  more 
than  one  node  in  the 
network  at  once.  Novar- 
tis  has  50  researchers  try- 
ing to  simulate  the  molecular 
networks  that  cause  cancer, 
Alzheimer's  and  diabetes.  Merck  has 
committed  hundreds  of  scientists  to  its 
network  effort;  one  early  result  led  Merck 
to  spend  millions  to  license  a  promis- 
ing cancer  drug  from  Vertex 
Pharmaceuticals.  A  half-dozen 
biotechs  tout  their  ability  to 
map  bio-networks  on  their  ^| 

0. 


computers. 
Biologists 


have  long 


ems 


known  that  diseases  such  as 
cancer  and  diabetes  are  caused 
by  a  network  of  faulty  proteins 
gradually  going  awry.  But  the 
complexity  of  these  networks 
is  beyond  what  anyone 
•#   had  expected.  A  recent 
analysis  found  122 


■ 

list  territory  in  idliKJ  TfiSGafCh.  By  Robert  Langreth  and  Matthew  Herper 


Hair  ball:  three 
views  of  how 
proteins 
interact  within 
single-celled 
baker's  yeast. 


dozens  of  other  proteins.  "Disease  is  a 
breakdown  of  the  network,"  he  says. 

This  big-picture  idea  was  posited  in 
the  first  half  of  the  century  by  mathemati- 
cians and  engineers.  But  the  notion  was 
eclipsed  by  the  1953  discovery  of  the 
structure  of  DNA.  Since  then  molecular 
biologists  have  adopted  an  atomistic 
focus,  rushing  to  identify  and  understand 
one  gene  and  protein  at  a  time. 

It  is  only  within  the  past  ten  years  that 
a  new  array  of  high-speed  genetic  tools 
has  made  network  maps  possible,  by 
allowing  researchers  to  look  at  thousands 
of  genes  or  proteins  at  once  and  measur- 
ing how  they  interact.  Then  researchers 
can  go  back  to  cells  or  animals  to  test 
whether  the  predictions  hold  true. 

Concrete  results  are  sparse,  and  sys- 
tems biologists  worry  there  is  too  much 
hype.  "Anybody  that  thought  the 
genome  was  going  to  directly 
provide  drugs  was  a  fool," 
says  Leroy  Hood.  "Biologi- 
cal networks  are  not  sim- 
ple, and  making  drugs  to 
affect  them  won't  be  simple. 
Drug  companies  don't  really 
understand  how  far  away  we 
are."  Quips  Novartis  research 
head  Mark  Fishman:  "Some  of 
my  best  friends  run  systems 
biology  departments.  They  still 
haven't  been  able  to  explain  to 
me  what  it  means." 


"It  is  the  dark  ages  • 
of  the  drug  industry,  *. 
and  we  have  to  make  it 
more  like  building  cars  or  *••••• 
planes,"  says  Trey  Ideker,  a  bioengineer 
at  University  of  California,  San  Diego, 
who  is  working  on  a  computer  simula- 
tion of  a  budding  cancer  cell.  Adds 
Sorger:  "When  something  is  big  and 
complicated  you  cannot  do  it  all  by  anec- 
dote. No  single  person  understands  every 
last  wire  in  a  747." 

Leroy  Hood,  who  invented  automated 


mutated  genes  involved  in 
breast  cancer  and  69  in  colon 
cancer.  Scientists  had  estimated 
•       far  fewer. 

Notre  Dame  physicist  Albert-Laszlo 
Barabasi  and  others  have  shown  that 
molecular  networks  inside  our  bodies 
share  some  basic  similarities  with  the 
Internet.  Typical  proteins  make  relatively 
few  links  to  other  proteins,  just  as  most 
Web  sites  link  to  only  a  few  others.  But  a 
small  handful  of  "hub"  proteins  are  like  the 
Google  of  the  protein  world,  connected  to 


A  few  substantive  ideas  have  emerged. 
Entelos,  of  Foster  City,  Calif,  is  helping 
drug  companies  simulate  clinical  trials  for 
diabetes,  asthma  and  other  diseases  using 
virtual  patients  that  exist  only  inside  com- 
puters. A  two-year  trial  can  be  run  in  a 
few  hours.  Johnson  &  Johnson  says  the 
Entelos  program  correctly  predicted  that  a 
new  class  of  diabetes  drugs  it  was  testing 
in  mice  would  be  ineffective  in  humans. 
"That  sort  of  thing  makes  you  start  to  be  a 
believer,"  says  Michael  Jackson,  who  heads 
J&J's  West  Coast  research  labs.  F 
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BEER  WARS 


The 
Son 
Finally 
Rises 


The  frat  boys  are 

growing  up 
and  graduating 
from  Budweiser. 

August  Busch  IV 

doesn't  want 
to  be  left  behind. 

By  Heidi  Brown 


UGUST  A.  BUSCH  IV,  CHIEF  EXECUTIVE  OF  ANHEUSER-BUSCH  COS., 
riffles  through  papers  that  show  sales  trends  in  the  $177  billion  U.S. 
alcoholic  beverage  market.  The  numbers  are  troubling:  Sales  ot  dis- 
tilled liquor,  wine  and  imported  beer  have  grown  much  faster  than 
domestic  beer  sales  over  the  past  decade.  Anheuser-Busch,  with  $16 
billion  in  revenue  last  year,  controls  half  the  beer  market,  but  its  share  has  barely 
budged  in  that  period.  The  numbers  for  Budweiser  are  especially  sobering:  The 
brewer's  flagship  brand  has  lost  one-third  of  its  beer  share  since  1996.  You  can 
read  all  this  in  the  top  line,  which  over  the  past  decade  has  inched  ahead  at  4%  a 
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year,  barely  keeping  pace  with  inflation. 
Busch  IV,  who  moved  into  the  St.  Louis, 
Mo.  brewer's  corner  office  Dec.  1,  stares 
grimly  at  the  numbers  as  an  ice  bucket 
filled  with  his  company's  brands  loses  its 
chill  in  a  midtown  Manhattan  steak  house. 
"A  challenging  time  calls  for  looking  at 
things  differently'  he  says. 

This  company's  future  growth — and 
Busch  IV's  success  as  its  chief— depends 
on  it.  A  huge  strategic  shift  looms.  As 
young  adults  veer  off  from  Anheuser- 
Busch's  Bud,  Natural  Light 


shipping,  to  produce  a  single  serving  of 
liquor,  compared  with  19  cents  for  a  serv- 
ing a  beer.  Wine  looks  promising,  too,  says 
Busch  IV,  who  plans  to  get  into  that  busi- 
ness, possibly  by  offering  the  stuff  in  Tetra 
Pak  juice  cartons. 

The  company's  marketing  efforts  must 
evolve,  too.  Busch  IV,  having  overseen  the  cre- 
ation of  a  slew  of  attention-getting  TV  com- 
mercials in  recent  years,  is  known  for  his  ad- 
vertising instincts.  Indeed  he  kicked  off  his 
interview,  held  shortly  before  the  Super  Bowl, 


They  get  it;  they  understand  the  subtlety 
of  how  to  market  to  us,'"  says  Anthony 
Ponturo,  head  of  media  and  sports  mar- 
keting for  the  company. 

Busch  IV  is  also  trying  to  find  unex- 
pected ways  to  pitch  more  high-end 
brands — or  make  its  existing  offerings 
seem  more  polished.  Anheuser-Busch 
plans  to  sponsor  a  gala  tied  to  a  Lincoln 
Center  jazz  program  in  New  York.  There 
are  also  plans  to  underwrite  a  party  for 
people  who  pay  $1,000  a  ticket  to  see 


and  Michelob  in  the  direction 
of  fancier  drinks,  the  com- 
pany must  create  or  buy  new 
products  to  appeal  to  them. 
An  even  bigger  shift  was  in 
the  cards  at  press  time:  the 
rumor  of  a  possible  merger 
between  Anheuser-Busch 
and  the  $16  billion  (latest- 12- 
months'  sales)  InBev. 

After  chafing  as  understudy 
to  his  father,  August  A.  Busch  III, 
Busch  IV  is,  at  42,  eager  to  show 
he  can  rev  up  the  company's 
business.  He  has  overseen  the  in- 
troduction of  14  microbrews 
with  stronger  flavors  and  a 
higher  gross  profit  margin — up 
to  $6  per  case  compared  with 
$3.50  for  a  case  of  Bud.  Last  year 
Busch  IV  also  engineered  the 
$82  million  acquisition  of 
InBev's  Rolling  Rock  beer. 

There  is  more  to  come:  Busch  IV  is  push- 
ing Anheuser-Busch  beyond  brew.  He  is  over- 
seeing the  launch  of  Jekyll  and  Hyde,  a  pack- 
age of  two  liquors  in  separate  bottles. 
Drinkers  are  supposed  to  mix  them.  The 
package  is  priced  as  high  as  $24  in  stores. 
Anheuser-Busch  also  recently  started  mar- 
keting Spykes,  caffeine-laced,  flavored  malt 
drinks  aimed  at  young  groovers.  Sold  in  2- 
ounce  plastic  bottles,  the  drinks,  with  names 
that  include  Spicy  Lime  and  Hot  Melons,  can 
be  quaffed  as  shots  or  added  to  beer. 

Will  Anheuser-Busch  make  a  bigger  play 
in  spirits,  perhaps  by  buying  a  vodka  brand? 
Busch  won't  say  much  about  that  except 
"we're  not  buying  Absolut,"  putting  the  ki- 
bosh on  one  rumor.  But  he  does  admit  he 
likes  the  margins  in  the  spirits  biz.  He  notes 
it  costs  3  cents,  including  packaging  but  not 


ANHEUSER-BUSCH:  KING  OF  ADS 


TV  advertising  has  been  an  important  sales  tool  for  the  Bud  maker  for  decades.  (Top  row,  from  left): 
August  A.  Busch  Jr.  appearing  in  a  commercial  to  introduce  Busch  Bavarian  Beer  in  1955;  Bud  Light 
party  animal  Spuds  MacKenzie  and  friends  in  1988;  Louie  and  Frank,  the  talking  lizards,  in  1998. 
(Bottom  row):  a  spot  from  the  popular  "Whassup! "  campaign  in  2000;  August  Busch  IV  in  a  2005 
commercial;  and  the  famous  Clydesdale  horses  as  ad  stars  in  2006. 


by  trying  to  show  off  the  company's  nine 
commercials  created  for  the  big  game  (his 
portable  DVD  player  didn't  work).  But  he 
knows  the  company,  which  spent  $345  mil- 
lion on  advertising  during  the  first  nine 
months  of  last  year,  needs  new  kinds  of  mes- 
sages to  appear  on  the  Internet,  cell  phones 
and  MP3  players.  Busch  IV  is  making  a  big 
play  with  the  February  launch  of  BudTV,  a 
YouTube-like  online  video  channel  that  fea- 
tures original  programming. 

Among  the  shows:  Replaced  by  a 
Chimp,  in  which  a  monkey  does  human 
jobs,  and  What  Girls  Want,  a  reality  show 
featuring  three  gals  who  give  on-the-spot 
makeovers  to  guys  they  pick  out  in  a 
nightclub.  Busch  IV  has  committed  up  to 
$100  million  to  the  Web  project  over  the 
next  few  years.  "We  want  people  to  say, 


Moon  for  the  Misbegotten  when  it  opens 
on  Broadway  this  year.  It  will  also  run  its 
first  ad,  probably  pitching  Bud  Select,  in 
the  theater  publication  Playbill.  This 
month  it  is  revamping  Michelob  Amber- 
Bock;  it  will  soon  come  in  tear-shaped 
bottles  and,  when  ordered  in  bars,  be 
poured  in  gold-rimmed  glasses  made  by 
Riedel.  "We're  used  to  saying  'Stack  it  high 
and  watch  it  fly,'  but  you  can't  put  a  50- 
case  display  of  high-end  beer  in  a  grocery 
store,"  says  Michael  Owens,  vice  president 
of  marketing  at  the  company. 

Busch  IV  hopes  his  company's  in- 
store  clout — and  data — will  help  give  it 
an  edge  as  it  starts  offering  new  bever- 
ages. BudNet,  a  system  that  allows  600 
distributors  to  track  sales  and  optimize 
product  mix,  displays,  price  and  promo- 
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tions  by  location,  could  give  it  a  boost. 
The  data  helps  the  brewer  react  quickly 
to  market  trends.  Busch  IV  can  find  out, 
for  instance,  if  a  Miller  promotion  in 
Tucson  is  cutting  into  its  sales. 

But  aren't  these  insights  overdue? 
Young  adults  started  choosing  imported 
beer  and  fancy  cocktails  over  domestic 
beer  years  ago.  Anheuser-Busch  has  taken 
a  long  time  to  react.  It  could  be  that  com- 
pany management  was  afraid  to  fail. 
Anheuser-Busch  bombed  when  it  tried 
branching  into  other  beverages  once 
before.  It  produced  and  marketed  sparkling 
water,  wine  coolers  and  seltzers  in  the 
mid-1980s  but  it  had  trouble  getting  shelf 
space.  The  company  sold  off  almost  all  the 
beverage  group  in  1987. 

Where's  the  Froth? 

InBev,  with  brands  and  breweries 
worldwide,  is  on  a  roll.  Rival 
Anheuser-Busch,  still  focused  on 
beer  drinkers  in  the  U.S.,  lags. 


2QQ  

stock  prices  2/28/02  =  100 
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Source:  IDCIExshare  via  FactSet  Research  Systems. 


It  makes  some  industry  watchers 
question  Busch  IV's  ability  to  turn  the 
business  around.  "[He]  was  involved 
when  the  problems  started  to  occur;  it's 
not  like  he  came  out  of  nowhere,"  notes 
Bonnie  L.  Herzog,  an  analyst  at  Citigroup 
in  New  York. 

Busch  IV  admits  frustration  that  the 
company  sat  on  the  sidelines  as  other  big 
deals  were  made  in  recent  years,  including 
Interbrew's  acquisition  of  AmBev  in  Brazil 
in  2004,  forming  InBev.  "If  I'd  known  back 
then  what  I  know  now,  I  might  have  made 
some  more  noise,"  says  he. 

In  reality  he  probably  couldn't.  Busch 
IV  certainly  didn't  want  to  risk  ticking  off 


his  dad  and  jeopardizing  his  own  shot  at 
heading  the  company.  "The  Fourth,"  as 
Busch  is  known,  is  the  fifth  family  mem- 
ber to  head  the  brewer  since  it  was 
cofounded  by  his  great-great-grandfather 
Adolphus  Busch  in  1852.  The  scion  was 
anointed  only  after  working  his  way  up — 
from  brewery  apprentice  to  president  of 
the  company's  U.S.  beer  business — over 
22  years.  He  had  to  prove  himself;  the 
family  owns  just  1.5%  of  the  company. 

But  Busch  IV,  a  longtime  party  boy 
who  volunteers  that  he  particularly 
enjoyed  the  brewery  job  "because  we  got 
to  go  to  the  tasting  room  every  afternoon 
and  drink  beer,"  has  endured  years  of 
public  speculation  about  his  suitability 
for  leadership.  He  was  involved — the  cir- 
cumstances are  murky — in  a  car  accident 
that  left  a  female  companion  dead  in 
1983  when  he  was  an  undergrad  at  the 
University  of  Arizona  in  Tucson. 

Busch  IV's  father  had  his  son  cool  his 
heels  in  the  wings.  In  2002  the  company 
named  Patrick  Stokes,  a  nonfamily 
member,  chief  executive.  More  recently 
there  was  speculation  that  Busch  IV 
might  be  sidelined  so  that  his  younger 
half-brother,  Steven,  30,  might  have  a 
shot  at  the  top  slot.  A  few  weeks  after 
Busch  IV's  promotion  was  announced, 
the  younger  Busch,  who  had  worked  as 
his  dad's  executive  assistant,  bought  Krey 
Distributing,  in  St.  Peters,  Mo.  "Certain 
people  probably  were  uncomfortable" 
when  he  was  named  chief  executive, 
Busch  IV  admits.  "They  might  have  said, 
'Wait  a  minute,  this  guy  might  be  a  little 
too  wild.'"  Pursuing  the  buttoned-down 
life,  he  married  Kathryn  Thatcher,  26,  last 
August.  His  promotion  was  announced  a 
month  later. 

Busch  IV  still  yearns  for  a  closer  rela- 
tionship with  his  father — a  "dream,"  he 
says.  He  speaks  to  Busch  III  three  times  a 
day,  often  soliciting  his  advice,  but  the 
talks  are  all  business,  his  son  says.  He 
seems  to  feel  pressured  by  the  presence 
on  the  board  of  directors  of  Busch  III  and 
Stokes,  who  remains  company  chairman. 
And  he  is  well  aware  that  landing  the  top 
job  doesn't  mean  he'll  keep  it  if  he  doesn't 
improve  Anheuser-Busch's  prospects. 
"I'm  the  one  who  is  going  to  be  account- 
able," he  says.  F 
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Diamond  Mines 
Are  Forever 

Follow  your  bliss.  Get  out  a  pickax  and  chop  holes  in  the  frozen 
tundra  of  northern  Canada  |  By  Phyllis  Berman 


A RECENT  NEW  YORK  AFTERNOON  FOUND  CANADIAN 
colleagues  Eira  Thomas  and  Catherine  McLeod- 
Seltzer  examining  diamonds  at  the  swank  Fifth 
Avenue  jewelry  showroom  of  Harry  Winston.  They 
were  not  shopping.  They  are  diamond  min- 
ers, and  they  were  checking  out  the  end  product  of  the 
business.  m 
Thomas  and  McLeod-Seltzer  run  Stornoway  Mm 
Diamond  Corp.,  a  publicly  traded  Vancouver, 
B.C.  company  that  is  t  lie  tin  i  ll  largest  player  In  |  /' 
market  cap  in  north-of-the-border  diamond 
exploration.  Canadian  diamond  mining  is  a 
sketchy  industry,  full  of  promoters  with  out- 
size ambitions  and  small  outputs,  but  there 
are  enough  established  players  that  Canada 
is  now  the  world's  third-largest  producer 
after  Botswana  and  Russia.  Canada  has  this 
going  for  it:  It  has  none  of  the  violence  and 
lawlessness  depicted  in  Blood  Diamond,  the 
DiCaprio  flick. 

Thirty-odd  diamond  miners  (and 
would-be  miners)   dot  Canadian 
bourses,  particularly  the  dodgy  Vancou- 
ver Stock  Exchange.  How  many  of  these 
tiny  firms  are  legit  is  hard  to  assess,  but 
Thomas,  38,  and  McLeod-Seltzer,  46, 
bring  solid  credentials  to  their  efforts. 

Daughter  of  geologist  Grenville  , 
Thomas,  who  emigrated  from  Wales  J 
to  Canada  in  1964,  Thomas  begs 
visiting  mining  sites  with  her  dad 
when  she  was  6  years  old. 
Armed  with  a  geology  degree 
from  the  University  of  Toron- 
to, she  went  to  work  in  1 992 
at  her  fathers  company,  Aber 
Diamond  Corp.  At  the  time 
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Aber  was  a  company  in  the  gold  and  mineral  exploration  busi- 
ness that  traded  as  a  penny  stock  and  was  taking  a  flier  on 
diamond  mining,  in  which  it  had  absolutely  no  experience. 
Father  sent  daughter  to  the  wilds  of  the  Northwest  Territories, 
where  miners  camped  out  in  makeshift  tents  with 
wooden  floors  heated  by  tiny  stoves  to  stave  off  the 
30-below  temperatures. 

In  1992,  from  a  Twin  Otter  flying  1,000  feet 
up,  Thomas  noticed  what  looked  like  a  kimber- 
lite  pipe,  the  lava  formed  by  underground 
explosions  of  once  active  volcanoes  that 
carries  diamonds  to  the  surface.  The 
geologic  formation  was  near  a  frozen  lake 
called  Lac  de  Gras,  in  a  not  very  hos- 
pitable place.  This  was  186  miles  north 
of  Yellowknife,  at  64  degrees  north 
latitude. 

Less  than  2%  of  all  kim- 
berlite  discoveries  world- 
wide prove  to  be  rich  enough 
in  diamonds  to  be  worth 
mining.  The  miner  needs 
to  find  a  diamond  "pipe," 
a  vertical  carrot-shape 
rock  structure  that  can 
cover  up  to  700  acres  and 
contains  a  dense  enough 
distribution  of  gems  to  be 
(r    worth  excavating.  What 
she  discovered  turned  out 
to  be  the  highest-grade 
cluster  of  diamond  pipes 
in  the  world.  Her  discovery 


Rock  solid:  Stornoway 
Diamond's  Chief  Eira  Thomas 
knows  how  to  pick  her  carats. 


is  now  the  Diavik  Mine,  Canada's  second 
largest.  The  mine  has  spit  out  8  million 
carats  of  diamonds  annually  since  2004. 
Aber  owns  40%  of  this  mine,  a  main  source 
of  Harry  Winston's  jewels.  It  also  owns 
Harry  Winston. 

McLeod-Seltzer  also  grew  up  steeped 
in  mining — talking  "rocks  and  stocks,"  as 
she  puts  it,  over  dinner  with  her  father,  a 
second-generation  miner  who  controlled 
a  publicly  traded  company  called  North- 
air  Mines.  After  studying  business 
administration  at  Trinity  Western  Uni- 
versity in  Langley,  B.C.,  she  started  work- 
ing for  a  brokerage  covering  South 
American  mining,  soon  moving  to  Chile 
to  set  up  an  office  for  her  Toronto 
employer. 

In  1993,  with  family  and  institutional 
financial  backing,  she  cofounded  a  gold 
mining  venture  in  Peru  called  Arequipa 
Resources  Ltd.,  which  she  sold  just  three 
years  later  for  $1.1  billion  to  Barrick 
Gold.  Newspaper  reports  at  the  time  say 
she  made  $10  million  for  herself.  She 
won't  say. 

The  two  women  came  together  in  2003. 
A  mining  analyst  suggested  McLeod-Seltzer 
and  her  brother  combine  their  two  tiny  di- 
amond outfits  with  Thomas'  latest  business, 
Navigation  Mining.  The  new  firm, 
Stornoway,  was  named  for  a  village  in  Scotland  where 
the  McLeod  clan  once  made  their  home.  Thomas 
became  president  and  chief  execu 
tive — Ms.   Outside — and 
McLeod-Seltzer  chairman 
and     head  of 
finance — Ms. 
Inside. 


Mackenzie 


Lac  de  Gras 


Aviat 


Buffalo 
Hills 


Qilalugaq 
Churchill 


Renard 


N.  Manitoba 

Timiskaming 

Stornoway's  Canadian 
exploration  projects 
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~  Their  first 

move  was  to 
broaden  their  asset  base.  They 
raised  $10  million  from  insti- 
tutional investors,  $3  million 
by  selling  mining  tax  credits, 
$24  million  in  a  short-term  bank  loan  and 
$23  million  by  selling  13%  of  the  equity  to  Agnico-Eagle  Mines 
Ltd.,  a  Canadian  gold  miner.  (All  figures  are  in  U.S.  dollars.)  They 
used  the  capital  to  acquire  the  more  fully  developed  diamond  assets 
of  two  larger  mining  companies,  Agnico  and  a  former  subsidiary  of 
Rio  Tinto,  a  diversified  global  mining  giant. 

Some  of  these  acquired  properties  could  be  producing  dia- 
monds in  as  little  as  three  years.  Stornoway  already  had  the  rights 
to  dig  in  20  million  acres  of  rarely  explored  northern  Canada  and 


The  Diavik  diamond  mine  on  Lac  de  Gras 
yields  high-grade  stones. 


another  2  million  acres  in  Botswana.  With 
these  properties  Stornoway  trades  on  the 
Toronto  Stock  Exchange,  a  step  up  the 
credibility  scale  from  Vancouver,  at  the 
equivalent  of  99  U.S.  cents  a  share.  That 
gives  it  a  $172  million  market  value. 

One  of  the  women's  challenges  now  is 
to  keep  control  of  the  company.  They 
remember  all  too  well  some  unhappy 
family  business  history.  To  raise  capital  to 
get  Aber  going,  Eira  Thomas'  family  gave  up  60%  of  it  to  Rio 
Tinto  for  a  mere  $10  million,  and  it  had  to  sell  almost  all  of  the 
rest  of  it  at  relatively  low  prices  over  the  years.  The  Thomas  fam- 
ily today  owns  less  than  1%  of  Aber.  The  McCleod-Seltzer  family 
fared  better  with  its  Peruvian  gold  but  still  felt  compelled  to  sell 
out  to  Barrick  to  finance  further  exploration.  Rio  Tinto  and 
Barrick  reaped  bonanzas  from  the  work  of  these  families. 
The  two  women  are  determined  to  prevent  history  from 
repeating.  But  their  combined  stake  in  Stornoway  is  down  to  3%, 
a  consequence  of  the  capital-intensive  nature  of  mining.  The 
company  has  only  $13  million  in  the  bank.  To  get  their  mines 
going  they  may  have  to  sell  off  some  assets,  dilute  their  equity  yet 
again  or  perhaps  persuade  a  jeweler  to  provide  cash  in  exchange 
for  a  future  source  of  supply. 

The  pale,  redheaded  Thomas,  still  single,  spends  as  much 
time  as  she  can  in  northwestern  Canada,  where  the  company 
does  most  of  its  exploration.  "I  love  it  out  there,"  she  exclaims. 
"And  now  with  our  expansions  we  have  an  unmatched 
pipeline."  McLeod-Seltzer,  married  to  a  Vancouver  broker  and 
the  mother  of  one,  says,  "I  think  this  is  an  ideal  time  to  build 
a  middle-tier  diamond  company.  Worldwide  production  of 
rough  diamonds  is  expected  to  continue  falling.  [But]  retailers 
are  predicting  a  growth  in  demand  for  rough  diamonds  for  at 
least  ten  years."  F 
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How  Mark  Hurd,  the  consummate 
corporate  coach,  parlayed  a 
fixation  on  efficiency  into  a  world- 
beating  revival  at  Hewlett-Packard 
Now  if  only  that  spying  scandal 
would  go  away  . . . 
Quentin  Hardy 


J 


IN  THE  AFTERMATH  OF  THE  EMBARRASSING 
corporate  spying  scandal  that  wracked  Hewlett-Packard 
Co.  with  a  wave  of  investigations,  resignations,  a  lawsuit 
and  a  few  indictments,  Chief  Executive  Mark  Hurd  has 
managed  to  turn  humiliation  into  vindication.  As  2006 
ended,  HP  emerged  as  the  largest  tech  company  in  the 
world,  bringing  in  $92  billion  in  sales  and  eclipsing  IBM, 
which  had  held  the  number  one  spot  for  four  decades. 

The  milestone  marks  a  coming-out  party  of  sorts  for 
the  assiduously  low-profile  Hurd,  a  largely  unsung  NCR 
Corp.  lifer  who  joined  Hewlett-Packard  23  months  ago, 
after  the  sudden  ouster  of  star  chief  executive  Carleton  S. 
Fiorina.  It  buoys  his  credibility  inside  the  company  (and 
on  Wall  Street)  just  as  he  sets  plans  to  take  HP  beyond  the 
$100  billion  mark  by  using  HP's  own  overhaul  as  a  selling 
tool  for  its  consulting  clients.  Its  going  to  sell  a  cheaper, 
simpler,  better  overhaul  to  corporate  America's  biggest 
tech  customers. 

Growth  is  his  obsession,  and  for  HP  to  keep  pace  with 
the  tech  industry,  it  must  add  revenue  of  $6  billion  every 
year— an  incremental  chunk  that  is  as  large  as  NCR  itself, 
the  only  company  Hurd  ever  had  run,  or  worked  for, 
before  arriving  at  HP. 

And  that,  pretty  much,  is  as  close  to  a  Grand 
Vision  as  Mark  Hurd  is  willing  to  get.  In  sharp  and 
studied  contrast  to  his  predecessor,  Hurd  has  culti- 
vated an  image  as  the  UnCarly  arriving  without  bold 
proclamations  or  sweeping  plans.  He  pored  over  the 
books,  interrogated  the  senior  staff  he  inherited  and 
then  set  out  to  fix  the  parts  that  Fiorina  had  gotten 
wrong.  "Without  execution,"  he  intones,  "vision  is  just 
another  word  for  hallucination."  He  adds:  "The  day 
you  feel  like  you've  won,  you  need  to  drive  out  of  the 
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parking  lot  and  not  come  back." 

Those  bromides  sound  more  fitting  coming  from  a  coach, 
and  in  many  ways  Hurd  is  like  a  corporate  coach.  His  conver- 
sations take  in  senior  lieutenants  and  factory-floor  managers 
alike.  He  leaves  50  voice  mails  a  day  and  grabs  quick  updates 
by  cell  phone  as  he  marches  from  one  meeting  to  the  next.  He 
focuses  on  process  and  execution,  slogging  through  minute 
details  to  get  to  a  clear  answer  and  pressing  relentlessly  to 
squeeze  out  more  cost  and  stir  more  demand. 

"Year  on  year  more  money  sticks  to  our  fingers,"  Coach 
Hurd  tells  his  players.  It  is  mundane  stuff— yet  it  has  let  HP 
double  its  stock  price  in  23  months.  Its  net  income  is  up  158% 
since  Hurd's  arrival  to  $6  billion  for  the  fiscal  year  that  ended 
Oct.  31.  That  came  to  $41,320  per  employee,  compared  with 
$28,840  for  IBM.  HP's  revenue  per  worker,  $61 1 ,050,  is  twice  as 
high  as  IBM's. 


Carly  Fiorina,  by  contrast,  was  more  of  a  quarterback  than 
a  coach.  In  five  and  a  half  years  at  HP  she  shook  up  the  com- 
pany's calcified  and  self-satisfied  style  of  business,  known  as 
"the  HP  Way,"  and  replaced  complacency  with  urgency.  Com- 
mingling leadership  and  showmanship,  she  espoused  a  Grand 
Vision  of  the  digital  future,  put  herself  and  her  voice-over  in  a 
new  ad  blitz  and  graced  the  lobby  with  her  own  portrait.  In 
2001  she  engineered  the  $19  billion  takeover  of  Compaq,  a 
deal  so  controversial  that  an  HP  board  member— Walter 
Hewlett,  the  elderly  scion  of  HP  cofounder  William  Hewlett- 
voted  for  it  and  then  campaigned  publicly  against  it. 

And  then  she  was  gone,  blindsided  by  a  board  revolt  when 
her  Compaq  deal  fell  short  and  her  vision  failed  to  lift  the  stock 


price  (albeit  amid  the  worst  and  longest  slump  in  tech  industry 
history).  Fiorina  had  many  of  the  right  ideas,  and  her  call  to 
the  HP  faithful  was  particularly  prescient,  warning  of  the  dire 
threat  posed  by  the  Internet,  commoditization  and  nascent 
offshore  rivals.  She  faltered  in  execution  and  in  charming  Wall 
Street;  in  her  five  and  a  half  years  at  HP  the  stock  fell  56%. 

Fiorina  was  fired  on  Feb.  9,  2005.  On  Apr.  1  Hurd  arrived 
at  HP  and  went  underground:  no  ad  cameos  or  voice-overs, 
no  portrait  in  the  lobby,  no  lengthy  press  profiles  (until  this 
one).  Fiorina  would  schmooze  with  world  leaders  and  busi- 
ness titans  at  the  annual  World  Economic  Forum  in  Davos, 
Switzerland;  Hurd  skipped  Davos  in  January,  but  a  few  weeks 
earlier  he  spent  a  day  working  the  floor  at  a  Best  Buy  near  HP's 
base  in  Palo  Alto,  Calif.,  to  hear  how  customers  viewed  his 
products. 

Upon  occupying  Fiorina's  old  office,  Hurd  soon  realized 
he  had  taken  charge  of  a  demoralized  staff  contending  with 
organizational  chaos  and  bloated  costs.  Days  later  he  began  a 
battery  of  briefings  from  dozens  of  managers,  intent  on  learn- 
ing the  business.  Quickly  they  knew  to  keep  their  pitches  to 
two  slides:  What  does  my  group  do  inside  HP?  Where  can  we 
find  growth?  Hurd,  meanwhile,  memorized  hundreds  of  met- 
rics— prices,  costs,  margins,  discounts,  growth  rates,  revenue, 
profits — and  invoked  them  in  follow-up  sessions,  subtly 
showing  off  and  letting  them  all  know:  I  was  listening,  and  I 
will  hold  you  to  what  you  told  me. 


rd  was  born  in  New  York,  raised  in  Florida  and 
attended  Baylor  University  in  Waco,  Tex.  on  a  tennis  scholar- 
ship, rising  to  team  captain.  He  graduated  with  a  bachelor's 
degree  in  business  in  1979.  He  briefly  tried  the  pro  tennis  cir- 
cuit but  disliked  it.  "In  the  pros,  tennis  is  all  about  individu- 
als," Hurd  says.  "In  college  it's  getting  individuals  to  make 
points  for  the  team" 

Hurd  can  push  this  collegial  thing  a  bit  far:  His  face  isn't 
on  the  cover  of  this  issue  of  FORBES  because  he  refused  to 
pose  solo.  He  insisted  he  be  flanked  by  members  of  "my  team" 
and  exacted  a  promise  that  we  wouldn't  crop  them  out.  It 
shows  a  striking  difference  from  the  Cult  of  Carly  era — and 
that  likely  is  the  point,  every  bit  as  premedi- 
tated and  stage-managed  as  Fiorina  herself 
would  have  done  it. 

He  joined  NCR  in  1980  as  a  salesman  in 
San  Antonio.  Over  time  he  ran  everything 
from  district  sales  to  global  marketing  to 
overseeing  all  operations,  even  as  NCR  got 
bought  by  the  old  AT&T  in  1991  and  then 
got  spun  out  again  in  1997.  NCR  moved  out 
of  the  hardware  business  to  emphasize  soft- 
ware consulting,  and  in  1999  Hurd  took  charge  of  Teradata,  a 
fast-growing  data-warehousing  business.  The  Teradata  job 
schooled  him  in  the  importance  of  fast,  accurate  figures  on 
every  part  of  a  company's  performance,  which  let  him  fore- 


Hurd's  herd:  HP 
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cast  from  recent  sales  the  likely  fate  of  every  product  and 
make  quick  adjustments. 

Hurd  became  chief  executive  of  NCR  in  2003,  by  which 
time  its  stock  had  sunk  from  $27  in  April  1999  to  a  death- 
rattle  range  of  $9.  He  used  cost-cutting,  layoffs  and  growth  at 
Teradata  to  quadruple  NCR's  stock  price  (to  a  still  lowly  $39) 
before  taking  the  HP  job— a  glamorous  post  for  which  he 
hadn't  expected  to  be  considered. 

As  Hurd  began  his  get-acquainted  briefings  two  years  ago, 
he  displayed  an  unerring  willingness  to  bore  in  and  ask  the 
same  question  over  and  over  again  until  he  could  grasp  a  clear 
answer.  "He  is  a  different  CEO  for  a  different  time,"  says  Ann 
Livermore,  the  25-year  HP  veteran  who  runs  the  servers,  soft- 
ware and  services  division.  "He  drives  operational  excellence. 
He  believes  in  business  basics,  a  focus  on  cost  reduction,  so 
that  we  can  price  to  win." 

HP's  multibillion-dollar  scale  haunts  Hurd,  for  even  minor 
inefficiencies  can  cost  the  company  billions  of  dollars.  HP 
lifted  its  profit  margin  (before  interest  and  taxes)  by  1.6  per- 
centage points  in  fiscal  2006,  to  8%.  But  Hurd  notes  that  HP 
has  costs  of  $84  billion— if  it  runs  at  90%  efficiency,  he  says, 
HP  wastes  $8.4  billion.  Even  at  98%  the  waste  costs  $1.7  billion. 
It  is  a  visceral  ache  for  him. 

Three  months  into  his  new  job  Hurd  visited  the  main 
site,  in  San  Diego,  of  the  printer  division,  whose  $27  billion 
in  revenue  accounts  for  29%  of  the  total.  He  huddled  in  a 
conference  room  with  a  dozen  managers  who  briefed  him 
on  their  separate  businesses,  from  consumer  scanners  to 
car-size  commercial  monsters  able  to  print  a  bound  book  in 
three  minutes. 

"The  whole  staff  is  there,  the  lights  are  on  and  it's  just 
you  and  Mark,"  says  Steven  Nigro,  a  senior  vice  president. 
"Everyone  else  is  sitting  around  you,  grateful  they  aren't  in 
the  spotlight."  Hurd  looked  at  Nigro's  forecast  for  2006  rev- 
enues, operating  expenses  and  marketing  and  began  his 
slow,  steady  questioning — if  we  added  a  bit  more  sales 
growth,  how  would  that  show  up  in  margins?  Where  does 


the  sales  staff  need  more  bodies? 

"If  you  can't  explain  this  better  than  1  can,"  he  told  Nigro  at 
one  point,  "come  back  in  two  months  and  tell  me  then  what's 
going  on."  When  they  met  again  as  planned,  Hurd  recalled 
every  number  Nigro  had  told  him,  without  resorting  to  notes. 
News  of  such  meetings  flooded  management,  and  the  mes- 
sage was  clear:  You  must  understand  how  the  revenue  moves 
through  your  business  and  how  your  business  fits  into  HP. 

Hurd  soon  learned  that  some  of  HP's  most  powerful 
execs  had  controlled  only  30%  of  their  budgets.  Under  Fior- 
ina HP  rested  on  three  pillars  known  as  the  product  divisions 
(printers,  PCs,  servers).  These  units  were  responsible  for 
designing  and  building  their  wares — but  most  marketing 
and  selling  were  run  by  a  separate  outfit:  the  Customer  Solu- 
tions Group.  Fiorina  had  formed  CSC  to  unite  (or  neutralize) 
the  autonomous  product-line  fiefs  that  the  old  HP  had 
always  tolerated.  (This  resulted  in  a  mishmash  of  80  brands 
under  the  HP  shingle;  Fiorina  whittled  it  down  to  HP  and 
Compaq.  Hurd  has  kept  it  like  that.)  For  enterprise  sales, 
"We  thought  we'd  pull  it  all  into  one  brand,"  Livermore  says. 

Instead,  the  new  structure  blocked  direct  feedback  from 
the  sales  force  to  product  designers.  It  pitted  divisions  against 
one  another  in  pushing  CSG  to  devote  more  sales  staff  to  sell- 
ing one  unit's  wares  over  another's.  And  the  setup  let  each  side 
avoid  accountability  and  blame:  If  a  new  printer  flopped,  was 
it  because  of  bad  design  in  the  printer  division — or  because 
CSG  had  done  a  poor  job  in  selling  it?  When  Hurd  arrived  he 
phased  out  CSG  and  by  July  2005  had  junked  the  group 
entirely. 

He  handed  budget  control  to  the  product  division  heads, 
with  only  centralized  costs  like  human  resources  and 
finance  out  of  their  hands.  "Now  I  have  80%  control  of  my 
P&L.  Sales,  marketing  and  supply  are  all  under  my  control," 
Livermore  says.  Todd  Bradley,  head  of  HP's  PC  division, 
adds:  "It's  a  no-place-to-hide  model.  Accountability  is  a  big 
part  of  the  strategy." 

At  the  same  time,  Hurd  imposed  layoffs  of  15,300  people 
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HP  in  2006  sold  35  million  PCs,  50  million  printers  and  2  million  servers,  in  179  countries. 
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Some  folks  barbeque  for  fun.  Others  do  it  for  a  living. 
Something  they  all  share  are  tough  standards  for  the  ribs, 
pork  shoulders  and  boneless  loins  they  use.  Cargill 
learned  from  chefs  and  grocers  that  people  want  more 
flavorful  pork  that  cooks  up  tender  and  juicy.  We 
developed  it  using  special  feeds,  growing  processes  and 
selection  techniques.  Barbeque  enthusiasts  say  they  like 
the  new  pork.  What  they  won't  tell  us  are  their  secrets 
for  cooking  it.  This  is  how  Cargill  works  with  customers. 
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with  no  loss  of  revenues;  most  of  the  jobs  were  trimmed 
from  those  centralized  positions  in  personnel,  finance  and 
the  in-house  tech  staff.  The  watchword:  simplify.  Fiorina 
had  a  complex  bonus  system  built  around  revenue,  prof- 
itability and  subjective  evaluations  like  "total  customer  expe- 
rience." Hurd's  plan  bases  bonuses  solely  on  the  company's 
profitability  and  revenue  growth.  Likewise,  Fiorina  had 
paired  the  PC  biz  with  printers,  but  Hurd  split  the  two  lines. 
And  Fiorina  had  combined  HP's  mission-critical  tech  opera- 
tion with  a  global  operations  group  that  oversaw  $50  billion 
in  spending  on  everything  from  ball- 
point pens  and  office  furniture  to  off- 
shore vendor  contracts  and  LCD  panels 
for  new  notebook  computers;  Hurd 
split  them.  Thereafter  he  chopped  up 
the  procurement  group  so  that  each 
product  division  controlled  its  own 
supply  lines. 

The  HP  folks  also  showed  a  mania- 
cal obsession  with  tracking  every  detail 
of  the  thousands  of  products  moving 
off  factory  lines  each  day.  HP  sells  8,200 
big  servers  and  ten  times  that  many 
PCs  a  day.  Two  printers  go  out  every 
second  somewhere  in  the  179  coun- 
tries where  HP's  150,000  employees  do 
business.  The  company's  newly  erected 
in-house  system  can  track  every  piece 
of  HP  hardware  and  project  its  sales 
potential,  from  a  printer  cartridge  to  a 
massively  parallel  supercomputer,  from 
a  factory  in  Thailand  to  a  store  shelf  in 
Biloxi,  Miss. 

HP  hopes  to  use  its  powerful  net- 
work as  a  case  study  to  help  its  sales- 
people talk  their  biggest  corporate 
accounts  into  signing  up  for  the  same 
thing.  HP's  own  overhaul  began  three 
months  into  Hurd's  tenure  when  he 
hired  Randall  Mott  to  come  in  as  chief 
information  officer  and  design  a  single 
integrated  platform  capable  of  tracking 
every  production  run,  vendor  purchase 
and  sale  at  the  company.  Mott,  a  customer  of  Hurd's  when 
Hurd  ran  Teradata,  had  put  in  22  years  at  Wal-Mart,  where  he 
oversaw  an  enormous  network  for  tracking  and  forecasting 
inventory  and  sales.  He  had  moved  to  Dell  in  2000  and  con- 
solidated a  hundred  disjointed  computer  systems  into  a  single, 
companywide  database. 

Now  Hurd  wanted  Mott  to  do  the  same  for  HP— but  while 
using  only  HP  boxes  and  HP  software.  "We  had  as  many  as  ten 
applications  doing  more  or  less  the  same  thing,"  Mott  says.  HP 
had  85  data  centers,  burning  valuable  real  estate  and  electric- 
ity, and  7,000  software  applications  on  784  different  databases. 
"Mark  wanted  me  to  build  a  showcase." 


Share  &  Shares  Alike 

Printers  continue  to  lead  HP's 
profitability.  With  other  products 
more  profitable,  the  stock  price  has 
taken  off  since  Hurd's  arrival. 
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Today  Motfs  system  tracks  what  HP  employees,  plus 
100,000  suppliers  and  partners,  are  doing  at  any  particular 
time.  It  can  be  accessed  by  50,000  people  inside  HP.  By  the 
end  of  next  year  it  will  run  in  just  six  data  centers,  letting  HP 
shutter  79  other  sites.  It  will  use  only  1,500  applications.  The 
data  centers  run  with  minimal  staffing,  thanks  to  HP  manage- 
ment software  and  racks  of  power-efficient  HP  servers,  built 
on  the  cheap. 

HP  is  halfway  through  a  program  to  chop  the  outlays  for 
data  processing  in  half,  from  4%  to  2%  of  revenues.  What 
doesn't  go  straight  to  the  bottom  line  goes 
to  things  like  building  up  the  sales  staff. 
(Even  $2  million,  Hurd  says,  "is  20  to  23 
people  on  the  street  for  us  in  China  or 
eastern  Europe.")  Plus,  with  one  crow's- 
nest  view,  giant  HP  now  can  squeeze  sup- 
pliers that  had  charged  different  prices  to 
different  divisions,  extracting  even  more 
savings.  By  this  November  Hurd  will 
have  rotated  a  thousand  HP  consultants 
through  the  new  data  centers,  educating 
them  in  how  to  sell  "spend  to  save"  projects 
to  big  accounts. 

Hurd's  first  target  is  the  world's  2,000 
biggest  companies,  which  HP  woos  with 
such  partners  as  SAP,  Oracle  and 
Microsoft.  Each  upgrade  could  bring  in 
$5  million  or  more  in  sales  of  hardware, 
software  and  consulting.  That  suggests  a 
potential  $10  billion  if  HP  couid  land  all 
2,000  (an  unlikely  shutout). 

"The  business  used  to  be  about  out- 
sourcing things,"  says  Livermore.  "Now 
it's  about  automating  things.  We're  not 
at  the  top  of  people's  minds  yet,  but  we 
will  be  the  company  that  sets  that 
agenda." 

IBM  would  like  a  word  on  that.  "HP  is 
trying  to  become  like  us,  but  they  are 
fundamentally  a  printer  and  PC  com- 
pany," says  Robert  Samson,  a  sales  vice 
president  in  IBM's  corporate  hardware 
group.  (IBM  relies  on  services  for  53%  of 
revenue,  HP  for  17%.)  "HP  has  launched  a  specific  attack  on 
our  mainframes,  but  they  are  not  really  an  enterprise  player. 
They  are  selling  commodity  components.  We  aren't  arrogant 
about  this,  but  we  have  immense  capability,"  Samson  says. 

"Great  managers,  tough  guys,"  Coach  Hurd  says  of  IBM, 
resorting  to  the  make-nice  platitudes  of  a  coach  whose  team  is 
about  to  play  in  the  Super  Bowl.  "They  don't  do  stupid  things, 
and  they  know  what  they  are  doing." 

Korea's  Samsung  Life  Insurance,  with  $100  billion  in 
assets,  has  spent  $23  million  on  an  HP  upgrade  and  claims  it 
will  recoup  that  and  save  an  additional  $20  million  over 
four  years.  Sabre  Holdings'  hotel  reservations  arm,  likewise, 
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to  embrace 


has  cut  operating  costs  by  50%  by  upgrading 
newer  computer  languages  such  as  Java  and  run  on  open- 
source  software.  HP  deploys  69,000  consultants  and  pro- 
grammers in  India  and  China  who  convert  old  software 
into  new  languages. 

At  times  the  HP  pitch  requires  a  personal  touch,  and  Hurd 
eagerly  provides  it.  Comcast,  the  nation's  largest  cable  system 
operator,  had  been  eyeing  a  multimillion-dollar  data  center 
deal  with  HP  last  fall. 
David  Booth,  an  HP  sen- 
ior vice  president  selling 
servers,  storage  and  soft- 
ware, hosted  his  Comcast 
clients  for  dinner  one 
evening  at  Pasion,  a  restau- 
rant in  Philadelphia,  where 
Comcast  is  based.  The 
Comcast  execs  wanted 
assurance    that  Hurd 
would  get  involved  in 
their  deal.  "I  told  them 
we  could  get  Mark  to  talk 
and  called  him  on  the 
way  to  the  washroom  to 
see  about  a  meeting,"  Booth  says.  "Mark 
told  me  to  hand  the  phone  over  to  the 
Comcast  guys.  The  intensity  is  unique." 
The  deal  closed  weeks  later. 

Beyond  the  behemoths,  10,000  midsize 
firms,  Hurd  says,  could  be  pursued  with 
easy-to- install  systems  sold  via  resellers  and 
the  Web.  Currenex  is  a  California  currency 
trading  house  that  counts  on  making  trades  ^m^m^mf9B^^ 
in  less  than  4  milliseconds;  it  buys  new  musclebound  comput- 
ers every  four  months.  It  has  switched  from  proprietary  Sun 
Microsystems  computers  that  cost  up  to  $150,000  and  require 
special  raised  floors  to  HP  machines  costing  up  to  $20,000  and 
running  open-source  Linux  software,  which  it  buys  over  the 
Internet.  For  thousands  of  these  smaller  companies  Hurd 
plans  to  certify  resellers  much  the  way  Mercedes-Benz  certi- 
fies mechanics. 

Elsewhere  Hurd  sees  new  growth  opportunities  in  print- 
ing, HP's  most  profitable  arm.  The  business  is  moving  into 
copiers  and  industrial  printing  of  billboards  and  annual 
reports,  plus  online  photo  storage.  Selling  such  massive 
amounts  of  storage,  even  if  it  is  just  for  family  snaps,  has  HP's 
techies  eyeing  entirely  new  markets.  "This  is  servers  and  stor- 
age," says  Chief  Technology  and  Strategy  Officer  Shane  Robi- 
son.  "What  is  Google  but  servers  and  storage?  Once  we 
deliver  on  our  core  businesses,  we  have  to  grow." 

Hurd  says  HP  could  end  up  competing  head  to  head  with 
Google,  which  plans  to  offer  applications  software  over  the 
Internet  and  could  move  into  corporate  videoconferencing 
via  its  recent  YouTube  acquisition.  HP's  printer  division 
recently  began  a  remote-conferencing  and  document-sharing 
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service  called  Halo,  which  has  15  corporate  customers.  It 
could  make  use  of  powerful  video  technology  from  Voodoo,  a 
small  PC  games  designer  that  Hurd  acquired  November  2006, 
to  improve  its  video  offerings. 

"We  are  already  a  service  provider  [to  businesses  with 
Halo],"  Hurd  says.  "Why  not  consumers?" 

Such  ambitions  were  sidelined  when  HP's  spying  scandal 
broke  last  fall.  Hurd's  turnaround  was  just  emerging:  In  early 
June  2006,  at  the  end  of  his  first  full  year  at  HP,  he  had 
unveiled  12-month  revenues  of  $89  billion,  up  7%  from  2005. 
Last  August  he  reported  fiscal  third-quarter  results,  with 
sales  up  5%  and  profit,  before  interest  and  taxes,  up  40%  to 
$1.7  billion. 

But  HP  drew  headlines,  instead,  for  news  of  the  covert 
operation  led  by  the  HP  board's  chairman,  Patricia  Dunn. 
She  had  hired  private  investigators  who  may  have  used  pre- 
texting and  other  means  to  manipulate  their  way  into  the 
phone  records  and  garbage  bins  of  board  members, 
employees  and  journalists.  In  the  fallout  three  board  mem- 
bers resigned  (including  Dunn,  who  faces  state  criminal 
charges),  as  did  general  counsel  Ann  Baskins.  An  outside 
investigator,  Bryan  Wagner,  pleaded  guilty  to  federal  iden- 
tity theft  and  conspiracy  charges  in  January 

"It  worried  me,"  Hurd 
says  in  his  trademark 
understated  style.  "But 
mf  ■  then,  everything  worries 

v*;  me.  That's  what  I'm  paid 

7j  for."  He  laments  "unaccept- 

able leaks  from  our  board" 
and  "a  sloppy  investiga- 
tion." On  Sept.  28,  2006  he 
testified  about  the  scandal 
to  a  congressional  sub- 
committee, taking  respon- 
sibility and  emerging 
unscathed.  In  a  video 
message  to  all  of  HP  later 
that  day  he  urged  every- 
one to  focus  on  selling,  and  he  got  back  on  the  phone. 

Hurd  reacted  to  the  crisis  the  way  he  reacts  to  most  things: 
by  searching  for  clear  answers.  When  HP's  legal  staff  and  its 
outside  lawyers  at  Wilson  Sonsini  did  not  satisfy  Hurd's  desire 
for  details,  Hurd  hired  his  own  fact  finders  from  law  firm 
Morgan  Lewis  and  had  them  report  directly  to  him.  Three 
weeks  after  Hurd  charmed  Capitol  Hill,  new  numbers  showed 
that,  for  the  first  time  in  several  years,  HP  had  toppled  Dell  as 
the  world's  biggest  seller  of  PCs.  But  will  investors  take  notice? 
Maybe  not:  The  Democratic  Congress  continues  to  investi- 
gate, the  Securities  &  Exchange  Commission  has  been  asked 
to  look  into  Hurd's  exercise  of  stock  options  a  month  before 
the  story  broke  and  a  class  action  is  under  way  in  federal 
court.  Hurd  frets:  "I  don't  know  that  it  will  ever  be  over."  A  few 
more  terrific  quarters  would  help  put  the  saga  behind  him, 
though.  F 
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Sierra  Pacific  Resources 


WALTER  M.  HIGGINS  III 
thought  he  had  left 
Sierra  Pacific  Resources 
in  great  shape  when  he 
took  off  in  early  1998  to 
run  Atlanta  Gas  Light.  But  two  years  later 
its  Las  Vegas  utility,  Nevada  Power,  called 
him  back  out  of  desperation.  It  was  then  the 
height  of  the  western  power  crisis.  Anxious 
casino  executives  were  pleading  with  Hig- 


gins  to  help  fend  off  the  rolling  blackouts 
that  were  hitting  California:  A  dark  half- 
hour  on  the  Strip  could  mean  tens  of  mil- 
lions of  gaming  dollars  lost,  not  to  mention 
a  security  nightmare.  To  keep  cufrent 
flowing,  Nevada  Power  had  to  buy  juice 
from  companies  like  Enron.  It  racked  up 
$922  million  in  extra  costs  the  spring  and 
summer  of  2001 — electricity  on  the  open 
market  was  spiking  from  $43  per  megawatt- 


Lighting 
Las  Vegas 

Walter  Higgins  came  back  to  rescue 
Nevada  Power  from  near-ruin.  Now 
he's  got  an  upstart  rival  to  fend  off. 

By  Christopher  Helman 


hour  in  1999  to  $157  in  2001— with  no  way 
to  collect  from  ratepayers.  Shares  in  Sierra 
Pacific  were  diving.  "I  knew  we  were  un- 
derwater at  that  point,"  Higgins  recalls. 

Higgins  has  lots  of  underwater 
training.  As  a  former  nuclear  submarine 
officer,  he  once  awoke  to  alarms  and 
flooding,  which  shorted  out  most  cir- 
cuits and  caused  the  reactor  to  shut 
down  (the  backup  diesel  generators 
were  offline  for  mainte- 
nance). For  14  hours  the  sub 
was  dead  in  the  water  while 
Higgins  and  his  crew  worked 
to  stop  the  leaks  and  bring  the 
reactor  back  online.  The  U.S. 
Naval  Academy  graduate  is 
also  acquainted  with  pres- 
sures at  sea  level,  having 
spent  30  years  in  the  utility 
business  dealing  with  banks, 
regulators  and  customers. 

His  first  order  of  business 
was  to  prevail  upon  Nevada 
bureaucrats  to  increase  rates 
17%  in  order  to  recoup  $300 
million  to  continue  buying  fuel 
and  power  on  the  open  mar- 
kets. He  filed  cases  with  the 
Federal  Energy  Regulatory 
Commission  to  nullify  con- 
tracts the  utility  had  with 
Enron — which  in  some  cases 
locked  it  into  paying  ten  times 
the  postcrisis  price  for  electric- 
ity. Higgins  forced  executives 
who  had  failed  to  recoup  cri- 
sis losses  to  resign.  In  early 
2002  he  struggled  to  persuade 
creditors  led  by  Union  Bank  of 
California  to  maintain  $350 
million  in  credit  lines,  then  got 
holders  of  its  $300  million  in 
7.5%  convertible  notes  to  trade 
them  in  for  common  stock.  To 
lock  in  low  long-term  power 
costs,  Higgins  scavenged  car- 
rion from  the  meltdown: 
power  plants  built  by  electric- 
ity producers  when  prices  were 
high.  The  utility  bought  a  half- 
built,  1,200-megawatt  gas-fired 
plant  in  Las  Vegas  from  Duke 
Energy  and  finished  it.  Total 
price:  $480  million,  half  its 
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replacement  cost.  In  2005  Higgins  picked 
up  a  one-year-old,  500-megawatt  gas 
plant  from  Pinnacle  for  $200  million, 
20%  less  than  it  cost  to  build. 

The  crisis  convinced  Higgins  he  had 
to  wrench  the  utility  through  a  180- 
degree  course  correction.  Nevada  Power 
had  been  lining  up  buyers  for  its  ten 
company-owned  electricity  plants,  as 
part  of  deregulation.  Those  deals  were 
scrapped  along  with  the  rules,  and  today 
Higgins  is  going  full  throttle  on  a  build- 
ing-and-buying  boom.  A  decade  from 
now,  he  vows,  Nevada  Power  will  gener- 
ate more  than  half  of  its  electricity,  up 
from  just  30%  preblackouts.  Vegas  will 
need  all  that  juice.  The  city  demands 
5,600  megawatts  on  a  summer  day.  By 
2015  that's  expected  to  hit  8,000.  "We 
could  build  everything  that  has  been 
proposed  and  still  have  the  same  deficit 
then  that  we  do  now,"  says  Higgins. 

So  he's  planning  big.  His  proposed 
$5  billion  Ely  Energy  Project  would  be 
Nevada's  largest  power  project  since  the 


Hoover  Dam— that  is,  if  he  can  get 
it  built. 

For  the  coal  plant,  Higgins  has  long 
eyed  White  Pine  County  in  northeast 
Nevada,  bordering  Utah.  It's  near  e"ast- 
west  transmission  trunks.  There's  plenty 
of  water  for  cooling  and,  apart  from  fans 
of  the  Great  Basin  National  Park,  no  one 
around  to  complain.  The  county  is  poor 
(the  state  took  receivership  of  its  failing 
finances  in  2005);  since  the  Kennecott 
copper  mine  closed  in  the  late  1970s, 
the  largest  employer  is  the  state  peni- 
tentiary. "We  would  like  to  be  the  first  to 
build  there,"  says  Higgins.  "We  would 
have  started  immediately,  but  we  were 
dangerously  close  to  bankruptcy  at 
the  time." 

So  another  operator  beat  him  to  it.  LS 
Power  Group  is  a  closely  held  energy 
developer  and  investor  in  East  Brunswick, 
N.J.  Over  17  years  it  has  built  seven  plants 
(five  others  are  in  construction)  nation- 
wide and  has  become  quite  nimble  at  nav- 
igating the  permit  process.  (It's  easier  to 


get  approvals  if  you're  a  private  company 
than  if  you're  a  public  utility.)  In  2004  LS 
filed  a  proposal  to  build  a  1,600- 
megawatt,  supercritical  pulverized-coal 
plant  in  White  Pine.  "Supercritical" 
means  the  boiler  runs  at  a  high  tempera- 
ture (1,100  degrees  Fahrenheit),  increas- 
ing thermodynamic  efficiency.  It  would 
also  construct  a  $600  million,  250-mile 
transmission  line  in  order  to  get  the 
power  to  Vegas.  The  idea  was  to  get  the 
project  under  way,  then  get  Nevada 
Power  to  take  a  big  piece  of  it. 

Higgins  and  LS  huddled  in  2005.  "To 
buy  a  piece  of  the  project  or  of  the  out- 
put was  one  of  our  goals,"  he  says.  "We 
would  have  been  willing  to  take  some  or 
even  all  of  it."  Higgins  declines  to  explain 
what  the  sticking  points  were,  except  to 
say,  "We  couldn't  agree  on  the  whole  way 
of  doing  things." 

In  January  2006  Higgins  announced 
plans  for  the  Ely  Energy  Center,  to  be 
built  in  tranches  over  five  years  at  a  cost 
of  $5  billion.  Phase  one  would  include  the 


construction  of  two  750-megawatt  coal- 
fired  turbines,  superefficient,  just  like  LS'. 
Nevada  Power  would  also  have  a  trans- 
mission line  to  Vegas.  Higgins  intends 
to  attach  to  the  line  200  megawatts  (peak 
output)  of  windmills,  ostensibly  gener- 
ating electricity  at  a  cost  of  7  cents  a 
kilowatt-hour,  and  has  contracted  to 
buy  all  the  output  of  a 
65-megawatt  solar  plant 
that  would  be  an  eco- 
loss-leader  costing  25 
cents  per  kwh. 

Phase  two  of  the  Ely 
coal  plant,  Higgins  hoped, 


could  potentially  be  captured  and  buried 
underground.  This  is  a  power  plant  that 
even  Al  Gore  could  love. 

LS  countered  on  the  eco  front.  It 
threw  a  wind  farm  into  its  plans.  Then  it 
came  up  with  the  engineering  to  cut 
water  use  by  80%. 

Now  the  rivalry  was  a  race.  Whoever 


r 


"We  would  have  started, 
but  we  were  dangerously 
close  to  bankruptcy." 


would  really  blow  away 
LS:  a  pair  of  500-megawatt  ultraclean-coal 
plants.  These  could  be  among  the  first  full- 
scale  power  plants  in  the  nation  to  turn 
powdered  coal  into  a  synthetic  natural  gas 
that  is  burned  in  a  gas  turbine  whose 
exhaust  gas  powers  a  steam  turbine.  The 
gasification  process  scrubs  out  most  of 
the  heavy  pollutants  in  coal.  Better  yet, 
the  carbon  dioxide  in  the  exhaust  gases 


struck  first  would  get  the  pick  of  the 
workforce  and  more  favorable  contracts 
for  materials  and  services.  At  a  Nevada 
utilities  commission  hearing  last  year  an 
LS  executive  insisted  his  company 
was  three  years  ahead  of  Nevada  Power 
and  that  ratepayers  could  save  $600  mil- 
lion over  three  years  by  buying  power 
from  LS. 


But  Nevada  Power  has  also  been 
speeding  through  the  permit  process.  In 
its  camp  it  has  the  casinos,  which  repre- 
sent 20%  of  Vegas'  electricity  demand 
and  25%  of  the  state's  jobs.  The  U.S. 
Bureau  of  Land  Management  is  set  to 
sell  land  for  both  projects  when  environ- 
mental impact  studies  come  back — 
probably  in  April. 

Meantime,  LS  has  been  hedging  its 
bets.  In  September  it  cut  a  deal  to  sell 
8,200  megawatts  of  existing  power 
plants — and  a  50%  stake  in  developing 
projects,  including  White  Pine — to  Dyn- 
egy for  $2  billion  in  cash  and  stock. 

That's  fine  by  Higgins,  who  has  every 
intention  of  building,  not  negotiating 
with  his  competitor.  There's  enough 
need  to  accommodate  both  rivals,  he 
says,  and  Nevada  Power  might  consider 
buying  electrons  from  LS  "from  time  to 
time."  So,  it's  a  friendly  race.  But  Hig- 
gins, 62,  wants  to  win  it,  or  at  least  tie 
with  the  competition,  before  he  retires 
in  three  years.  F 
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Ticks  aren't  the 
only  parasites  living 
off  patients  in 
borreliosis-prone  areas. 

By  David  Whelan 

THREE  YEARS  AGO  HEATHER 
Jenkins,  a  30-year-old  mom  in 
Huntersville,  N.C.,  was  constantly 
fatigued  and  prone  to  colds.  Her 
internist  referred  her  to  Dr.  Joseph 
Jemsek,  a  self-described  "Lyme  Literate" 
doctor.  During  the  initial  consultation  he 
asked  if  she  had  been  bitten  by  a  tick  or  got- 
ten a  rash.  No,  she  replied,  but  she  had  gone 
camping  once  in  Tennessee.  He  suggested  she 
may  have  picked  up  Lyme  disease  there  and 
sent  her  blood  to  a  California  lab  that  spe- 
cializes in  tests  for  tick  diseases.  A  v/eek  later 
die  test  results  came  back  She  had  been  in- 
fected by  Borrelia  burgdorferi,  the  spirochete 
that  causes  Lyme  disease. 

Jemsek  installed  a  tube  in  Jenkins'  arm 
and  every  two  weeks  for  a  year  and  a  half  sold 
Jenkins  a  $3,000  course  of  Rocephin,  a  pow- 


erful antibiotic,  to  infuse  on  her  own  at  home. 
When  she  developed  infections  around  the 
catheter  in  her  arm  the  nurse  would  switch 
it.  When  her  arms  wore  out  she  got  a  port 
implanted  in  her  chest.  As  she  waited  for  Jem- 
sek to  treat  her  latest  infection,  she  collapsed 
on  the  floor,  vomiting.  Drug- resistant  bacte- 
ria had  overtaken  her  entire  body.  Jenkins 
landed  in  a  hospital  intensive  care  unit  for  four 
weeks,  barely  surviving.  A  doctor  at  Carolina 
Medical  Center,  where  she  recovered,  told  her 
that  their  labs  could  find  no  evidence  in  her 
blood  that  shed  ever  had  Lyme.  "I  was  out- 
raged," she  says,  and  is  now  suing  Jemsek  The 
near-death  odyssey  cost  her  insurance  com- 
pany $400,000.  The  action  is  pending,  and 
Jemsek  has  made  no  comment. 

Lyme  disease,  with  20,000  cases  reported 
annuaily,  ranks  low  on  the  list  of  the  most 
prevalent  infectious  diseases.  But  it  ranks  first 
in  rancor  generated  in  the  medical  commu- 
nity. The  disease  is  caused  by  bacteria  related 
to  syphilis  that  enter  the  body  through  a  tick 
bite.  The  typical  Lyme  infection  responds  to 
simple  antibiotics,  although  symptoms  like 
arthritis  and  fatigue  may  linger  in  a  subset  of 
patients.  Researchers  at  academic  medical  cen- 


ters who  study  the  disease  say  that  so-called 
chronic  Lyme,  or  post-Lyme,  is  very  rare,  hard 
to  detect  and  not  treatable  with  any  further 
doses  of  antibiotics.  The  mainstream  doctors 
warn  about  an  epidemic  of  bunk  diagnoses 
and  dangerous  treatments.  Insurers  often  re- 
fuse to  cover  the  cost  of  treating  chronic  Lyme. 

Arrayed  against  the  establishment  is  a 
fraternity  of  Lyme  specialists,  many  of 
whom  have  built  large  practices  treating  os- 
tensible Lyme  patients  with  expensive 
courses  of  antibiotics. 

Last  year  the  North  Carolina  state 
medical  board  brought  Jemsek  in  for  a  dis- 
ciplinary hearing.  Ten  patients  testified  to 
nightmarish  experiences.  A  widower  said 
his  wife  had  died  from  a  morphine  over- 
dose related  to  Jemseks  Lyme  treatments. 
Jemsek  disputed  all  the  charges  vigorously. 
He  also'had  200  supporters  show  up,  many 
of  whom  believe  he  cured  them  of  a  terri- 
ble disease.  The  Lyme  Disease  Association, 
a  group  that  supports  Jemsek,  says  that  30 
chronic  Lyme  doctors  have  been  similarly 
targeted  by  medical  boards.  Jemsek  ulti- 
mately received  a  "suspension  with  stay"  that 
allows  him  to  keep  practicing. 
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The  light  penalty  may  reflect  the  power 
of  Lyme  support  groups,  which  blast  politi- 
cians with  mail  and  phone  calls  to  ensure  their 
access  to  expensive  care.  Standing  with  them 
now  is  Connecticut  Attorney  General  Richard 
Blumenthal,  who  has  received  awards  from 
Lyme  groups  and  late  last  year  announced  that 
he  was  investigating  the  Infectious  Diseases 
Society  of  America,  an  8,000-member  organ- 
ization of  doctors  trained  to  understand  dis- 
eases like  AIDS,  malaria  and  tuberculosis. 
Their  crime?  Issuing  Lyme  treatment  guide- 
lines to  doctors  that  warned  against  using 
long-term  infused  or  oral  antibiotics. 

Blumenthal,  who  hasn't  yet  issued  any 
lawsuits  in  the  case,  says  that  the  IDSA's  guide- 
lines may  be  in  violation  of  antitrust  laws. 
"Lyme  disease  is  an  extraordinarily  insidious 
and  widespread  problem  in  Connecticut  We 
want  to  make  sure  that  patients  and  physi- 
cians have  unfettered  choices,"  he  declares. 
Insurance  companies,  he  goes  on,  may  be  col- 
luding with  the  IDSA  to  deny  care.  Its  an  odd 
charge,  since  a  1996  policy  statement  from 
the  Federal  Trade  Commission  and  the  De- 
partment of  Justice  says  that  treatment  guide- 
lines issued  by  medical  societies  do  not  limit 
competition.  "You  want  medicine  to  advance 
by  debate,  not  hampered  by  lawsuits,"  says 
Robert  Buchanan,  a  medical-antitrust  attor- 
ney in  Boston. 

Despite  intimidation  from  elected  officials 
like  Blumenthal,  the  establishment  has  scored 
some  hits  against  Lyme  specialists.  In  1993 
Vithaldis  Shah,  a  New  Jersey  doctor,  had  his 
license  yanked  for  five  years  for  sickening 
Lyme  patients  with  long-term  antibiotic 
treatments  and  receiving  a  payment  from  the 
infusion  company.  In  1996  a  doctor  in 
Michigan  was  suspended  after  conspiring 
with  a  home  infusion  company  and  mis- 
diagnosing Lyme  patients.  In  2000  a  study 
described  the  death  of  an  anonymous  woman 
from  complications  arising  from  treating 
unsubstantiated  Lyme  with  antibiotics. 

In  Connecticut  Dr.  Charles  Jones,  a 
pediatrician,  is  under  investigation  by  the  state 
medical  board  for  prescribing,  over  the 
phone,  antibiotics  for  chronic  Lyme  to  two 
children  in  Nevada,  a  desert  state  with  few 
ticks.  Jones,  who  pulled  up  to  a  June  hearing 
in  a  stretch  limo  to  the  cheers  of  fans,  has  tes- 
tified that  he  did  not  finalize  a  Lyme  diag- 
nosis until  he  saw  the  children  in  person. 
Since  the  hearings  began,  more  upset  patients 


have  joined  the  action  against  Jones.  Blumen- 
thal, however,  has  criticized  the  medical  board 
for  its  investigation. 

Mainstream  doctors  say  their  guidelines 
are  based  on  scientific  evidence.  An  early 
study  identified  25  patients  with  gallstones  or 
bile  blockage  resulting  from  antibiotic  treat- 
ment of  unsubstantiated  chronic  Lyme.  A 
more  recent  study  of  infused  antibiotics  pub- 
lished in  the  New  England  Journal  of  Medi- 
cine was  cut  short  after  Lyme  sufferers  with 
persistent  symptoms  did  not  respond  to  a 
course  of  antibiotics  any  better  than  they  did 
to  a  placebo.  One  patient  getting  antibiotics 
had  a  pulmonary  embolism;  another  had 
gastrointestinal  bleeding. 


Jemsek's  $8  million  clinic  in  North  Carolina. 

Another  paper  in  the  Annals  of  Internal 
Medicine  calls  chronic  Lyme  a  "functional  so- 
matic syndrome,"  similar  to  other  nebulous 
ailments  like  Gulf  War  Syndrome,  chronic 
fatigue  and  fibromyalgia.  Another  study  in 
the  same  journal  found  that  60%  of  Lyme  dis- 
ease patients  lacked  any  evidence  of  previous 
or  active  Lyme  infections.  Some  of  these 
patients  suffered  from  depression,  arthritis  or 
other  diseases.  "There  are  lot  of  people  who 
have  fatigue  or  musculoskeletal  pain.  We  want 
to  help  them  but  not  with  long-term  antibi- 
otics," says  Dr.  Gary  Wormser,  an  infectious 
disease  expert  at  New  York  Medical  College 
who  helped  write  the  guidelines  that 
prompted  Blumenthals  attack  After  the  lat- 
est IDSA  guidelines  came  out  in  November, 
Wormser  and  his  Valhalla,  N.Y.  lab  were  the 
target  of  a  protest  attended  by  hundreds  of 
chronic  Lyme  patients  and  supporters;  one 
sign  said  "Wormser  Lies  . . .  Patients  Die." 

Many  of  the  chronic  Lyme  patients  are 
upset  that  their  insurance  companies  won't 
cover  unlimited  treatments.  WellPoint  will  pay 
for  only  four  weeks  of  IV  antibiotics,  citing 
published  peer-reviewed  studies.  But  science 


is  no  match  for  the  Internet,  where  Lyme 
patients  swarm  chat  boards  to  bemoan  the 
persecution  of  their  doctors  and  egg  on  politi- 
cians. Some  celebrities  have  joined  in  the  fray, 
such  as  novelist  Amy  Tan  and  Daryl  Hall  of 
rock  duo  Hall  and  Oates,  both  of  whom  say 
they  suffer  from  chronic  Lyme. 

Tan's  doctor  is  Raphael  Strieker,  president 
of  the  International  Lyme  &  Associated 
Diseases  Society,  which  represents  chronic 
Lyme  doctors  and  patients.  Strieker's  San 
Francisco  clinic  also  advertises  its  ability  to 
treat  obesity,  infertility,  erectile  dysfunction 
and  AIDS.  In  1990  Strieker  was  forced  out  of 
UC,  San  Francisco  after  the  school  claimed 
he  falsified  data  in  what  had  been  a  seminal 
AIDS  study.  Before  he  discovered 
Lyme  he  spent  two  years  as  associ- 
ate medical  director  at  a  penis 
enlargement  clinic. 

Strieker  and  many  of  his  chronic 
Lyme  allies  send  their  blood  tests  to 
a  California  lab  called  Igenex,  which 
was  once  investigated  by  Medicare 
and  the  state  of  California  for  pump- 
ing out  too  many  positive  tests.  Nick 
S.  Harris,  chief  executive  of  Igenex, 
says  he  passed  both  investigations 
easily,  but  in  2001  the  federal  Office 
of  the  Inspector  General  put  Igenex  on  a  list 
of  noncompliant  labs.  It  paid  fines  totaling 
$48,000.  Harris  says  his  firm  has  had  no  re- 
cent brushes  with  regulators.  Harris  says  that 
his  tests  are  more  sensitive  than  ones  given 
by  lab  giants  Quest  Diagnostics  and  LabCorp, 
yielding  positive  results  25%  of  the  time.  The 
big  national  labs  typically  return  positive  re- 
sults 8%  of  the  time.  He  acknowledges  that 
his  results  are  more  open  to  interpretation, 
which  could  facilitate  more  positive  diagnoses. 
"Patients,  because  of  the  Internet,  have  be- 
come my  best  salesmen,"  Harris  says. 

Jemsek,  who  in  2005  collected  $6  mil- 
lion from  Blue  Cross  Blue  Shield  of  North 
Carolina,  is  still  practicing,  having  declared 
his  earlier  practice  bankrupt.  He  opened  a 
new  cash-only  practice,  spending  $8  million 
on  a  building  with  a  waterfall  and  grand 
piano.  On  the  Internet  patients  exchange  tips 
about  how  to  keep  seeing  him.  In  his  state- 
ment to  the  medical  board  after  the  stayed 
suspension  of  his  license,  Jemsek,  who 
declines  to  be  interviewed,  said:  "I've  got  400 
letters  of  support  here,  many  single-spaced 
and  several  pages  long."  F 


MARCH  12,  2007      FORBES  97 


Fle^icMsrity:  

Copenhagen 
Capitalism 

How  do  you  counter  a 
backlash  against  free 
trade?  The  new  Congress 
and  presidential  hopefuls 
may  cast  an  eye  to 
Denmark's  labor  scheme. 
By  Stephane  Fitch 


WHEN  THEY  GET  BEYOND  IRAQ 
and  health  care  funding, 
Democrats  aiming  for  the 
White  House  in  2008  are  likely  to  come 
around  to  another  issue  with  potential 
pull  in  the  heardand:  job  and  career  anxi- 
ety among  the  middle  class. 

These  days,  amid  seeming  prosperity, 
beefs  about  pay  gaps  or  fears  of  job  loss 
are  usually  linked  to  globalization  and 
trade.  Debate  there  isn't  going  to  wait  for 
2008:  President  Bush's  authority  to  submit 
freer-trade  deals  to  Congress  for  simple 
up  or  down  votes — the  "fast  track"  author- 
ity that  prevents  a  slew  of  favor-currying 
amendments — is  set  to  expire  in  June. 
Protectionism  lurks  around  the  corner. 

Is  there  a  middle  ground  between 
Eurostagnation  and  cruel  capitalism?  One 
system  that  has  grabbed  lots  of  attention 
around  Europe  and  at  the  recent  World 
Economic  Forum  in  Davos  originates  in 
tiny  Denmark,  which  has  managed  to 
avoid  the  Continent's  generally  high  levels 
of  joblessness  even  as  it  maintains  an  open 
economy  free  of  most  onerous  state  intru- 
sions into  the  labor  market.  The  Danes 
credit  a  program  called  "flexicurity," 
which  combines  light  regulation  with  a 
generous  unemployment  and  adult-edu- 
cation system  for  outsourced  workers. 

Danish  employers  are  entirely  free  to 
outsource  or  lay  off  workers,  and  Den- 
mark has  one  of  the  worlds  highest  levels 
of  employee  turnover,  which  at  30%  a  year 
puts  it  on  par  with  the  U.S.  Denmark's  3% 
real  GDP  growth  is  the  highest  in  Western 
Europe,  and  it  recently  surpassed  the  U.S. 


in  the  World  Economic  Forum's 
ranking  of  the  world's  most  "com- 
petitive" economies.  Jobless  rate: 
only  3.5%. 

Mads  Ovlisen,  chairman  of  the 
toymaking  Lego  Group,  has  been 
inviting  Americans  to  take  a  look 
(FORBES,  July  24,  2006).  Lego  is 
slashing  more  than  half  its  work- 
force by  outsourcing  the  manufac- 
ture of  its  iconic  plastic  blocks  to 
Singapore.  The  cuts  were  biggest  in 
the  Danish  town  of  Billund,  where 
Lego  has  been  manufacturing  ever 
since  carpenter  Ole  Kirk  Chris- 
tiansen perfected  his  invention  in 
1932.  In  Billund  Lego  is  eliminating 
half  the  4,000  jobs — the  kind  of  herring- 
throw  that  you'd  think  would  devastate 
Billund,  since  only  10,000  people  live  in  or 
near  the  town. 

But  as  is  typical  in  Denmark,  the  out- 
sourced workers  are  landing  softly  and 
bouncing  back.  Laid-off  employees  will 
collect  up  to  90%  of  their  income  for  six 
months.  And  before  they  get  a  single 
unemployment  check,  most  are  being 
shuttled  into  a  six- week  retraining  pro- 
gram, held  in  classrooms  converted  from 
old  storage  rooms  at  Lego's  plant  and  paid 


Piece  of  mind:  Lego  workers  in  Billund  can  rebuild 


for  by  unions  and  the  government. 

The  retraining  scheme  has  been  so 
effective  at  teaching  service-industry  skills 
that  Lego  had  to  discourage  the  Billund 
airport  and  the  owners  of  a  new  water 
park  called  Lalandia  Billund  from  poach 
ing  the  trainees  before  it  was  ready  to 
really  lay  them  off.  No  wonder:  Unem- 
ployment in  Billund  has  been  below  2%. 

Sec  weeks  isn't  time  enough  to  make 
Ph.D.s  out  of  factory  workers,  but  it's 
enough  to  inspire  them  to  find  new  kinds 
of  work.  "Most  people  in  manufacturing 
don't  realize  that,  to  a  certain  degree,  they 
already  have  the  competencies  they'll  need 
in  service  jobs,"  says  Torben  Wellejus,  a  con- 
sultant who  helps  oversee  the  school  that 
Lego  set  up.  He  should  know — he  was  a  20- 
year  veteran  at  Lego  who  was  laid  off  in  1997. 

Conditions  for  a  rebound  won't  always 
be  as  hospitable  as  in  well-situated  Bil- 
lund. But  in  Herning,  an  old  textile  center 
with  Middle  Eastern  and  Sri  Lankan 
immigrants,  flexicurity  is  said  to  have 
redirected  loom  workers  into  jobs  making 
high-end  kitchen  cabinetry. 

There's  just  one  big  hitch  in  Denmark's 
brainstorm:  The  benefits  program  is 
financed  by  a  stiff  income  tax,  which  tops 
out  at  60%.  Even  Laura  Tyson,  who  was 
President  Bill  Clinton's  top  eco- 
nomics adviser,  acknowledges  that 
high  marginal  rates  chase  smart, 
highly  skilled  Danes  to  lower-tax 
havens  like  the  U.K.  and  the  U.S. 

Still,  in  Davos  Barney  Frank,  a 
senior  Democrat  in  the  new  leader- 
ship of  the  House  of  Representa- 
tives, was  intrigued  by  what  he 
heard.  "I  don't  know  much  about 
Denmark,  but  I  think  we  need  to 
look  at  systems  like  theirs,"  he  said, 
advocating  more  funding  of  train- 
ing programs.  Nearby,  a  former 
congressional  adversary  had  his 
own  ideas.  Ex-Senator  Phil  Gramm 
(R-Tex.),  who's  advising  John 
McCain's  presidential  bid,  wouldn't 
hear  of  raising  income  taxes,  and  as 
for  retraining:  "We  need  a  new 
voucher  system.  Take  all  the  money 
we  spend  on  training  now  and  just 
give  it  to  the  outsourced  employees. 
That  would  let  the  private  sector 
help  with  this."  F 
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Andermatt 


For  sheer  audacity,  you've  got  to 
hand  it  to  Egypt's  Samih  Sawiris  in 
planning  a  $500  million  development 
in  the  antidevelopment  Swiss  Alps. 

By  Richard  C.  Morais 


NDERMATT,  A  SLEEPY  VILLAGE  IN  THE  URI 
canton  of  Switzerland  perhaps  best  known 
for  producing  the  champion  Olympic  skier 
Bernard  Russi,  commands  a  strategic  post  in 
the  Alps.  Three  passes— Oberalp,  Furka  and 
the  famous  St.  Gotthard — all  meet  in  Ander- 
matt's  bucolic  valley  4,737  feet  above  sea 


level,  historically  a  mountainous  choke 
point  for  travelers  trying  to  cut  through  the 
Alps  en  route  from  Italy  to  Germany  or 
vice  versa. 

It's  the  reason  why  this  picture-perfect 
village  of  wooden  chalets  and  gin-clear 
rivers  lost  its  cachet  as  a  resort  during  the 
20th  century.  Starting  during  World  War  I 
the  Swiss  military  commandeered  the  town 
that  once  hosted  Goethe  and  Queen  Victoria.  The  nations  mili- 
tary strategy  from  world  war  to  Cold  War:  hunker  down  in  high- 
altitude  Andermatt  and  hit  the  enemy  hard  if  they  dare  come  up 
the  narrow  Alpine  passes. 

So  while  Gstaad,  St.  Moritz  and  Klosters  spent  the  20th  cen- 
tury becoming  five-star  watering  holes  for  wealthy  tourists,  Ander- 
matt instead  found  its  mountains  hollowed  out  as  bunkers  and  its 
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Doubling  the  hotel  inventory  could  give  the  neglected  Urseren  Valley  and  surrounding  passes  what  it  takes  to  be  Switzerland's  next  luxury 
resort.  To  the  ski  lifts,  breathtaking  tunnels  and  train  rides,  and  quaint  village  life,  Sawiris  would  add  a  tropical  pool,  ice  rink  and  golf  course. 

pristine  valley  dotted  with  ugly 
barracks.  Until  recently  tourists 
who  visited  Andermatt  were 
serenaded  by  the  jarring  boom 
of  cannon  practice. 

But  military  tactics  changed 
dramatically  after  the  collapse 
of  the  Soviet  Union,  and  in  the 
late  1990s  the  Swiss  military 
began  its  withdrawal,  eliminat- 
ing 200  civilian  jobs  in  a  village 
of  1,351  residents.  The  town's 
tourist  industry — 800  beds  in 
20  hotels  and  guesthouses — 
wasn't  dynamic  enough  to  stop 
the  young  from  heading  for 
the  nearest  exit.  Andermatt 
was  dying. 

Luckily  the  former  Swiss 
ambassador  to  Egypt  had  become  head  of  security  policy  for  the 
military,  and  he  invited  Samih  Sawiris,  the  50-year-old  son  of  the 
multibillionaire  Onsi  Sawiris,  to  take  a  look  at  the  Urseren  Valley. 
Samih  runs  Orascom  Hotels  &  Development,  one  of  the  Egyptian 
family's  companies,  which  built  from  scratch  the  2,500-bed  El 
Gouna  resort  on  the  Red  Sea.  (The  family's  wealth  originates  in 
construction,  but  the  telecommunications  unit,  run  by  Samih's 
brother,  is  now  the  biggest  piece.)  Another  plus:  Samih  had 
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attended  a  German  school  in  Cairo  and  received  his  engineering 
degree  in  Berlin,  so  he  spoke  fluent  German. 

In  a  town  hall  meeting  in  December  2005,  the  charming 
Egyptian  painted  a  spectacular  vision  for  the  burghers  of  Ander- 
matt:  By  doubling  the  towns  hotel  room  inventory,  hed  make  it 
big  enough  to  attract  tour  operators  and  then  add  an  ice  rink,  a 
golf  course  and  an  indoor  pool  with  its  own  beach.  Hed  quickly 
follow  up  with  600  apartments  and  100  villas. 

Farmers  and  townsfolk  expressed  their  overwhelming  sup- 
port, and  Switzerland's  federal  government  smoothly  granted  the 
Egyptian  rare  permission  to  own  Swiss  property  and  then  to  sell 
pieces  of  it  to  other  foreigners.  New  zoning  to  accommodate  the 
project  is  getting  a  vote  by  the  Urseren  Valleys  residents  before 
the  detailed  construction  plans  get  a  local  planning  commissions 
final  seal  of  approval.  "If  this  doesn't  happen  by  June  of  2008  I'll 
be  really  annoyed  at  myself?'  says  Sawiris. 

An  amazing  turn  of  events.  Switzerland's  Alps  are  sacred,  and 
such  a  large-scale  development — conservatively  estimated  at 
$500  million  and  encompassing  370  acres  of  pristine  alpine 
pasture — would  be  impossible  for  a  Swiss  developer  to  pull  off, 
let  alone  an  Egyptian.  How  did  Sawiris  do  it? 

Eagerness  to  rebuild  the  town's  economy  was  the  prime 
mover.  The  Egyptian  initially  had  to  deal  with  just  two  landown- 
ers: the  Swiss  military  and  Corporation  Urseren,  a  landholding 
cooperative  created  by  a  utility  and  the  town's  residents.  "It  would 


not  have  been  possible  anywhere  else,"  says  Franz  Steinegger, 
Corporation  Urseren's  attorney.  "In  St.  Moritz  or  Davos,  Sawiris 
would  have  had  to  deal  with  hundreds  of  landowners." 

Corporation  Urseren  is  run  for  the  benefit  of  all  the  local 
stakeholders,  so  when  Sawiris  needed  more  land — privately 
owned  by  about  20  farmers — these  famously  independent 
mountain  men  fell  into  line  behind  the  greater  good.  Thirty- 
seven  acres  already  zoned  for  construction  will  be  conveyed  indi- 
rectly by  the  military.  Sawiris  is  buying  that  key  parcel  outright 
and  will  lease  the  remaining  330  acres  from  the  cooperative  and 
the  farmers,  on  which  he'll  build  the  resort's  golf  course  and  meet 
environmental  set-asides.  "I  don't  need  to  own  the  golf  course 
freehold,"  says  Sawiris.  "But  I  needed  to  buy  the  freehold  for 
whatever  land  we  are  going  to  have  buildings  sitting  on." 

Sawiris  says  that  the  37-acre  parcel — and  the  construction  of 
the  ice  rink,  swimming  pool  and  parking  lot  infrastructure — will 
cost  him  $100  million  in  equity.  The  additional  $400  million 
needed  to  construct  the  five-star  hotel,  apartments  and  villas  will,  he 
says,  be  financed  by  bank  debt  to  be  repaid  quickly  from  sales  of 
property  and  leaseholds.  Sawiris'  killing  will  come  at  the  back  end. 
The  first  villas  and  apartments  will  be  sold  at  cost  and  the  next 
round  at  a  small  profit,  he  says.  But  once  the  canny  developer  has  a 
critical  number  of  the  globe's  jet  set  committed  to  Andermatt,  count 
on  him  to  choke  supply  so  that  Andermatt  real  estate  prices,  now 
about  a  third  those  of  Davos  and  St.  Moritz,  will  close  the  gap.  F 
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mm  n  the  slam-bang  world  of  videogames,  THQ,  the  third- 
I  largest  game  company,  has  managed  to  evade  the  heavily 
I  armed  evildoers  better  than  most.  For  much  of  last  year 
I  gamemakers'  growth  stalled  as  they  waited  for  this  winters 
I  platform  changes— particularly  Sony's  new  PlayStation  3 
and  Nintendo's  Wii  game  consoles. 

For  THQ  (32,  THQl)  in  the  three  fiscal  quarters  ended  Dec.  31, 
earnings  increased  51%  to  $62  million  while  revenue  expanded 
30%  to  $855  million.  Numbers  one  and  two,  Electronics  Arts  and 
Activision,  saw  flat  sales.  EAs  net  income  slumped  40%,  partly 
because  it  was  late  contributing  games  to  the  hot  new  Wii. 

Analyst  Todd  Greenwald  at  Nollenberger  Capital  Partners 
credits  THQ  with  a  nimbleness  that  should  serve  it  well  for  the  long 
term.  The  company  has  successfully  focused  on  younger,  less  fickle 
game  customers.  Licensing  deals  with  Disney's  Pixar  and  Nick- 
elodeon led  to  popular  games  like  SpongeBob,  Avatar:  The  Last 


Airbender  and  Find- 
ing Nemo.  THQs  Cars, 
released  alongside  the  Pixar  movie,  was  the  second-most-popular 
game  last  year  behind  EAs  Madden  NFL  07.  THQ  is  hoping  for  a 
similar  success  with  Pixar's  next  animated  feature,  Ratatouille. 

But  Greenwald  likes  the  fact  that  THQ  isn't  relying  on  licens- 
ing deals  exclusively,  where  the  company  must  give  up  a  fifth  of 
game  sales  to  the  likes  of  Disney.  THQ  has  started  to  create  games 
on  its  own  with  solid  titles  like  Saints  Row  and  Company  of 
Heroes.  While  trading  at  a  trailing  41  times  earnings,  the 
company  is  cheaper  than  EA  (188)  and  Activision  (64). 

— David  Armstrong 


Stock  price 


Rock  Star 

The  rock  business  is  hardly  the  home  of 
glitz  and  glamour.  MARTIN  MARIETTA  MATE- 
RIALS (128,  MLM)  digs  up  stone,  gravel  and 
sand,  which  are  the  basis  of  asphalt  and 
concrete  used  in  roads,  parking  lots  and 
building  foundations.  The  gritty  stuff  it 
unearths,  known  as  aggregate,  comes 
from  the  company's  310 
quarries  and  rock  piles 
across  28  states.  (Why 
so  many?  It  costs  a  lot  of 
money  to  schlep  gravel.) 
Revenue  rose  13%  in 
2006  to  $2.25  billion, 
earnings  28%  to  $245 
million — even  while  tonnage  volume 
dropped  2%. 

Blame  the  volume  falloff  on  the  hous- 
ing industry's  woes,  although  still  robust 
commercial  and  infrastructure  projects 
cushion  that.  But  the  aggregate  ounits— 
Martin  Marietta  is  the  second  largest 


behind  Vulcan  Materials — have  pricing 
power.  Martin  upped  prices  13%  in  2006. 
Reason:  This  business  has  huge  barriers  to 
entry.  Environmental  restrictions  make 
opening  new  quarries  hard. 

At  a  trailing  P/E  of  24,  Martin  (a  for- 
mer arm  of  the  aerospace  giant)  is  in  line 
with  Vulcan.  But  Martin's  price/earnings 
to  growth  (PEG)  ratio  of  0.8  makes  it 
cheaper  than  Vulcan  at  2.1.  Citigroup 
Global  analyst  Clyde  Lewis  expects  Mar- 
tin to  improve  its  profit  margin  this  year 
by  getting  another  7%-to-8%  increase  in 


prices. 


-D.A. 


Lights  Out 


Utilities  have  been  on  a  tear,  gaining  18% 
(excluding  dividends)  in  2006,  which  out- 
paced the  S8cP  500's  13%.  One  utility,  CON- 
SOLIDATED EDISON  (49,  ED),  trailed  the  sec- 
tor with  a  9%  increase.  The  holding 
company  for  two  regulated  utilities,  Con 
Ed  of  New  York  and  what  used  to  be 
called  Orange  &  Rockland,  it  provides  gas 


Stock  price 


and  electricity  to  New  York  City  and 
environs. 

One  reason  for  the  so-so  gain:  last 
July's  power  outage  in  the  Borough  of 
Queens,  which  affected  175,000  cus- 
tomers and  led  to  a  spanking  from  a  state 
commission.  Also,  unseasonably  warm 
weather  in  the  North- 
east lowered  natural -gas 
demand.  For  2006  rev- 
enue rose  4%  to  $12  bil- 
lion; net  income  was  up 
2%  to  $737  million. 
But  even  shakier 
times  lie  ahead,  says  Dorothea  Matthews 
of  researcher  CreditSights.  As  the  Queens 
outage  shows,  the  200-year-old  utility 
needs  massive  upgrades.  Consequently, 
Con  Ed  will  invest  $3.5  billion,  50%  above 
historical  levels.  That  means  Con  Ed  will 
be  paying  its  dividend  in  part  with  bor- 
rowed money,  says  Matthews.  Con  Ed's  16 
P/E  puts  it  in  line  with  its  utility  peers. 
Short  the  stock.  —Tatiana  Serafin 


104      FORBES       MARCH  12,  2007 


TERS 


InvesTech  Research 
Focus:  Market  Timing,  Contrarian  Investing 


Focus:  Mutual  Funds 


Insightful  Commentary 

ofitable  Pick 


Fomes.com  Newsletters  offers  more 
than  30  besi-of-breed  Investment 


Focus:  ETFs,  Mutual  Funds 


Prudent  Speculator 
Prudent  Speculator  Tech  Value  Report 
Focus:  Value  and  Tech  Stocks 


Newsletters. 


i.LT'X'  i  LrW \*  ML  a    I' J 


bscription  visit 
.forbesnewsletters.com 


and  enter  coupon  code 
when  you  checkout. 


Forbes  International  Investment  Report 
Focus:  International  Stocks  and  Funds 


Forbes/Slatin  Real  Estate  Report 
Focus:  Real  Estate  Stocks,  REITs 


Forbes  Special  Situation  Survey 
Forbes  Growth  Investor 
Focus:  Growth  and  Value  Stocks 


Forbes/Lehmann  Income 

Securities  Investor 

Focus:  Bonds,  Convertibles 

;s  n r\  ProforroHc 


Absolute  ESelurniiisa  W.  Hess 


NEW  ENERGY 
PLAYS 


ALTERNATIVE  ENERGY  HAS  LONG  BEEN  A  PIPE 
dream.  Fuel  cells  were  a  fad  even  as  far  back  as 
2000,  before  the  Nasdaq  bubble  burst.  But  today, 
seven  biblical  years  later,  investing  in  alternative 
energy  makes  sense.  The  necessary  catalysts  now 
are  in  place:  sustainably  high  energy  prices,  worries  about  global 
warming  and  climate  change,  uneasiness  over  Mideastern  oil. 

Wind  power,  solar  cells,  uranium  and  ethanol  have  their  pros 
and  cons.  The  trick  for  the  investor  is  to  stay  firmly  focused  on 
valuation  and  quality — and  not  to  get  caught  in  the  hype.  These 
alternative  energy  providers  will  supplement  the  traditional 
sources,  not  replace  them. 

For  wind  power,  Zoltek  (26,  ZOLT)  is  the  low-cost  producer  of 
the  carbon  fiber  that  forms  the  backbone  of  turbine  blades.  The 
business  has  suffered  through  a  series  of  manufacturing  stumbles 
and  is  burdened  by  an  adverse  legal  settlement  with  a  former 
subsidiary.  Still,  management  is  shifting  operations  from  Texas  to 
Hungary,  where  costs  are  lower  and  the  customers  are  closer. 
(Europe  has  more  wind  farms  than  we  do.)  The  company,  while 
in  the  red,  has  been  expanding  sales  at  50%  annually.  Ebitda,  esti- 
mated at  $50  million  this  year,  likely  will  double  in  2008. 

At  long  last,  uranium  is  getting  recognized  for  what  it  always 
has  been:  the  cleanest,  most  efficient  energy  source  available.  For 
too  many  years  the  idea  of  building  a  new  nuclear  plant  was 
anathema  to  much  of  the  public,  afraid  of  another  Chernobyl. 
Now  new  reactors  are  on  the  drawing  board,  both  here  and 
abroad.  They  will  take  a  decade  to  open.  But  already  the  price  of 
uranium  has  risen  from  $56  per  pound  last  year  to  $75. 

Canada's  Cameco  (38,  CO),  the  worlds  largest  producer  of 
uranium,  suffered  a  collapse  of  fourth-quarter  earnings  after  a 
rock-fall-triggered  flood  last  October  at  its  Cigar  Lake  uranium 
project  in  Saskatchewan.  Most  likely  Cameco  will  open  Cigar 
Lake  in  201 1  or  2012.  Well  before  then  investors  will  anticipate 
the  resulting  income  stream  and  push  up  the  stock  price. 

Then  there's  the  wonder  motor  fuel,  ethanol.  The  wonder  is 


not  in  its  energy  efficiency— gasoline  bests  it  there.  The  wonder 
is  that  the  federal  government  is  falling  all  over  itself  to  boost 
subsidies  and  mandates  for  this  energy  source.  Brazil's  sugarcane- 
based  ethanol  is  better,  but  no  one  represents  Rio  in  Congress, 
and  so  the  Latin  stuff  is  kept  out  by  heavy  tariffs.  Let's  not  forget 
that  the  presidential  race  begins  in  Iowa. 

Big  winner:  Archer  Daniels  Midland  (34,  adm),  the  best 
known  of  the  agricultural  commodity  processors.  From  a  high  of 
$45  last  May,  the  stock  has  sold  steadily  down  on  misplaced 
notions  that  higher  corn  prices,  largely  resulting  from  increased 
ethanol  demand,  would  crush  the  company's  margins.  Not  so. 
The  company  is  easily  able  to  exploit  the  increased  demand.  With 
a  trailing  price/earnings  multiple  of  14,  ADM  is  probably  the  most 
conservative  way  to  invest  in  domestic  ethanol. 

Conservation  is  the  greenest  energy  available.  Jazzed-up 
electric  meters  are  coming  to  market  to  encourage  off-peak 
consumption.  Already  common  are  meters  that  enable  the 
electric  company  to  give  you  a  discount  when  you  run  the 
washer  and  dryer  at  night.  The  new  meter,  however,  might  figure 

out  that  your  electricity  is  less 


Not  all  the 
alternative 
power  ideas 
make  investing 
sense.  Best 
bets:  windmills, 
uranium,  corn, 
electric  meters. 


costly  from  2  a.m.  to  4  a.m. 
than  from  midnight  to  2  a.m. 
The  two  largest  metering  com- 
panies are  Itron  (59,  ITRI)  and 
Esco  Technologies  (43,  ese) 
Neither  is  cheap  (P/Es:  36  and 
41),  but  they  stand  ready  to 
prosper  mightily  in  the  new 
energy  age. 

The  coal  industry's  boosters 
are  ever  fond  of  saying  that  the 
U.S.  is  the  "Saudi  Arabia  of  coal." 
Nevertheless,  the  unpleasant 
reality  remains  that  coal-fired 
plants  are  the  single  biggest  source  of  the  dreaded  greenhouse 
gases  that  suddenly  even  George  Bush  professes  to  abhor.  That 
is  why  I'm  leery  about  coal  companies  at  the  moment.  Take 
another  look  at  the  sector  in  a  few  years,  when  the  first  glim- 
merings of  success  may  be  surfacing  from  the  research  on  ways 
to  dispose  of  carbon  dioxide  somewhere  other  than  into  the 
atmosphere. 

There's  talk  of  imposing  a  carbon  tax  to  force  that  solution 
into  being.  Perhaps  a  better,  more  market-oriented  answer  is  an 
enhanced  version  of  the  Chicago  Climate  Exchange,  where  com- 
panies swap  pollution  allowances.  Companies  that  beat  their 
benchmarks  for  pollution  control  sell  some  of  their  allowances  to 
polluters  like  coal-heavy  utilities. 

In  Europe  a  wider- ranging,  cross-border  pollution  exchang- 
ing system  is  at  work.  We  could  get  something  like  that  here,  and 
if  it  prompted  an  era  of  clean  coal,  then  early  investors  in  coal 
would  be  well  rewarded.  F 
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Steve  H.  Hanke 


FRIEDMAN'S 
ROAD  MAPS 


WITH  THE  DEATH  OF  MILTON  FRIEDMAN  IN 
November  we  lost  a  great  champion  of  free 
markets.  And  what  does  "free  market"  mean  in 
the  context  of  foreign  exchange?  The  simplistic 
answer  is  that  "free"  means  floating  exchange 
rates.  Yes,  Friedman  favored  floating  exchange  rates.  But  he  also 
favored  fixed  rates.  How  could  this  be?  Aren't  these  positions 
mutually  exclusive? 

Look  more  closely  at  what  Friedman  really  thought  about  for- 
eign exchange.  The  ratio  of  one  currency  to  another  is  just  what's 
on  the  surface.  What  matters  more  is  the  freedom  of  capital  to  move 
from  one  country  to  another.  Such  freedom  is  consistent  with  both 
fixed  and  flexible  exchange  rates. 

Friedman's  first — and  most  famous — foray  into  the  exchange- 
rate  debate,  an  essay  entitled  "The  Case  for  Flexible  Exchange  Rates" 
(1953),  was  originally  written  as  a  memorandum  in  1950,  when  he 
served  as  a  consultant  to  the  U.S.  agency  administering  the  Marshall 
Plan.  At  the  time  European  countries  were  imposing  a  plethora  of 
controls  on  cross-border  currency  flows.  Friedman  opposed  restric- 
tions on  international  capital  flows.  He  concluded  that  the  adoption 
of  floating  exchange  rates  across  Europe  would  remove  the  need  for 
exchange  controls  and  promote  economic  freedom. 

In  the  1960s  Friedman  turned  his  attention  toward  monetary 
problems  in  developing  countries,  where  inflation  and  exchange 
controls  were  pervasive.  For  these  countries  Friedman  was  skeptical 
about  floating  exchange  rates  because  he  mistrusted  their  central 
banks  and  doubted  their  ability  to  properly  manage  the  money 
supply.  To  rid  developing  countries  of  exchange  controls  his  free- 
market  elixir  was  the  fixed  exchange  rate,  but  with  one  major 
proviso:  Any  country  that  adopted  a  fixed  exchange  rate  must 
dump  its  central  bank  and  adopt  a  currency  board  (or  "dollarize," 
as  Panama  did  in  1904). 

A  currency  board  issues  notes  and  coins  fully 
backed  by  foreign  reserves  and  fully  convertible  I 
at  a  fixed  exchange  rate  into  an  anchor  currency. 


A  board  has  no  monetary  policy— changes  in  the  money  supply 
are  determined  by  changes  in  a  currency  board's  foreign  reserves. 

Friedman  laid  great  stress  on  the  fact  that  a  fixed  exchange 
rate  administered  by  a  central  bank  is  dangerous  because  there  is 
always  the  potential  for  a  central  bank  to  buy  and  sell  domestic 
bonds,  thereby  engaging  in  discretionary  monetary  policy  and 
breaking  the  one-to-one  link  between  changes  in  its  foreign 
reserves  and  changes  in  the  money  supply.  In  April  1991  Argentina 
passed  a  law  requiring  the  central  bank  to  maintain  a  fixed 
exchange  rate.  But  Friedman  didn't  trust  that  bank — he  expected 
that  it  would  eventually  engage  in  monetary  mischief  and  the 
system  would  get  into  trouble.  He  was  right:  Convertibility  blew 
up  in  December  2001. 

I  proposed  a  currency  board  and  a  fixed  exchange  rate  for 
Estonia  in  early  1992.  A  book  I  coauthored  then,  Monetary  Reform 
for  a  Free  Estonia,  carries  the  following  dust-jacket  endorsement 
by  Friedman:  "A  currency  board  such  as  that  proposed  by  Hanke, 
Jonung  and  Schuler  is  an  excellent  system  for  a  country  in  Estonia's 
position."  In  June  1992  Estonia  dumped  the  Russian  ruble,  and  its 

currency  board  began  exchanging 
kroon  at  a  fixed  rate  of  8  per  Ger- 
man deutsche  mark  (subsequently 
15.65  per  euro). 

The  results  have  been  spec- 
tacular. The  Heritage  Founda- 
tion/Wall Street  Journal  2007 
Index  of  Economic  Freedom 
ranks  Estonia  twelfth,  the  high- 
est of  any  former  communist 
country.  Estonia's  GDP  per  capita 
has  increased  tenfold  since  the 
currency  board  was  installed,  to 
a  projected  $12,900  for  this  year. 

Friedman  admired  Hong  Kong  for  fixing  the  Hong  Kong  dollar's 
exchange  rate  against  the  U.S.  dollar  in  1983 — and  doing  without  a 
central  bank.  He  thought  Hong  Kong  a  "showplace  of  free  markets," 
as  evidenced  by  its  number  one  rank  on  the  economic  freedom 
index.  Mainland  China  is  a  very  different  beast,  with  a  managed 
exchange  rate  for  the  renminbi  and  limited  freedom  of  movement 
for  capital.  In  Beijing  the  managed  exchange  rate  comes  with  an 
interventionist  central  bank  and  controls  on  the  movement  of  cap- 
ital in  and  out  of  the  country. 

We've  got  plenty  of  interventionists  on  these  shores,  too.  Con- 
gressmen with  a  mercantilist  bent  want  the  value  of  the  yen  to  be 
pushed  up,  artificially  if  need  be.  Free  markets  are  not  popular 
with  politicians. 

Look-back  time:  One  of  my  investing  recommendations  in 
2006  was  to  buy  the  iShares  Dow  Jones  Select  Dividend.  This 
exchange-traded  fund  (71,  DVY)  gained  11.6%  from  my  April 
mention  to  year-end  (assuming  a  1%  trading  cost),  versus  10.9% 
for  an  equal  investment  in  the  S&P  500.  F 

Steve  H.  Hanke  is  a  professor  of  applied  economics  at  The  Johns  Hopkins 
University  in  Baltimore  and  a  senior  fellow  at  the  Cato  Institute  in  Washington, 
D.C.  Visit  his  home  page  at  www.forbes.com/hanke. 


Floating  or 
fixed  exchange 
rates?  What 
matters  is  the 
freedom  of 
capital  to  move 
across  borders. 
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Capital  Markets  i  Marilyn  Cohen 


HOW  TO  BUY 

CLOSED-ENDS 


YOU'RE  IN  A  HIGH  TAX  BRACKET  AND  YOU  ARE 
looking  for  yield.  What  investments  are  suitable? 
Two  obvious  choices,  one  or  both  of  them  no  doubt 
already  in  the  portfolio  of  most  FORBES  readers,  are 
municipal  bonds  owned  directly  and  muni  bonds 
owned  through  an  open-end  fund  like  the  Fidelity  Municipal 
Income  Fund.  Here's  a  third  option  I'd  like  you  to  consider:  muni 
bonds  owned  through  a  closed-end  fund.  Consider  it,  but  con- 
sider carefully.  Closed-end  muni  funds  have  some  advantages. 
They  also  have  some  disadvantages  you  should  understand 
before  putting  in  your  buy  order. 

A  closed-end  fund  has  a  fixed  number  of  shares  outstanding. 
The  sponsor  is  under  no  obligation  to  redeem  shares.  So,  when 
you  want  out,  you  have  to  find  someone  else  willing  to  take  the 
shares  off  your  hands.  The  shares  in  the  fund,  that  is,  trade  like 
shares  of  General  Motors  stock  and,  depending  on  supply  and 
demand,  can  trade  at  a  premium  or  discount  to  the  value  of  the 
portfolio.  Usually  they  trade  at  a  modest  discount. 

Because  the  portfolio  manager  of  a  closed-end  does  not  have 
to  worry  about  redemptions,  he  can  put  100%  of  the  assets  to 
work  in  long-term  bonds.  Indeed,  closed-ends  often  invest  more 
than  100%.  They  might  buy  $1.50  of  long  bonds  for  every  dollar 
that  fund  shareholders  have  put  in,  borrowing  the  50  cents  in  the 
form  of  floating-rate  notes  that  pay  tax-exempt  interest.  If  short- 
term  interest  rates  are  lower  than  long-term  rates,  this  leverage 
gooses  the  fund's  yield. 

At  the  moment  AA-grade  munis  due  in  20  years  yield  4.3%, 
while  the  short-term  paper  issued  by  closed-end  muni  funds 
yields  3.5%.  The  modest  spread  between  these  two  numbers 
enhances  the  dividend  payable  to  the  fund's  shareholders.  The 
leverage  also  enhances  the  portfolio's  market  fluctuation.  If  muni 
bond  prices  go  up,  the  holder  of  a  leveraged  muni  fund  will  do 
better  than  someone  who  just  buvs  munis. 

But  remember  that  leverage  cuts  both 
ways.  When  interest  rates  rise  and  bond 
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prices  fall,  the  leveraged  muni  fund  will  suffer  an  exaggerated 
decline  in  its  net  asset  value.  Buy  a  leveraged  closed-end  bond 
fund  if,  and  only  if,  you  are  confident  that  interest  rates  are  going 
to  go  sideways  or  down. 

What  about  that  discount?  Neuberger  Berman  California 
Intermediate  Municipal  Fund  (14,  nbw),  for  example,  sells  at  a 
3.6%  discount  to  its  net  asset  value.  Does  that  enhance  your 
return?  Yes,  but  not  as  much  as  you  might  think.  If  you  are  lucky 
enough  to  buy  a  closed-end  when  it's  trading  at  a  10%  discount 
and  then  sell  when  it's  trading  at  a  5%  discount,  you  will  get  an 
extra  return  above  and  beyond  the  return  on  the  fund's  portfolio. 
But  it  is  usually  unwise  to  count  on  a  narrowing  of  the  discount; 
the  discount  could  just  as  easily  widen,  depressing  your  return. 
Caution:  Nowadays  muni  fund  discounts  are  already  narrow. 

The  BlackRock  New  York  Municipal  2018  Term  Trust  (16, 
BLH)  trades  at  a  2.7%  discount  to  net  asset  value.  That's  one  you 
can  count  on  to  disappear.  The  fund  will  liquidate  at  full  net  asset 
value  in  12  years.  But  don't  get  too  excited  about  this  benefit.  It 
comes  to  all  of  0.23%  (23  basis  points)  per  year. 

Buying  at  a  discount 
helps  you  in  another  way  It 
raises  your  yield.  If  a  fund 
portfolio  yields  4%  and  you 
buy  shares  at  a  3%  discount, 
you  get  a  4.12%  return  on 
your  money.  Twelve  basis 
points  is  better  than  noth- 
ing, but  it  shouldn't  distract 
you  from  bigger  matters,  like 
ownership  costs. 

One  big  disadvantage  of 
closed-ends:  They  tend  to  be 
expensive  to  own.  First  you 
have  trading  costs  (commis- 
sion plus  bid/ask  spreads),  which  might  come  to  1%  round-trip 
for  that  Neuberger  Berman  fund.  If  you  own  it  for  a  decade  these 
costs  will  leave  you  with  a  return  ten  basis  points  a  year  below 
that  of  an  open-end  fund  with  an  identical  portfolio.  Then  there 
is  the  annual  expense  burden.  For  the  Neuberger  Berman  Cali- 
fornia fund  this  damage  comes  to  0.93%,  or  48  basis  points  more 
than  the  Fidelity  California  Municipal  Income  Fund's  expenses. 
The  BlackRock  2018  fund  costs  1.03%  a  year. 

Now  let's  address  one  final  point  about  tax-exempt  bond 
funds,  one  that  might,  depending  on  your  circumstances  and  on 
the  fund  you're  considering,  tilt  the  balance  in  favor  of  a  closed- 
end.  That  is  the  alternative  minimum  tax.  If  you  pay  AMT,  as 
many  middle-  and  upper-class  investors  do,  then  interest  from 
some  munis  becomes  taxable,  and  you  want  to  avoid  funds  that 
hold  too  many  of  these  bonds.  The  Neuberger  Berman  California 
closed-end  has  14%  of  its  portfolio  subject  to  the  AMT.  The 
Vanguard  California  Long-Term  Tax  Exempt  Fund:  only  2%.  F 

Marilyn  Cohen  is  president  of  Envision  Capital  Management,  Inc.,  a  Los  Angeles 
fixed-income  money  manager.  Visit  her  home  page  at  www.forbes.com/cohen. 


If  you  want  to 
own  a  municipal 
bond  fund,  watch 
your  yield 
closely.  Watch 
your  overhead 
costs  even  more 
closely. 
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In  a  challenging  and  volatile  marketplace  where  investors  match 
wits  every  day  ...  and  where  fortunes  are  made  and  lost ...  this 
latest  edition  of  the  FORBES  STOCK  MARKET  COURSE  will  give  you 
information  and  background  you  must  have  to  navigate  your  way 
to  profits  ...  achieve  financial  success. 


To  reach  that  goal,  you  must  have  a  thorough  understanding  of  the 
wide  variety  of  investment  vehicles  now  available  to  individuals  ... 
you  must  be  aware  of  the  investing  process  and  of  the  risks  and 
rewards  inherent  in  whatever  investment  path  you  choose  to  follow 
...know  how  to  interpret  and  understand  the  increasing  complexities 
of  financial  statements  and  investment  products  now  available. 


You  will  find  yourself  referring  over  and  over  again  to  the  information 
packed  into  each  of  the  1 3  sections  of  this  updated  new  edition. 


You  will  get  a  better  understanding  of  everything  from: 
Building  Capital  to  Tax-Favored  Investment  Strategies 
Fundamental  and  Technical  Analysis  to  Financial  Statements 
Derivatives  to  the  Futures  Market  and  Hedging 
Treasuries  to  Mutual  Funds 


Once  you  dip  into  its  pages,  you'll  wonder  how  you  ever  got  along 
without  this  treasury  of  vital  information.  And,  while  you  are  placing 
an  order  for  yourself,  please  remember  the  FORBES  STOCK  MARKET 
COURSE  is  a  marvelous  gift  for  both  new  and  experienced  investors 

...  an  endless  source  of  wisdom  and  information  for  professionals  and 
small  investors  alike. 


For  FORBES  readers  only  ...a  Special  Offer! 
As  a  reader  of  Forbes  Magazine  you  are  invited  to  take 
advantage  of  a  special  price  of  just  $99.95  . . .  save  $50  off 
the  regular  $149.95  price.  (Order  now  and  we  will  waive  the 
shipping  and  handling  charge!)  Please  note  this  is  a  limited  time 
offer  so  mail  your  risk-free  order  today. 


3UIDETO  BUILDING 
VEALTH  IN  THE 
>TOCK  MARKET! 


SAVE 
$50.00 

ORDER 
NOW! 


ophisticated  investor  or  serious  beginner ... 
peculator  or  buy-and-hold  investor ...  you  will 
snefit  from  this  latest  edition  of  the  famous 

ORBES  STOCK  MARKET  COURSE. 

his  easy-to-read  common  sense  guide  is  for 
lyone  wanting  to  be  a  knowledgeable  investor. 


For  your  copy  of  the  course,  please  order  online  at 

www,  forbesstockmarketcourse.  com. 


Instant  Advertiser  Information  to  receive  free  information 

from  Forbes  advertisers  visit  their  web  sites  or  call  the  listed  phone  numbers 
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Automotive 

^b  Land  RovenRange  Rover 
Visit  www.landrover.com 

^  Porsche 

Maker  of  the  911,  the  Boxter, 
the  Cayenne  SUV,  and  the  new 
Cayman  S,  Porsche  offers  a  truly 
epic  driving  experience. 
Visit  www.porscheusa.com 

Aviation 

^b  Eclipse  Aviation 

Visit  www.eclipseaviation.com 

Business  Classified 

^b  America  One  Funding 
Visit  www.AmOne.com/forbes 

^b  Capstone  Business  Credit,  LLC 
Call  1-212-755-3636  or  visit 
www.capstonetrade.com 

^  Client  First,  LLC 
Call  1-509-966-0359 

Diaper  With  Legs 
Call  1-931-946-2836 

^b  Gallery  Art 

Call  1-888-932-6166  or  visit 

www.gallart.com 


^b  Grand  Estates  Auction  Company 
Call  1-800-552-8120  or  visit 
www.grandestatesauction.com 

^  GW  Equity 

Call  1-877-213-1792  or  visit 

www.gwequity.com 

^b  Holiday  Timeshares  Resales 
Call  1-800-704-0307  or  visit 
www.holidaygroup.com 

^b  Horizon  Asset  Management  Pte  Ltd 
Visit 

www.globalmarketsreport.com 

^b  Insure.com,  Inc. 
Visit  www.insure.com 

^b  One  World  Investment 

Management  Corp. 

Call  1-301-785-4661  or  visit 

www.OWIMC.com 

^  Planet  Office  Furniture.com 
Visit 

www.planetofficefurniture.com 

^  Publisher 

Call  1-877-808-0800 

b  Worldwide  Business  Consultants 
Call  1-800-733-2191  or  visit 
www.corbettandkish.com 


Consumer  Products/Services 

^b  Dow  Chemical 
Living.  Improved  daily. 
Visit  www.dow.com 

Insurance/Financial  Services 

^9  T  Rowe  Price 
Growth  Stock  Fund 
Call  1-888-428-0004  or  visit 
www.ira.troweprice.com 

^b  T  Rowe  Price 

Global  Stock  Fund 

Call  1-888-428-0004  or  visit 

www.ira.troweprice.com 

^  T  Rowe  Price 
Value  Fund 

Call  1-888-428-0004  or  visit 
www.ira.troweprice.com 

Travel 

^b  Singapore  Airlines 
Experience  unparalleled  luxury 
in  our  new  Boeing  777-300  ER 
First,  Business  and  Economy 
Class  cabins  San  Francisco  to 
Seoul  and  Singpaore  now 
available  on  daily  flights. 
Call  1-800-742-3333  or  visit 
www.singaporeair.com/usa 
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Life  insurance  prices 
drop  to  all-time  lows 

Call  or  visit  lnsure.com  today.  Compare  prices  in  seconds. 
Freedom  to  buy  from  the  company  of  your  choice. 
Also  quoting  auto,  health,  home  and  more! 


Monthly  Rates  for  Females 

Age 

$5  Million 

$10  Million 

$25  Million 

35 

$84 

$162 

$440 

40 

$116 

$240 

$617 

45 

$201 

$423 

$1,076 

50 

$328 

$652 

$1,623 

55 

$498 

$1,019 

$2,542 

60 

$755 

$1,536 

$3,833 

65 

$1,269 

$2,533 

$6,326 

70 

$2,069 

$4,134 

$10,329 

Monthly  Rates  for  Males 

Age 

$5  Million 

$10  Million 

$25  Million 

35 

$84 

$162 

$486 

40 

$123 

$240 

$661 

45 

$214 

$423 

$1,186 

50 

$353 

$701 

$1,973 

55 

$597 

$1,188 

$3,417 

60 

$967 

$1,928 

$5,909 

65 

$2,028 

$4,051 

$10,153 

70 

$3,233 

$6,461 

$16,214 

Also  available:  15,  20,  25  and  30  year  level  plans 


"The  premier  Web  site  in  terms  of  details  and  ease  of  use, 
(best  of  all,  it's  free)"  —  Yahoo!  FINANCE 

"...we'd  recommend  you  do  your  insurance  shopping 

here..."  —  Barron  s 

"New  source  for  best  buys  in  insurance.  One  way  to  get 
to  know  the  market."  —  Kiplinger's  Personal  Finance 

"...provides  rock-bottom  quotes  for  life  insurance... 
this  site  is  flush  with  useful  features."  —  Forbes.com 


"A  godsend  for  those  who  are  shopping  around  for  the 
best  deal  in  insurance."  —  Independent  Business 

"The  best  Web  site  I've  found..."  —  The  Dallas  Morning  News 

"...outstanding  -  as  good  as  a  Web  site  on  insurance  can 
possibly  be.  Hats  off  and  a  gold  star  to  the  top  insurance 

Site  on  the  Web."  —  Insurance  for  Dummies 

"This...  solution  has  value  for  those  who  prize 
immediacy  and  privacy."  —  U.S.  News  &  World  Report 


visit  insure.com 

S  Or  call  1-800-441-0072  for  FREE  quotes  and  advice 

Ad  Code:  FORBS  3/07 


NOTE:  The  sample  10  year  California  term  life  premiums  shown  above  are  not  specific  to  any  individual  person  or  insurer.  Please  call  lnsure.com  or  visit 
www.insure.com  to  obtain  quotes  specific  to  your  health  history  profile.  Copyright  ©1984-2007  lnsure.com,  Inc.,  8205  South  Cass  Avenue,  Suite  102, 
Darien,  Illinois.  CA  agent  #0A1 3858,  LA  agent  #200696,  MA  agent  #3335091 59.  In  California,  lnsure.com,  Inc.  dba  lnsure.com  Insurance  Services  under 
agent  #0827712,  in  LA  as  agent  #205078.  In  Utah,  lnsure.com,  Inc.  dba  lnsure.com  Insurance  Services,  Inc.  under  agent  #90093.  All  rights  reserved. 
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Capital  Available 


We  See  Your  Success 


We  help  our  clients  grow  approximately  15-20%  in  sales 
per  year  and  have  funded  more  than  $1  billion  dollars 
in  transactions  to  firms  like  yours. 

212.755.3636  !  www.capstonetrade.com 


Purchase  Order  Finance  I  Trade  Finance  I  Letters  of  Credit 
Domestic  &  International  Accounts  Receivable  Factoring 


BUSINESSES  FOR  SALE 


International  Intermediary 
has  Middle  Market  Businesses  for  Sale 


GW  EQUITY 

877-213-1792 


www.GWEQUITY.com 


Bank  for  Sale 


Are  You  Looking  For 
The  Next  Big  Thing? 


Our  exclusive  patented  product  has  zero 
competition.  We  need  serious  entrepreneurs 
to  keep  up  with  tremendous  demand  in  this 
billion  dollar  industry.  Being  firat  to  market  you 
can  expect  to  make  a  high  six  figure  income  - 
low  investment,  $1 2,900  usually  recovered  in 
30 days  Call:  1-888-369-1646 


iscover  a  tool  for  Wealth] 
reation  ♦  Protection 


WBC 

800-733-2191 


Looking  for  a  sale  or 
licensing  Agreement  to  a 
■  ■  \    /   ,  Diaper  Manufacturer.  Diaper 
With  Legs  Patent  # 
6.926702, 
Diaper  will  not  leak,  for  young  and  old, 
call  Lisa  Wilkinson.  Inventor 
931-946-2836  or 
373  Spring  St., 
Spencer.  TN  38585 


Investment  Opportunity 


AC  QUISITION  MERGER 

IBC  Holds  Free  and  Clear  826  Acres 
Ocean  Front  W/Casino  Dev.  Concept. 
Puerto  Rico,  USA  MAI  Appraised 
S450M  2003.  Seeks  Acquisition 
Merger  W/Public  Company  Listed  On 
Major  Stock  Exchange.  Will  Accept 
Mostly  Stock  Payment.  301-785-4661 


Private  Holding  for  Sale  by  Owner 

For  Sale:  7%  minority  ownership  in 
expanding  private  company  with  fifty 
million  USD  in  sales,  located  in 
Wisconsin.  Owner  entertaining  offers. 
Information  package  provided  by  E-mail 
upon  request.  E-mail  inquiries  to: 
jamesdrilling@mail.com 


Luxury  Real  Estat 


AUCTION 


Tuesday,  March  27 -2PM 


LITTLE  GASPARILLA  ISLAND,  FL 

GULF  FRONT! 


•  Private  island  compound 
with  Home  &  Guest  House 

•  3.17  acres  w/200  ft  of  Gulf 
Frontage 

•  3BR  +  Loft  &  2.5  Bath 

•  7,063  sq.ft. ;  4,414  sq.ft.  HVAC 

•  2  Bay-front  boat  slips 
w/  direct  access 

•  Named  one  of  Sail  Magazine's 
"10  Greatest  Places  to  Sail" 


located  near  Sarasota 
&  Ft.  Myers 

Grand  estates 

AUCTION  COMPANY* 

call  for  a  FREE  color  brochure 

1.800.552.8120 

www.GrandEstatesAuction.com 


corporate  office:  704/  529-0026  •  Robert  Kirk  FL  Auctioneer  AU3384  /  Broker  BK31 57296 


nvestor  Alert 


Business  Services 


wwwforbes.com/customerservice 

or  call...800-888-9896 


WHAT'S  HOT? 

Emerging  M kts  at  a  Glance 
Only  $1  a  day 


One  (  lick  for  50  Daily  (  harts 
FAST  -  CONVENIENT  -  ACCl  RATE 


GlobalMarketsReport.com 


dSSfc  Forbes 


Forbes  Stock  Market  Course 


This  easy-to-read  common  sense 
on-line  guide  to  building  wealth 
includes  13  individual  sections 
covering  fundamental  analysis, 
technical  analysis,  reading  financial 
statements,  tax-favored  strategies, 
fixed-income  securities,  derivatives, 

mutual  funds,  hedge  funds,  and 
much  more.  Purchase  the  full  course 
for  only  $99.95,or  buy  individual 
sections  for  only  $9.95. 


Go  to  www.forbesstockmarketcourse.com 
to  place  your  order  today. 


You  can 
charge  your  ad 


BEEN  BURNED 

Dispute?  Owed  Money?  Been  Taken 
Advantage  of  on  an  investment  or 
business  deal?  Ready  to  take  action  and 
be  compensated?  Don't  put  good  money 
after  bad.  No  cost  unless  we  get  results! 

Client  First  LLC 
509-966-0359  FAX:  509-966-0482 


Forbes 

Business  Classified 

For  Advertising  Information 
and  Rates  Contact: 
Media  Options 
1-800-442-6441 

mediopt@aol.com 
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Humidifier  &  Purifier 

TWo  in  one  — 


Patented  German  engineering.  Worldwide  unique.      p^N0  6  894 
100%  made  in  Germany.  10  year  warranty.  100%  satisfaction. 


These  7  outstanding  benefits  make 
Venta-Airwasher  Europe's  #1 
bestseller  for  Humidifiers  and  Purifiers: 

t.  No  filterpads,  no  wicks,  no  cartridges  needed. 
Hassle  free.  It's  so  simple. 

2.  No  problems  with  white  dust. 

3.  No  ozone  that  might  cause  asthma  problems. 

4.  Extremely  hygienic  and  easy  cleaning.  No  bacteria- 
ridden  filterpads  or  wicks. 

5.  Easy,  problem-free  maintenance;  robust  and  durable 
construction. 

6.  Invisible  humidification  by  cold  evaporation, 
recognized  as  the  best  possible  technique. 

7.  Pure  water  evaporates  whereas  impurities,  stale 
tobacco  smoke  and  odors  are  trapped  in  the  water. 

BED  BATH  &  ACE  Rrcf- 

BEYONP     Hardware      '  *^>l 

HARDWARE  *  HANK  JhuZl/oSue. 


Red  dot  design 
award  winner  2003 


The  "Wunderding" 
so  simple  -  so  efficient 

Perfected  with  the  newest  cold 
water  evaporation  technology. 

Venta-Airwasher  LLC,  1360  Hamilton  Parkway,  Itasca,  ll_  60143 
phone:  (630)  285-1 188  ■  fax:  (630)  285-1 187 


30  Day  Money  Back  Guarantee. 

If  there  is  no  retailer  close  to  you,  try  the  Airwasher 
in  your  home.  If  you  are  not  fully  satisfied  within 
30  days,  we  will  pick  up  the  Airwasher  from  your 
home  and  refund  your  money.  Free  shipping 
anywhere  in  the  US.  Please  ask  for  a  free  brochure. 

Many  famous  customers  are  already  enjoying  the  benefits  of 
the  Venta-Airwasher:  e.  g.  Porsche.  British  Airways,  adidas, 
Sony  Europe,  Nestle.  McDonalds.  Audi  AG,  The  New  Yorker, 
Volvo  North-America,  Wells  Fargo.  Carnegie  Hall  (40  units). 


Available  at  selected  retail  stores. 
Please  call  for  a  complete  list  of  retailers. 


Call  today  toll  free:  1-888-333-8218 

www.venta-airwasher.com 


and  BEST  PRICES! 

(800)  640-7639 

holitlaygroup.com/fm 


^Jut/Art  Wholesale 


Gallart.com 

Buy/Sell  Fine  Art 
305.932.6166 

20633  Biscayne  Blvd.  Aventura,  FL  33180 


Forbes 

Business  Classified 

For  Advertising  Information 
and  Rates  Contact: 
Media  Options 
1 .800-442-644 1 

mediopt@aol.com 
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$30 

above  gold 


UNSECURED  LOANS 

$5,000  to  $150,000  pre-approved 
same  day  nationwide.  No  collateral 
required.  Any  personal  or  business 
purpose.  Simple  application  process. 
Startups  welcome, 
www.AmOne.com/forbes 

1-800-458-7695 


You  can 
charge  your  ad 


Office  Furniture 


Authorized  Online  Dealer 
HON  Office  Furniture 
FREE  SHIPPING 

No  Hidden  Costs,  Low  Prices 
PlanetOfficeFurniture.com 


Forbes 


www.forbes.com/customerservice 

or  call.. .800-888-9896 


OVER  2,000 

ONE  OUNCE  GOLD  COINS 
IN  UNCIRCULATED  CONDITION 
NOW  AVAILABLE 


Liberty  Head  Gold  Double  Eagles  1877-1907  are  the  largest 

gold  coins  produced  for  circulation  by  the  US.  mint 
These  coins  are  rich  in  history  and  artistic  beauty  and  offer 
both  enjoyment  and  investment  opportunity. 

Don 't  Miss  This  Opportunity.  Order  Now! 

Gold  was  up  23%  in  2006  and  has  doubled  over  the  last  5  years. 
Now  you  can  get  involved  from  only  $30  above 
the  price  of  gold  Your  satisfaction  is  assured  with  our 
30-day  money  back  guarantee 


m 


"1-800-301-3868 

Westminster  Mint 
1660  Hwy.  100  •  Suite  429  •  Minneapolis,  MN  5S416 


 THOUGHTS  

On  the  Business  of  Life 

he  explosion  in  popularity  and  hence  prices  of  American— particularly  western— art  and  artists 
dead  and  alive  can  unhyperholicaUy  be  termed  phenomenal.  Nothing  equals,  though,  our  lusty 
grabbing-up  of  all  cowboy  art  and  artifacts.  The  rare  and  really  good  paintings,  from  the  works 
of  dead  Remington  and  Russell  to  living  James  Bama,  are  worth  far  more  than  the  gold  nuggets  so  many  went 
West  and  broke  their  picks  and  backs  to  seek.  —MALCOLM  S.  FORBES  ( 1 98 1 ) 


Pointing  is  easy  when  you  don't  know  how, 
but  very  difficult  when  you  do. 

—EDGAR  DEGAS 


Only  work  which  is  the  product  of  inner 
compulsion  can  have  spiritual  meaning. 

—WALTER  GROPIUS 


If  the  artist  sees  nothing  within  him, 
then  he  should  also  refrain  from  painting 
what  he  sees  before  him. 

—CASPAR  DAVID  FRIEDRICH 


When  an  artist  reasons,  it's  because 
he  no  longer  understands  anything. 

—ANDRE  DERAIN 


When  one  is  painting  one  does  not  think. 

—RAPHAEL 


There  are  three  kinds  of  people  in  the 
world:  those  who  can't  stand  Picasso,  those 
who  can't  stand  Raphael,  and  those  who've 
never  heard  of  either  of  them. 

—JOHN  WHITE 


J  try  to  apply  colors  like  words  that  shape 
poems,  like  notes  that  shape  music. 

— IOAN  MIRO 


One  is  never  tired  of  painting,  because 
you  have  to  set  down,  not  what  you 
already  knew,  but  what  you  have  just 
discovered. 

—WILLIAM  HAZLITT 


All  art  worthy  of  the  name  is  religious. 
Be  it  a  creation  of  lines  and  colors, 
if  it  is  not  religious,  it  does  not  exist. 
If  it  is  not  religious,  it  is  only  a  matter 
of  documentary  art,  anecdotal  art, 
which  is  no  longer  art. 

—HENRI  MATISSE 


My  only  objective  is  to  paint  a  Christ 
so  moving  that  those  who  see  him  will 
be  converted. 

-GEORGES  ROUAULT 


My  fan  mail  is  enormous.  Everyone  is 
under  6. 

— ALEXANDER  CALDER 


Painting  is  a  jeu  d'esprit. 


-PABLO  PICASSO 


/  don't  very  much  enjoy  looking  at 
paintings  in  general.  I  know  too  much 
about  them.  I  take  them  apart. 

—GEORGIA  O'KEEFFE 


To  me,  a  painter,  if  not  the  most  useful, 
is  the  least  harmful  member  of  our 
society. 

—MAN  RAY 


The  moment  you  cheat  for  the 
sake  of  beauty,  you  know  you're 
an  artist. 

—DAVID  HOCKNEY 


Painting  is  the  effort  to  produce  order; 
order  in  yourself.  There  is  much  chaos 
in  me,  much  chaos  in  our  time. 

—OTTO  DIX 


A  painting  in  a  museum  hears  more 
ridiculous  opinions  than  anything  else 
in  the  world. 

— EDMOND  DE  GONCOURT 


A  Text ...  

And  let  the  beauty  of  the  Lord  our 
God  be  upon  us:  and  establish  thou 
the  work  of  our  hands  upon  us. 

—PSALMS  90:17 


Sent  in  by  Marilyn  MacGowan,  Newport  Beach,  Calif. 
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ONF-TO-ONF 


Xerox  Global  Services  help  companies  reach  their 
customers  with  personalized  targeted  messages  that  improve 
response  rates  and  boost  customer  loyalty. 
There's  a  new  way  to  look  at  it. 


ro  build  business  you  need  to  reach  customers  on  a 
tne-to-one  basis.  Xerox  Global  Services  offers  professional 
md  document  outsourcing  services  to  help  you  customize 
our  customer  communications.  Our  Document  Advisors 
rill  show  you  how  to  create  high-impact,  personalized 
nessages  from  conception  through  production.  Because 


we  have  years  of  experience  creating  digital  documents, 
our  methods  are  proven  to  drive  greater  customer 
response,  help  build  your  brand  and  be  more  cost 
effective.  Results?  Higher  customer  loyalty  and  business 
performance  you  can  measure.  To  see  how  we  can  improve 
your  business  one  customer  at  a  time,  visit  our  website. 


XEROX 


erox.com/one-to-one 

8C0-ASK  XEROX 


Technology  |  Document  Management  j  Consulting  Services 


XEROX  CORPORATION  All  rights  reserved  XEROX"  and  There's  a  new  way  to  look  at  it'  are  trademarks  ot  XEROX  CORPORATION  in  the  United  States  and/or  other  countries 


D  □  (□□□ 


IHIItlUHifiy 

•  Group  all  your  packages  as  one. 

•  Breeze  through  customs. 

•  Bypass  distribution  centers. 

And  use  your  supply  chain  to  your 
competitive  advantage.  With  UPS 
Trade  Direct"'  importing  is  simple. 


find  OU+  tflOY* 


WHAT  CAN  BROWN  DO  FOR  YOU?* 


07 


Burlingame 


"osta  Rica's 
iottest  Spa 

Vine:  Old 
^ge  Isn't 
Everything 

Bermuda's 
fewest 
'layground 

•otheby's 
ten  With 
'he  Gavel 

^  Sports 
tadium  For 
'he  Future? 


_  07388493  1 


SPRING  FASHION  &  DESIGN 

temationa 


FEB  2  7  2C07 


Cotton  poplin  shirt 
"Twillpop"  silk  tie. 
Cotton  polo. 
"Twillpop"  silk  scarf. 

1  800-441  4488 
Hermes.com 


-4%  - 


More  power  to  you. 


Introducing  the  all-new  BMW  X5.  With  260  horsepower,  this  second-generation  Sports  Activity  Vehicle®  will  gladly 
introduce  your  back  to  the  lustrous  leather  seats  —  including  those  in  the  optional  third  row.  And  while  it  has  the  power 
to  comfortably  carry  seven  passengers,  it  caters  to  each  individually.  A  four-zone  climate  control  system  ensures 
contentedness  all  around.  As  does  the  remarkable  12-speaker  CD  audio  system  with  iPod  and  MP3  player  connectivity. 


Or  if  your  passengers  prefer,  they  can  watch  DVDs  on  the  optional  rear-seat  entertainment  system.  And  with  a  cargo 
floor  four  inches  longer  than  its  predecessor  and  seats  that  fold  flat,  the  new  X5  offers  cavernous  storage.  The  powerfully 
pleasing  all-new  BMW  X5:  we've  expanded  on  a  great  idea. 


new  york 
san  francisco 
Chicago 


footwear 
accessories 
leather  goods 
luggage 
sportswear 
outerwear 


www.johnstonmurphy.com  800.445.8218 


JOHNSTON &MURPHY 


Take  off  your  shoes  and  come  outside. 
Life  just  feels  better  on  Trex? 

We  designed  Trex  decking  and  railing  to  fit  perfectly  in  your 
backyard.  And  your  lifestyle.  Nothing  else  even  comes  close. 

=^_=_      GOODBYE  WOOD  HASSLES.  — — — = 

Trex  will  never  rot  or  warp.  And  you'll  never  have  to  sand  or 
stain  Trex.  We've  taken  the  rich  beauty  of  wood  and  left  behind 
the  splinters.  You  won't  miss  them  and  neither  will  your  bare  feet 

—      WHY  SETTLE  FOR  ANYTHING  LESS?      — — 

There  are  many  imitators.  But  there's  only  one  Trex.  We  specially 
designed  Trex  to  deliver  a  natural  look  and  comfortable  feel  that 
no  composite  product  can  match.  All  with  the  widest  range 
of  distinctive  colors,  textures  and  styles  to  choose  from.  And 
remember:  nothing  completes  a  Trex  deck  like  Trex  railing. 


DECKING  RAILING 


—     A  BETTER  LIFETIME  VALUE.  — — — 

Trex  also  has  the  longest  record  of  proven  performance. 
Because  it  requires  so  little  maintenance.  Trex  makes  for  a 
better  value  over  the  life  of  your  deck  purchase.  We're  so 
confident  in  the  durable  beauty  of  Trex,  we've  backed 
it  with  our  25-Year  Limited  Warranty.  So  come  out  back  and 
make  yourself  comfortable  on  Trex.  That's  what  we're  here  for. 


How  outdoor  living  should  teeF 

For  plenty  of  great  design  ideas  and  style  options, 
visit  www.trex.com  today.  Or  call  1-800-BUY-TREX,  ext.  393. 


With  proper  -care, 
delight  will  grow 
in  any  climate. 


Four  Seasons 

When  life  feels  perfect. 


V  I  s  I 


Contact  your  travel  consultant, 
www.fourseasons.com  or  in  the  u.s.  call  1-866-823-2539. 


J  ran  up  to  him  and 
said  I  had  this  design  for 
a  new  basketball  arena 
for  the  Gators.  I  was 
holding  the  model  in  my 
hands  and  sweating 
bullets.  He  looked  at  me 
the  way  Foghorn  Leghorn 
looks  at  that  annoying 
little  chicken  hawk 
in  the  cartoon; 
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98  The  Whites  of  Spring 

This  season's  fashion  has  a  light  touch. 

By  Mark  Grischke.  Photographs  by  Michael  Stratton 

108  A  Room  of  Our  Own 

Our  house  is  your  house.  Welcome  to  L.A.  and  the  new  ForbesLife 
Penthouse  at  the  Beverly  Wilshire. 
By  Finn-Olaf  Jones 

112  Mister  Pollock's  Dream  Stadium 

Forty  years  ago,  a  young  architect  designed  the  perfect  sports 
stadium.  Today,  he's  still  waiting  for  someone  to  build  it. 
By  Jeff  Turrentine 

116  Rescuing  Da  Vinci 

Robert  Edsel  tells  the  little-known  story  of  a  World  War  II 
detachment  tasked  with  recovering  art  stolen  by  the  Nazis,  a  cultural 
salvage  operation  of  historic  proportions. 
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53  Golf 

Toting  a  bag  of  hickory  clubs,  a  Yank  duffer  takes  on  Scotland's 
links  less  traveled. 
By  Todd  Pitock 

59  Style  &  Design 

The  best  antique  homes  are  barn  and  raised  in  New  Jersey. 
By  Taylor  Antrim 

63  Real  Escapes 

Tucker's  Point  Club  offers  more  Bermuda  for  your  buck. 
By  Taylor  Antrim 

69  Spas 

A  spa  rookie  gives  inner  peace  a  chance  at  Costa  Rica's 
Rancho  Pacifico. 
By  Charles  Gaines 

73  In  Idle  Moments 

One  man's  obsession  with  brewing  the  not-so-average  cup  of  joe. 
By  David  Hochman 

79  Wine  &  Spirits 

Reading  wine's  cloudy  crystal  ball  is  the  collector's  toughest  trick. 
By  Richard  Nalley 


Usual  Suspects 

20    FROM  THE  EDITOR'S  DESK  | 

The  suite  life. 

24    THE  EYE  |  Bottled  history,  prime 
pewter,  bookend  beauties, 
pro-league  plasma,  fur  teddies, 
a  custom  carpenter,  cognac  for  kings 
and  Ali's  classic  kicks. 

37   TRAVEL  |  Just  the  ticket. 
Edited  by  Richard  Nalley 

120    MIXED  MEDIA  |  Elvis  Perkins's  dream 
songs,  highlights  from  domus,  the 
new  Bond  does  Waugh  and  a  workout 
for  your  brain. 
Edited  by  Thomas  Jackson 

124    ASKED  &  ANSWERED  |  From  the 

auctioneer's  stand  to  the  church  pulpit 
and  back  again:  Sotheby's  gavel  man, 
Hugh  Hildesley,  describes  his  journey. 


83  Boats 

The  Italo-Finnish  Swan,  the  ice-land  cometh  and  life's  a  hammock. 
By  Bernadette  Bernon 

97  Passions 

Treasures  from  the  Van  Cleef  8c  Arpels  vault. 
By  Mark  Grischke 


OVER  Trish  Goff  (IMG  Models)  and  Wade  Ponlc  (Major  Models)  photographed  by  Michael 
Stratton,  Kis  cotton-and-linen  jacket,  $1,195,  silk  sweater,  $495,  and  wool  pants,  $595,  by  Burberry 
Prorsum,  www.burberry.com.  Cotton  shirt,  $395,  by  Belvest,  www.belvest.com.  Shoes,  $395,  by 
Salvatore  Ferragamo,  (212)  759-3822,  www.ferragamo.com.  Horn  frames,  $895,  by  Robert  Marc, 
(212)  675-5200,  www.robertmarc.com.  Her  linen  dress  with  silver  trim,  $4,140,  by  Burberry 
Prorsum,  at  Jeffrey.  New  York.  Shoes,  $595,  by  Manolo  Blahnik,  at  Neiman  Marcus,  (800)  937-9146. 
Watch,  $2,500,  by  TAG  Heuer,  (866)  260-0460.  www.tagheuer.com.  Leather  "Tulip"  chair,  $4,125. 
by  Jeffrey  Bernett  for  B&B  Italia,  (800)  872-1697,  www.bebitalia.com.  Hair  by  Luis  Guillermo  for 
Aartist  Loft  using  Bumble  and  bumble.  Makeup  by  Tern  Apanasewicz  for  cloutieragency.com.  Nails 
by  Bethany  Newell  using  lippmann  collection.  Props  by  Louis  Asaro.  Styled  by  Mark  Grischke. 
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into  high-end  real  estate,  luxury 
vehicles,  indulgent  travel  and  the 
best  in  fashion,  health,  wine  and 
food.  Our  videos  take  you  behind  the 
scenes  at  Fashion  Week  and  inside 
the  most  impressive  homes  in 
the  world.  Keep  up  to  date  with  our 
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to  weather  to  your  favorite  Forbes 
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REAL  ESTATE 

What  $1  Million  Buys  In 
Homes  Around  the  World 


From  San  Francisco  to  Sydney,  find 
out  how  much — or  little — property 
your  dollar  will  snag. 

WINE  AND  FOOD 

Napa's  Family  Winemakers 

Head  to  the  region's  smaller 
vineyards  for  an  intimate  tasting  trip. 

HEALTH 

Quick  Fixes  For 
Sporting  Slipups 

From  snowboard ing  wipeouts  to 
mogul  falls,  simple  steps  to  get  you 
back  on  your  feet. 


VEHICLES 

Coolest  High-Tech  Cars 

Cars  that  drive  themselves,  park  themselves 

and  run  on  hydrogen.  This  year's  newest  autos  are 

bursting  with  cutting-edge  technology. 


TRAVEL 
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World  Safaris 

Ever  fancied  meeting  a 
roadrunner,  angelfish  or 
boa  constrictor?  We  tell  you 
the  best  places  for  each. 


STYLE 

Stealth  Wealth 

How  to  say  "billionaire"  without 
uttering  a  word. 


Forbes  Video  Network 

www.forbes.com/video 

Bonus  Boating 
These  yachts  are  one  way 
to  spend  a  Wall  Street  bonus. 
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Taking  luxury  car  technology 
to  the  next  level. 
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Krug's  premier  new  dining 
destination. 
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fpi  Internet  browsing,  email  ?nd  intranet  access. 

SATO  99  Monthly  access  with  new  2-yr 
J2r         activation  and  qualifying  voice  plan. 


ino  pi  witRiiviiy  with  you  on 
erica's  most  reliable  wireless  broadband  network. 

With  a  Broad  band  Access  card  from  Verizon  Wireless  in  your  notebook 
you  can  access  email,  downloads  and  the  Internet  at  broadband 
speed  so  you  can  work  on  the  go.  Simple.  Secure.  Fast. 

verizonwireless.com/bba  or  call  our  business  reps  at  1.800.VZW.4  BIZ 

(899.4249) 
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THERE  HAVE  BEEN  MILESTONES  IN  THE  16  YEARS  OFTHIS  MAGAZINE'S 
life  span.  In  1991,  we  announced  that  the  Soviet  government  was  going  to  auction 
off  the  embalmed  corpse  of  Lenin.  In  1995,  we  were  credited  with  forcing  NATO's 
intervention  during  the  Balkan  crisis.  In  1998,  our  president,  Robert  L.  Forbes,  was 
made  honorary  headman  of  the  Five  Nations.  A  year  later,  our  executive  editor, 
Patrick  Cooke,  published  his  best-selling  memoir  of  working  for  me,  entitled  A 
Season  in  Hell.  In  1999,  our  forceful  editorials  against  the  practice  of  human  sacri- 
fice during  Super  Bowl  half-times  brought  about  an  end  to  those  barbaric — and 
worse,  boring — spectacles.  Now,  in  2007,  we  are  proud  to  announce  the  opening  of 
the  ForbesLife  Penthouse  at  the  fabled  Beverly  Wilshire  in  Los  Angeles. 

It's  not  every  day  that  a  famous  hotel  names  a  suite  after  you.  We're  kind  of 
giddy,  to  be  honest.  Finn-Olaf  Jones,  one  of  our  favorite  writers,  describes  it  all 
starting  on  page  108.  But  the  gist  is  that  it  was  part  of  the  venerable  Beverly 
Wilshire  s  recent  $35-million  renovation.  As  Finn-Olaf  writes,  the  4,000-square- 
foot  space  is  "the  ultimate  set  for  A-ksters."  Don't  take  our  word  for  it — Prince  and 
Jamie  Foxx  have  booked  parties  in  it  already. 

The  space  occupied  by  the  ForbesLife  Penthouse — I  just  love  saying  that — 
was  at  one  time  home  to  a  lady  named  Caroline  Ahmanson.  She  was,  Finn-Olaf 
informs  us,  one  of  California's  grandest  hostesses  and  a  close  advisor  to  Richard 
Nixon  and  Ronald  Reagan,  and  was  one  of  the  first  women  to  chair  a  Federal 
Reserve  Bank. 

"We'd  like  to  think,"  Finn-Olaf  notes,  "that  quite  a  few  of  our  readers — and, 
at  least  in  Nixon's  case,  contributors — graced  the  suite  before  it  was  named  after 
this  magazine." 

We  couldn't  have  put  it  any  better  ourselves. 

See  you  next  month,  at  the  opening  of  the  Christopher  Buckley  Rumpus  Room 
at  the  Waldorf-Astoria. 
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Eraienegildo  Zegna 


iRFAT  MINI1S  THINK  Al  IK  I 


V-WW.BRE  ITUING.COM 


auk 


ERFORM  ANCE.   PRESTIGE.  A   PASSION    FOR  INNOVATION 


For  over  a  century,  BREITLINC  has  shared  aviation's  finest  hours. 
Our  vocation  is  to  build  ultra-precise  and  ultra-reliable  wrist 
instruments  for  the  most  demanding  professionals,  such  as  the 
famous  Gironomat,  which  has  become  the  reference  among 
selfwinding  chronographs;  Our  watches,  meet  the 
highest  standards  of  sturdiness  and  functionality, 
and  we  submit  all  our  movements  to  the 
merciless  scrutiny  of  the  Swiss  Official 
Chronometer  Testing  Institute.  One 
simply  does  not  become  an 
aviation  supplier  by  chance. 

For  an  authorized  Breitling  dealer, 
please  call  800  641  7343 


CHRONOMAT 
EVOLUTION 


SHAPING  THE  PAST 


THOMAS  J.  MACDONALD  BECAME  A  FINE-FURNITURE  MAKER  BY  ACCI DENT— LITERALLY.  A  UNION  CARPENTER  FOR 

17  years,  he  separated  his  shoulder  in  1997  while  laboring  on  Boston's  Big  Dig.  Unable  to  work  during  his  convalescence,  he  applied 
to  the  city's  prestigious  North  Bennet  Street  School,  which  has  been  training  craftspeople  since  1885.  Favored  by  Home  Again's 
Bob  Vila.  MacDonald's  ,  such  as  a  Hepplewhite  sideboard  (above)  that  sold  for  $50,000,  have  garnered 

numerous  accolades.  Now  that  he's  found  his  groove,  MacDonald's  interested  in  exploring  other  styles.  "I  need  to  do  some  carving  and 
shaping,  so  I'm  goi-  ?me  Chippendale  stuff  next,"  says  the  Canton,  MA,  furniture  maker.  MacDonald  accepts  commissions 

in  ali  styles,  and  will    irk  with     i-nts  to  create  pieces  that  remain  true  to  the  era  that  inspired  them,  www.thomasjmacdonald.com. 
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•••Float  Like 
A  Butterfly 

ADIDAS  ORIGINALS  PAYS  HOMAGE  TO  ONE  OF 
boxing's  living  legends  with  the  Ali  collection  of  clothing 
and  footwear.  Based  on  classics  worn  by  Muhammad  Ali, 
his  trainers  and  fans  throughout  the  '60s  and  70s, 
these  iconic  kicks  recall  the  days  when  a  new  pair  of 
sneakers  helped  you  run  a  little  faster,  jump  a  little  higher 
and  just  feel  good  to  be  alive.  Ali  Classic  II,  $80, 
by  Adidas,  at  Adidas  Originals  stores,  www.adidas.com. 


Pewter 
Pepper  to 
Bishop's 
Four 


fred  Danforth  can  trace 
his  pewtering  roots  back 
to  pioneer  New  England 
pewter-man  Thomas 
Danforth  in  the  18th 
century.  Reconnecting  with  the 
family  tradition,  Middlebury, 
Vermont-based  Danforth 
Pewter  turns  out  satin-finished, 
handcrafted  gems  like  these 
"chess  piece"  salt  and 
pepper  mills,  which  include 
cutlery-grade  stainless-steel 
grinders  on  the  inside 
and  handsome  walnut  (the  rook 
and  bishop)  and  cherry  (the 
queen)  turning  knobs.  $175 
each,  www.danforthpewter.com. 
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Orange  Crush 

Wearing  a  well-cut  polo  shirt  is  a  reliable  way  to  p'revent  casual 
from  sliding  into  sloppy.  Add  the  freshness  of  orange-sherbet 
cotton  pique — sunny  enough  to  chase  away  winter,  cool 
enough  for  a  hot  day — and  you've  got  it  made  in  the  shade.  $195,  by 
Gianluca  Isaia.  (212)  245-3733.  Available  at  Stanley  Korshak, 
Dallas;  Mario's,  Portland  and  Seattle;  and  Andrisen  Morton,  Denver. 


 w 

Higher  Education 

THE  LIBRARY  BAR  AT  LONDON'S  LANESBOROUGH  HOTEL 
knows  how  to  put  fun  into  classwork.  The  bar  houses  what 
it  calls  its  "Liquid  History"  collection,  a  treasure  vault  of  some 
of  the  world's  oldest  and  rarest  cognacs,  ports,  whiskies  and 
Armagnacs.  It  also  shelves  some  of  the  best  vintage  cigars. 
Order  a  1914  Maxim's  Reserve  ($300),  for  example,  and 
the  menu  will  explain  major  ever.    .  "  Hiat  year,  such  as 
the  outbreak  of  the  Great  War.  Mai.        ie  Lanesborough's 
cigars  are  prerevolution  Cubans,  inc         its  highly 
prized  Trinidad  Diplomatics,  which  v         ,  ?d  for  Fidel. 
Highly  priced,  too,  at  $1,000  per.  wv>         <  wrough.com. 
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The  House 
Of  Richards 


FOR  TWO  DECADES,  BATH,  U.K. -BASED 
craftsman  Timothy  Richards  has  been  creating 
jaw-dropping  architectural  models  and  bookends 
in  the  old  tradition.  There's  no  resin  or  plastic 
used  here.  Richards  prefers  working  with  classic 
materials — plaster,  lead,  white  metals,  glass, 
gold — to  make  his  stunning  re-creations  of 
Harvard's  Dexter  Gate,  10  Downing  Street,  even 
the  Mozart  Opera  House  in  Prague.  He  captures 
every  detail — from  intricate  Latin  inscriptions 
on  the  Tempietto  to  light  penetrating  the  windows 
of  Ellis  Island.  They  may  be  just  a  foot  high, 
but  these  models  are  grand  enough  for  royalty: 
The  Queen  of  England  owns  two.  $120-$16,700. 
Shown:  Somerset  House  1786,  $300.  011- 
44-1225-31 1499,  www.timothyrichards.com. 
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MARQUIS  JET 
274  6391  5381 

JOHN  7  UMEftS 

03/07  THRU  OJ/08  01 

oci.rsiprfK  200 


Its  not  just  a  card.  It  s  a  choice 


GULFSTREAM  200 


A  choice  to  visit  three  cities  in  one  day. 


A  choice  to  he  h 


ome  in 


time  for  cake 


A  ch 


oice  to  do  more.  And 


miss  less 


Marquis  Jet  Cards"  Owners  enjoy  the  uncompromising  quality, 
'^V^  '     consistency  and  safety  of  Netjets' ,  2$  hours  at  a  time. 

«  The  best  fleet,  pilots  and  service  in  the  world.  Make  the  choice 
to  accomplish  more.  Call  today  1.866.538.3201  or  visit  Marquisjet.com. 


All  program  flights  operated  by  NetJets"  companies  under  their  respective  FAR  Part  135  Air  Carrier  Certificates. 
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[TOO  BEAUTIFUL 
TO  DRINK 

REMY  MARTIN'S  LOUIS  XIII  COGNAC— AGED 
40  to  100  years — is  unique  enough  in  itself. 
Add  Baccarat's  handblown  decanter  (modeled 
after  a  16th-century  canteen  but  rendered  in 
smoky  glass  that  looks  opaque  or  translucent, 
depending  on  the  light),  and  you've  got 
a  collector's  item — dubbed  Louis  XIII 

Black  Pearl — that  will  have  fans 
^  in  a  frenzy.  A  mere  786  bottles 

are  available  worldwide; 
ll     log  on  to  the  company's  website, 
www.louisxiiiblackpearl.com, 
to  register  your  interest.  A  "brand 
ambassador"  will  contact  you 
in  March,  telling  you  where  to  pick  up 
a  decanter  of  the  stuff— at  $8,000  a  bottle. 


Backyard  Carnival 


IF  YOU  GRAB  FOR  THE  GOLDEN  RING  IN 
your  daily  life  but  still  wish  you'd  snagged  the 
one  at  the  state  fair  when  you  were  a  lad,  Kiddie 
Rides  USA  can  make  your  dreams  come  true.  The 
Denver-based  company  refurbishes,  customizes 
and  otherwise  retrofits  all  manner  of  vintage 
amusement  park  rides,  like  the  carousel  horse  it 
painted  to  match  a  child's  bedroom  colors  for 
ABC's  Extreme  Makeover:  Home  Edition  show,  or 
the  toy  vehicle  it  converted  into  a  garbage  truck 
for  the  lobby  of  a  waste  removal  company.  It  ain't 
all  fun  and  games  in  life,  but  a  fully  operational 
Ghostbusters  ride  in  the  backyard  couldn't  hurt. 
(800)  448-6888,  www.kiddieridesusa.com. 


Animal 
Magnetism 

Oxfordshire  sculptor 
Hamish  Mackie, 
33,  has  a  way  with 
animals — and  also  with 
fossils,  benches 
and  the  occasional  human 
being.  Working  in  bronze  and 
silver  with  the  lost-wax  method 
Mackie  evokes  the  menacing 
vitality  of,  say,  a  bounding 
leopard,  or  a  turtle's  clunky 
dignity.  The  piece  pictured  here 
"Fossil  Hybrid"  (about 
$15,300,  in  a  signed  edition 
of  12),  is  a  natural  form  with 
the  spiritual  uplift  of  an  angel's 
wing,  a  garden  ornament 
so  refined  you  may  consider 
relocating  the  ceramic  gnomes. 
www.  hamishmackie.  com. 
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The  Patravi  Tonneaugraph  in  stainless  steel  with  chronograph,  big  date  and  power 
reserve  display  is  a  perfect  example  of  Carl  F.  Bucherer's  unique  philosophy.  As  an 
independent  family  business  in  Lucerne,  Switzerland  since  1919,  our  attention  to 
fine  detail  and  passion  for  perfection  have  never  changed. 

www.carl-f-bucherer.com       infoffflcfbnorthamerica.com       800  395  4306 


Carl  F.  Bucherer 

FOR  PEOPLE  WHO  DO  NOT  GO  WITH  THE  TIMES. 


57  EAST  OAK  STREET  CHICAGO   ILLINOIS  6061 1 
312.944.6888  800.228.9436 


Because  the  shortest  distance  between  two  points  is  a  good  night's  sleep. 


The  best  service  anticipates  your  needs.  And  we  understand  you  need  to  arrive  refreshed  and  ready  wherev( 
business  takes  you.  That's  why  we  offer  the  most  flat  beds  worldwide.  So  whether  you're  flying  to  Londoi 
Hong  Kong,  Dubai,  or  any  other  of  our  150  destinations,  we  think  you'll  find  our  business  class  like  no  othe 


Business  class  is  different  on  BRITISH  AIRWAYS 
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Three- 
Point  Shot 


f  1967's  film  The  Graduate 
were  being  remade 
today,  Dustin  Hoffman's 
character,  Benjamin, 
might  be  given  a  different 
word  of  advice  from  "plastics." 
It  would  be  "diesels." 

As  anyone  who  has  traveled 
to  Europe  lately  and  driven  a 
diesel-powered  car  will  tell 
you,  Americans  have  been 
missing  out  on  mileage 
miracles.  Modern  diesels  don't 
clatter  and  stink  the  way 
they  used  to.  Today  they  are 
fun  to  drive  and  very  stingy  with 
pricey  European  fuel.  Now, 
thanks  to  emissions-control 
innovations  and  ultralow 
sulfur  fuel  being  mandated  in 
the  U.S.,  the  Euro-diesels  are 
coming  to  America. 

Mercedes-Benz  is  out  front 
with  its  new  E320  Bli  ec. 
The  3.0-liter,  turbocharged  V6 
engine  generates  a  seemingly 
modest  208  hp,  but  a 
whopping  388  Ib./ft.  of  torque 
at  1,600  rpm,  which  means 
the  smaller  engine  has  the 
thrust  of  a  V8  off  the  line  but 
without  a  V8's  appetite 
for  fuel.  A  slick  new  seven- 
speed  automatic  transmission 
seamlessly  matches  the 


engine's  power  to  the  right 
gear  for  smooth,  quiet 
acceleration. 

On  a  recent  3,000-mile 
journey  around  Texas,  we 
averaged  more  than  29  mpg 
overall  and  hit  130  mph  on 
the  speedometer.  The  E320  is 
supremely  comfortable,  with 
handling  and  ride  quality  that 
make  the  700-mile  range 
in  this  car  a  pleasure  (though 
your  bladder  might  disagree). 

One  downer:  The  current 
Bluetec  system  doesn't 
meet  the  more  stringent 
emissions  standards  in 
California,  New  York,  Maine, 
Massachusetts  and  Vermont, 
so  it  can't  be  sold  in  those 
states — yet.  That  situation 
will  be  resolved  in  a  couple 
of  years,  when  additional 
exhaust  treatment  technology 
becomes  available.  Other  car 
manufacturers  say  they  will 
adopt  this  technology  as  well, 
so  consumers  will  have  several 
choices  of  high-mileage, 
high-power  cars  that  promise 
to  outperform  today's  hybrids. 

The  Mercedes  E320 
Bluetec  has  a  base  price  of 
$52,325,  including 
destination,  www.mbusa.com. 


TIME  IN  A  BOTTLE 


IN  THE  COURSE  OF  COCO  CHANEL'S  EXTRAORDINARY 
life  and  career,  she  borrowed  some  of  her  favorite  clothes, 
and  best  ideas,  from  the  wardrobes  of  various  boyfriends 
(including  a  French  cavalry  officer,  a  British  polo  player 
and  a  Russian  duke).  So  it's  fitting  that  Jacques  Polge 
(the  "nose"  of  Chanel)  includes  a  few  unisex  offerings  in 
his  latest  collection  of  fragrances,  Les  Exclusifs  de  Chanel. 
Bel  Respiro  and  Eau  de  Cologne,  two  new  scents, 
are  fresh  and  floral.  Cuir  de  Russie  (Russian  Leather) 
smells  of  tobacco,  smoke  and  well-worn  leather. 
200  ml,  $175;  Eau  de  Cologne  also  in  400  ml,  $300. 
At  Chanel  boutiques,  and  Bergdorf  Goodman,  New  York. 
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A  Bear  with  Flair 


Lookin' 
Dope 


NOT  LONG  AGO,  COZYING  UP  WITH  A  MINK  STOLE  MEANT  BEING 
smothered  by  Great-Aunt  Thelma's  embrace.  Now  there's  a  new 
kind  of  bear  hug,  thanks  to  Bella  Bear.  The  Illinois-based  company 
transforms  old  fox,  seal,  sheared  beaver  or  mink  fur  coats  into  he  rfoorri 
rs.  Hand-stuffed,  with  individually  sculpted  faces,  each  bear 
is  strikingly  unique.  Great-Aunt  Thelma's  original  monogram  can  even 
be  incorporated  into  the  paw  pad.  Ten-inch  petite,  $99;  16-inch  classic, 
$145;  24-inch  grande,  $199.  (847)  574-2542,  www.bellabearco.com. 


TEAM  CSC'S  SECOND-PLACE  FINISH  IN 
last  year's  Tour  de  France  was  the  kind  of 
modest  success  a  doping  disillusioned 
cycling  fan  could  believe  in.  Smith  Optics's 
new  titanium-reinforced,  feathery-light  V  Ti 

,  designed  for  CSC's  riders  on 
the  '06  Tour,  will  sharpen  your  view  of  the 
road  and  improve  your  performance  the  old- 
fashioned  way.  $180.  www.smithoptics.com. 


THE  BIG  PICTURE 

there  are  two  kinds  of  plasma  TVs. 
There  are  the  box-store  standards  made 
by  the  likes  of  Sony,  Panasonic  and 
Samsung.  Then  there  are  the  ones  you 
can  only  find  at  top-end  specialty  stores 
such  as  Harvey  Home  Entertainment.  The 
65-inch  Fujitsu  Avt      plasma  falls  squarely 
into  the  latter  category,  its  high  price  matched 
only  by  its  exquisite  picture  quality  and 
uncompromised  design.  Equipped  with  the 
company's  AVM  III  processor,  it  plays  Blu-ray 
or  HD-DVD  in  true  high  def  and  upscales 
standard-definition  content  to  look  almost  as 
good.  $18,000.  www.plasmavision.com. 
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[The  Seven 
(Inch)  Samurai 


JAPAN'S  ABOLITION  OF  THE  SAMURAI  TRADITION 
in  the  mid- 19th  century  had  a  profound  effect  on 
its  toolmakers,  who  had  to  adapt  their  skills 
from  sword-  and  armaments-crafting  to  creating 
farm  and  garden  tools.  A  century  and  a  half 
later,  the  artisans  of  the  Niigata  and 
Tosagata  regions  are  some  of  the  principal 
producers  for  Japan  Woodworker,  which 
has  sold  handmade  tools  from  its  Alameda, 
California,  storefront  for  more  than  30  years.  These 
seven-inch  have  a  cutting  blade 

forge-welded  from  inlaid  high-carbon  "white"  steel, 
and  the  ergonomic  design  means  easier  cutting. 
The  spring-loaded  blades  are  angled  in  relation 
to  the  handles.  $63.  www.japanwoodworker.com. 
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SPLENDOR  IN  THE  GRASS 

most  of  the  time,  ranchers  can  either  make  beef  cattle  happy  (by  feeding 
them  grass,  for  one  thing)  or  beef  eaters  happy  (by  providing  tender 
beef  fattened  on  corn).  Right  in  the  bull's-eye,  as  it  were,  of  both  varieties 
of  joy  is  Alderspring  Ranch  in  the  high  mountains  of  Idaho.  Alderspring  produces 
sensationally  flavorful  dry-aged  steaks  and  roasts — and  quite  possibly  the  finest 
hamburger  meat  you  will  ever  taste — from  its  own  steers,  animals  that  graze 
entirely  on  grass  and  are  never  given  antibiotics,  hormones  or  feed  additives  of  any 
kind.  A  family  operation  run  by  Glenn  and  Caryl  Elzinga,  Alderspring  has  just 
one  drawback:  limited  supply.  After  the  ranch  won — hands-down — a  steak  taste-off 
on  the  website  Slate  last  fall,  orders  backed  up  for  months,  www.alderspring.com. 


Countdown 
To  a  Classic 


UPDATING  A  CLASSIC  MAY  BE 
hard  work  for  some,  but  the  latest 
incarnation  of  IWC's  70-year-old  staple, 
the  pilot's  watch,  makes  it  look 
easy.  The  U.S.  Navy-inspired  Top 
Gun  Pilot's  Double  Chronograph 
features  a  split-seconds  hand  for 
intermediate  timing.  And  the  whopping 
46  mm  black  ceramic  and  titanium 
case  is  sure  to  invite  attention. 
$11, 000-$  13, OOO,  at  www.iwc.com 
and  select  Tourneau  stores. 
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V8  Vantage  --  Natural  beauty,  natural  agility.  Natural  choice. 


ASTON  MARTIN 

Power,  Beauty  and  Soul 


Aston  Martin  North  America,  One  Premier  Place,  Irvine,  CA  92618. 
Telephone  866-NA-ASTON,  Facsimile  949-341-6155.  enquir1@astonmartin.com 
www.astonmartin.com 
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belgian  odyssey  I  young  turks  (&caicos)  I  montan 
bangalore  hangouts  I  hong  kong  luxe  I  d.c.  power 


BELGIUM 


Smooth  sailing: 
morning  on  tti 
Golden  Odyssiy, 


Gent-Oostend  Canal:  I  have  long  thought  that  a  barge  float  in  Europe  would  be  ; 

lumbing  way  to  spend  a  vacation. .  .crawling  in  slo-mo  up  some  scenic  but  crowded  river,  crammed 
vith  people  you  thought  you  liked  when  you  left  home  but  now,  several  days  in,  are  getting  on  your 
But  when  I  began  to  hear  raves  about  a  new  barge  based  in  Belgium,  I  gave  in.  •  The  boat  in  qu< 
he  GOLDEN  ODYSSEY,  a  110-foot  Dutch-built  vessel,  circa  1926,  exquisitely  refitted  in  its  mothe 
our  years  ago.  The  teak  paneling  gleams,  and  the  polished  wood  floors  and  Belouche  and  ( 
:arpets  justify  co-owner  Greg  Birra's  rule  that  only  boat  shoes  or  bare  feet  are  allowed  inside.  Tb 
loors  in  the  three  cabins  (two  doubles,  one  twin)  are  chestnut,  early  18th-century,  likely  from  a  r 
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TURKS  &CAICOS 


PrOVidencialeS:  Here's  a 
debate  for  sun-loving  bon 
vivants:  Grace  Bay  beach  on 
Providenciales  is  either  one  of 
the  loveliest  powder-white 
stretches  of  sand  in  the  Turks 
&  Caicos  or  it's  the  islands' 
answer  to  South  Beach,  an 
overdeveloped,  rapidly 
receding  paradise.  It  is  an 
important  question  for  visitors 
here,  because  up  until  recently, 
the  merits  of  Providenciales 
or  "Provo,"  the  most  visited 
island  in  the  Turks  &  Caicos, 
have  been  tied  to  the  resorts 
(The  Palms,  The  Sands, 
Grace  Bay  Club,  etc.)  rubbing 
shoulders  along  Grace  Bay. 

True  bon  vivants,  of  course, 
bypass  such  taxing  debates 
altogether,  which  became  an 
option  last  spring  thanks  to 
AMANYARA,  the  first  Caribbean 
venture  from  Singapore-based 
Amanresorts.  Far  from  Grace 
Bay's  madding  crowd,  and 
within  a  4,200-acre  nature 
preserve  on  the  northwest 
coast  of  the  island,  Amanyara's 
quasi-Malaysian  village  of 
wooden  guest  pavilions,  native 
vegetation  and  geometric 
reflecting  pools  does  justice 
to  its  hybrid  name.  Aman 
is  Sanskrit  for  "peace."  Yara 
means  "place"  in  the 
indigenous  Arawakan  language 
of  the  West  Indies.  Hence: 
peaceful  place — which  seems 
apt  poolside,  where  talking 
above  a  whisper  feels  like  a 
breach  of  decorum. 

Amanyara  makes  a  point  of 
letting  the  natural  landscape 
intrude — including  100  acres 
of  arid  scrub,  sand  and  ^ 
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abbey  in  Brittany,  and  embellished  with  finely  etched  brass. The  high-backed  dining  chairs  thai 
surround  a  refectory  table  in  the  main  cabin  are  wrapped  in  Flemish  tapestries;  the  chair  at  a 
writing  table  is  Louis  XIV;  one  of  the  paintings  is  by  a  17th-century  Dutch  master. 

The  setting  is  more  luxury  yacht  than  barge,  and  it's  not  accidental.  Birra  is  a  veteran  cap^ 
tain  of  grand  pleasure  yachts.  His  wife,Tracey  McKinstry,  a  refreshingly  down-to-earth  native 
New  Zealander,  is  such  a  fine  waterborne  chef  that  we  rarely  wanted  to  go  onshore  to  eat- 
which  is  saying  something,  given  the  general  excellence  of  restaurants  in  Belgium.  The  two  mel 
on  a  yacht  in  the  Pacific,  and  their  years  in  Asia  crop  up  in  various  dishes:  a  spicy  Thai  beel 
salad  for  lunch  our  first  day,  a  vibrant  king  prawn  and  vermicelli  salad  with  lemongrass,  kaffn 
lime  leaves  and  coriander,  and  a  refreshing  finish  of  mangoes  in  lime  sauce.  Actually,  everything 
she  prepared  was  sensational,  from  the  Mediterranean  chicken  salad  to  the  locally  inspired  rab- 
bit in  a  tarragon  cream  sauce  served  under  the  candles  of  a  brass  chandelier  in  the  dining  room, 
The  wine  choices  were  also  exceptional — perfectly  paired  Chassagne  Montrachets,  Sancerres, 
a  Chateau  Margaux  and  others  from  a  cellar  full  of  famous  names. 

The  quality  of  the  food  and  the  rhythmic  chugging  of  the  barge  coupled  with  what  musl 
have  been  the  rainiest  week  that  Belgium  has  ever  experienced  conspired  to  lull  us  to  sleep — 
to  the  chagrin  of  the  captain,  an  art  connoisseur  keen  to  show  off  the  Flemish  treasures  in  var- 
ious cities.  "The  Adoration  of  the  Mystic  Lamb  by  the  brothers  Van  Eyck  is  the  finest  medieval 
painting  in  existence,"  he  said  with  obvious  distress  when  he  learned  that  we'd  slept  in  instead 
of  going  to  see  the  Gent  Altarpiece  at  the  Cathedral  of  St.  Bavos. 

We  did,  however,  manage  to  stay  awake  for  a  visit  to  Ooidonk  Castle,  a  majestic  16th-cen- 
tury estate  several  miles  outside  of  Gent,  where  the  owner,  the  Count  de  Roodenbeke,  showed 
us  around  the  various  tapestry-  and  priceless-antique-filled  salons,  and  to  walk  along  the  canals 
through  the  cobbled  streets  of  Brugge.  Back  on  board,  we  parked  ourselves  in  the  hot  tub  on 
deck  while  cruising  the  Gent— Oostend  canal,  passing  overhanging  trees,  ducks  of  a  color  we'd 
never  seen  before,  meandering  cows  and  then,  eerily,  still-standing  German  bunkers, 
reminders  that  the  region  was  the  site  of  furious  battles  during  World  War  I. 

We  decided  to  explore  that  part  of  the  region  further  by  doing  a  day  tour  around  Ypres  with 
Kristof  Demey,  a.k.a.  Speedy  (for  the  breathless,  breakneck  pace  of  his  speech),  whose  grand- 
father had  witnessed  some  of  the  fiercest  fighting  alongside  soldiers  from  Britain.  The  tour  can 
be  very  moving,  including  the  rows  of  almost  12,000  graves  of  British  commonwealth  soldiers 
at  the  Tyne  Cot  Cemetery,  and  the  trenches  near  pastoral  fields  that  were  once  scenes  ol 
carnage  (although  the  solemn  tone  was  broken  by  the  cries  of  "Do  you  know  how  we  can  gel 
out,  please?"  from  two  English  tourists  who  had  jumped  into  the  trenches  and  were  now 
trapped).  At  eight  o'clock  every  night  at  the  Menin  Gate  in  Ypres,  buglers  sound  the  Last  Post 
for  the  soldiers  who  have  no  known  graves. 

We  had  planned  to  veer  off  to  Sint-Sixtus  to  sample  the  small-batch  Westvleteren  ale  pro- 
duced by  the  famous  Trappist  abbey,  and  said  by  some  to  be  the  world's  best  beer  [see  ForbesLife, 
April  2006].  "But  we'd  spend  hours  in  traffic  lined  up  to  get 
there!"  said  Speedy.  "And  they  may  be  out  of  beer  if  we  do!"  But 
Speedy  is  a  man  of  many  connections,  and  after  a  whispered 
cell  phone  call,  a  dozen  bottles  of  the  6-,  8-  and  12-percent 
strengths  were  discreedy  delivered  to  a  chocolate  shop  in  town. 

With  a  full  moon  over  Passendale,  the  Golden  OdysSey's 
mooring  of  the  night,  we  took  two  bottles  of  the  rich,  com- 
plex and  rare  Westvleteren  12  out  on  deck.  The  next  day  we 
decided,  after  a  long  cruise  back  to  Gent,  that  we  would  try 
to  get  to  one  of  the  captain's  museums,  maybe  to  the 
Cathedral  to  see  the  Van  Eyck.  But  lazing  around  and  wait- 
ing forTracey's  next  meal  seemed  a  pretty  good  option  too. 

—LAURIE  WERNER 
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volcanic  rock.  The  resort 
features  a  skeletal  architecture 
of  open-air  pavilions  and 
unpaved  pathways,  designed 
by  Jean-Michel  Gathy,  who 
also  designed  Aman-i-khas  in 
India,  Amanwana  in  Indonesia 
and  the  Setai  in  Miami.  The 
40  identical  guest  pavilions, 
all  facing  either  man-made 
lagoons  or  the  Atlantic  Ocean, 
offer  more  outdoor  deck  than 
indoor  living  space.  The  two 
areas  are  connected  via  a 
somewhat  bewildering  system 
of  sliding  glass  doors  and 
louvered  wooden  blinds.  The 
effect  of  all  of  this  is  serene — 
but  also  culturally  dissonant. 
Amanyara's  ambience  is 
pan-Asian,  as  is  the  cuisine, 
as  is  most  of  the  staff. 
There  you  are  in  the  British 
West  Indies  under  a  pavilion 
of  Malaysian  balau  wood, 
lunching  on  Korean-style 
beef  tartare  served  by 
an  Indonesian  waitress. 

But  what  the  hell— this 
is  the  life.  The  peaceful  stretch 
of  sand  is  Malcolm's  Beach, 
smaller  and  quieter  than 
Grace  Bay,  without  a  condo  in 
sight,  and  accessible  by 
footpath  from  Amanyara.  The 
clear,  turquoise  water  runs  out 
shallow  then  turns  deep  blue 
as  the  coral  reef  wall  drops 
to  depths  of  nearly  7,000  feet. 
Snorkeling  and  wall-diving 
the  Northwest  Point  Marine 
National  Park — a  five-mile 
reef  system  running  parallel 
to  shore — are  major  pastimes 
here.  So  are  deep-sea  game 
fishing,  tennis  and  spa 
treatments  in  your  pavilion. 
Or,  for  that  matter,  so  is  doing 
absolutely  nothing  at  all. 

—TAYLOR  ANTRIM 
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HONG  KONG 

Kowloon  ■  Every  night  at  eight  o'clock,  33  buildings  along  Hong  Kong's 
Victoria  Harbour  come  alive  with  floodlights,  laser  beams  and  other  pyro- 
technics as  their  corporate  names  are  announced  to  the  reverberating  beat 
of  synchronized  music.  The  spectacle,  called  "A  Symphony  of  Lights,"  is 
Disneyland  meets  Wall  Street.  And  like  the  new  Hong  Kong  itself — post- 
handover,  post-economic  crisis,  post-SARS — it  is  equal  parts  brash  and  beau- 
tiful. •  Among  the  best  places  to  take  in  the  view  while  remaining  serenely 
above  it  all  is  the  newly  renovated  INTERCONTINENTAL  HOTEL.  It  may  not  have 
the  colonial  panache  of  its  cross-street  neighbor,  the  Peninsula,  but  it  also 
doesn't  have  snaking  lines  of  tourists  packing  its  public  spaces  every  afternoon 
at  teatime.The  guests  here  can  enjoy  unobstructed  landmark-spotting  from 
the  immense  lobby,  where  the  modern  design  incorporates  feng  shui.  Legend 
has  it  that  nine  dragons  bringing  good  luck  descend  from  Hong  Kong's 
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Found  horizons: 
the  interContinental's 
lobby  lounge 


mountains  at  dawn  to  bathe  in  the  harbor  and  drink  from  it.  The  InterContinental  now  fea- 
tures an  all-glass  entryway  so  the  dragons — who  are  said  to  magically  pass  through  glass — will 
make  their  way  to  the  harbor  by  traveling  through  the  hotel  and  out  the  towering  lobby  win- 
dows. The  result  is  an  airy,  open  room  where  guests  can  contemplate  their  chi  while  sinking 
into  an  armchair  and  sipping  one  of  the  lobby  lounge's  signature  Nine  Dragon  cocktails. 

Most  of  the  InterContinental's  rooms  and  all  of  its  92  suites  offer  stunning  views.  Those 
fortunate  enough  to  stay  in  the  five-bedroom  Presidential  Suite  can  do  their  gazing  through 
18-foot-high  windows.  Or  they  can  share  the  view  with  60  friends.  At  7,000  square  feet — in- 
cluding the  dining  room,  study,  private  gym,  infinity  pool  and  Jacuzzi — the  suite  is  the  largest 
of  its  kind  in  Hong  Kong  and  perhaps  the  city's  most  coveted  private  party  space.  The  folks  at 
Dom  Perignon  threw  a  bash  there  recently,  bringing  in  their  own  Baccarat  chandelier  to  add 
extra  flair  to  the  duplex  living  room. 

The  hotel's  $40-million-plus  redo  extends  to  all  guest  rooms,  which  now  feature  iPod  dock- 
ing stations  with  Bose  speakers.  Thankfully,  all  rooms  are  also  well  insulated:  No  matter  how 
loud  your  neighbor  blasts  the  Cantopop,you  won't  hear  a  thing.  Those  still  seeking  serenity  will 
want  to  head  to  I-Spa,  where  you  won't  have  to  share  your  whirlpool  with  anyone.  Five  private 
spa  suites,  with  floor-to-ceiling  green  granite,  each  have  their  own  sauna,  steam-shower, Jacuzzi 

and  massage  facilities.  Guests  traveling 
from  the  States  will  want  to  opt  for  the 
"Jet  Lag  Recovery'  Massage,"  made  to  re- 
juvenate those  who  could  onlv  manage 
fitful  sleep  on  the  long-haul  flight. 

The  InterContinental  also  houses 
some  of  the  finest  dining  in  Hong  Kong. 
The  ubiquitous  NOBU  opened  in  Janu- 
ary to  become  the  fifth  restaurant  in  the 
hotel.  Guests  looking  for  simplicity  can 
head  to  Alain  Ducasse's  SPOON,  which 
features  a  pared-down  version  of  its 
signature  mix-and-match  menu.  "The 
Chinese  didn't  take  to  the  original 
menu — too  many  choices,"  said  hotel 
managing  director  Jean-Jacques  Reibel. 
For  traditional  and  innovative  Canton- 
ese dishes,  get  a  table  at  YAN  T0H  HE  EN 
where  the  deep-fried  frog  legs  are  among 
the  most  talked-about  dishes,  but  the 
Peking  duck  quietly  steals  the  show. 

Outside  the  hotel,  this  clattering  rush 
of  a  city  is  experiencing  its  own  culin- 
ary revolution.  One  restaurant  receiving 
much-deserved  buzz  is  B0  INNOVATION. 
Its  creator,  Alvin  Leung,  Jr.,  is  a  blue-haired  acoustic  engineer  turned  self-taught  chef,  who's 
rarely  seen  without  his  signature  sunglasses  and  dangling' diamond  earrings — one  a  cross,  the 
other  a  devil's  tail.  Part  rock'n'roll,  all  Hong  Kong  entrepreneur,  Leung  integrates  local  ingre- 
dients with  foreign  delicacies.  His  menu  includes  such  standouts  as  thousand-year-old  eggs  in 
ginger  cones,  sausage  ice  cream  and  Szechuan  sauce-braised  suckling  pig. 
"Just  don't  call  it  fusion,"  Leung  said.  "It's  modern  Chinese." 

The  same  can  be  said  for  the  new  Hong  Kong  and  its  Symphony  of  Lights:  uniquely 
Chinese  and  utterly  breathtaking — especially  when  enjoyed  from  one  of  the  city's  finest  hotels. 

—STEPHANIE  COOPERMAN 
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MOUNTAIN  SKY  GUEST  RANCH 


OFF  THE  BEATEN  PATH: 


FURTHER  READING: 


Lffligrdnt!  The  first  time  my  wife  and  I  stayed  at  the  MOUNTAIN  SKY  GUEST 

ANCH,  our  teenage  daughter  and  preteen  son  abandoned  us.  Occasionally 
re  glimpsed  familiar  T-shirted  ghost  riders  galloping  into  the  sagebrush, 
avorting  with  other  adolescents  in  the  swimming  pool  and  boot-stomping  at  the 


juare  dance — all  activities  that  didn't  involve  iPods,  television 
r  MySpace.  It  was  disorienting  to  be  cast  aside. .  .but,  dude,  it 
as  awesome!  The  ranch  even  arranged  separate  vans  to  the  local 
ourth  of  July  rodeo  in  Livingston  and  a  whitewater  raft  trip  on 
le  Yellowstone  River.  More  importantly,  every  evening  the 
ids — about  40  in  all — dined  separately  from  the  three  dozen 
lults,  who,  happily  sunburned,  saddle-sore  and  trout-fishingly 
raggadocious,  were  finally  getting  a  vacation. 

This  was  a  chance  for  us  to  ride  on  our  own,  fish  the  nearby 
sllowstone  with  a  guide,  share  a  leisurely  cocktail  at  the  bar  with 
iteresting  guests  and  gobble  up  gourmet  meals  ranging  from  wild 
Jmon  sushi  to  filet  mignon  with  a  bottle  of  Cabernet.  Midweek 
.ir  children — Antelope-Who-Runs-in-Flip-Flops  and  The 
attlesnake  Kid — finally  showed  up,  disheveled,  dusty  and  smell- 
ig  like  mustangs.  First  words:  "Hi,  can  we  come  back  next  year?" 


Homesteaded  in  1890  and  first  known  as  the  Ox  Yoke 
Ranch,  Mountain  Sky  is  currently  owned  by  Home  Depot  co- 
founder,  Arthur  Blank.  It  boasts  old-time  cabins,  many  with 
beautifully  restored  stone  chimneys.  All  have  modern  bath- 
rooms, and  porches.  You're  not  there  to  experience  hardscrab- 
ble  ranch  life  and  be  served  beans  by  Gabby  Hayes;  this  ranch 
is  here  for  you.  The  attentive  wranglers  make  sure  children 
(and  adults)  receive  ring  instruction  before  hitting  the  trails. 
And  the  scenery!  On  your  morning  ride  you  may  spy  black  bear 
or  the  occasional  moose  knee-deep  in  Big  Creek,  which  teems 
with  rainbow  trout.  For  nonriders  there  is  great  hiking,  as  well 
as  a  casting  pond  stocked  with  monster  fish,  a  swimming 
pool,  hot  tub,  sauna  and  tennis  court.  Make  reservations  early, 
as  guest  capacity  maxes  out  at  80  and  many  families  rebook 
every  year.  — BARNABY  CONRAD  1 1 1 
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OFF  WORK:  BANGALORE 


Established  as  a  British  cantonment  in  the  18th  century,  the  green  city  of  Bangalore,  India,  is  now 
famous  for  its  late-night  call  centers,  IT  companies  and  BPO  units.  The  gleaming  brand  names  of  the 
Indian  information  industry — Infosys,  Wipro  and  Biocon — are  all  headquartered  here.  Together  they 
have  spawned  the  unlikeliest  of  millionaires  and  a  wealthy  young  middle  class.  The  image  of  bullock 


cart  drivers  with  thousands  of  dollars' worth  of  IT  shares  is  a 
cliche  here,  in  a  driven  cosmopolis  that  is  less  abrasive  than 
Mumbai  and  more  cultured  than  Delhi. 

Bangaloreans  work  hard  and  party  even  harder.  Pubs  and 
nightclubs  abound,  catering  to  young  techies  who  work  odd 
hours.  Women  in  tight  jeans  and  midritf-baring  T-shirts  trawl 
the  malls  in  search  of  Chanel  sunglasses  and  Gucci  belts — plenty 
of  disposable  income  here.  Seniors  meet  in  Cubbon  Park  every 
morning  to  guffaw  for  an  hour  in  Laughing  Clubs  that,  in  the- 
ory anyway,  provide  a  boost  to  the  immune  system.  Flowering 
trees  border  the  boulevards,  offering  glimpses  of  a  genteel  past 
that  gave  the  city  its  moniker:  "Pensioner's  Paradise." 

Unfortunately,  most  pensioners  can't  afford  Bangalore  any- 
more. Hotel  rooms  are  scarce  and  rates  are  among  the  highest  in 
the  world.  Things  are  busy.  When  corporate  biggies  visit,  manv 


host-companies  call  Arun  Pai  of  BANGALORE  WALKS  to  design 
customized  tours  that  not  only  squire  visitors  around  Bangalore, 
but  distract  them  from  the  city's  often  frustrating  traffic  conges- 
tion. "When  they  are  going  from  meeting  to  meeting,  we  hop  in 
their  car  or  van  and  entertain  them  with  history  and  trivia  about 
Bangalore,"  says  Pai.  "We  call  it 'the  traffic  jam  buster.'"  Ordinary 
tourists  can  sign  up  for  Bangalore  Walks' Victorian  tour  through 
the  center  of  town  or  the  nature  walk  in  Lalbagh  Garden. 

There  are  several  lovely  hotels:  the  TAJ  WEST  END  with  its  colo- 
nial history;  the  new  edgy  ISTA,  with  the  same  ownership  as  the 
highly  rated  Ananda  spa  in  the  Himalayas;  and  the  JAYAMAHAL 
PALACE  HOTEL — a  recently  converted  one-time  palace  owned  by 
the  Mysore  royal  family  Most  five-star  hotels  offer  international- 
class  amenities:  flat-screen  TVs,  wireless  broadband  connection, 
club-level  rooms  and  personal  butlers. 

With  its  yellow-brick  facade,  columned  arches, 
ornate  ceilings  and  gold-leaf  domes,  the  LEELA  PALACE 
HOTEL  looks  like  it  belongs  in  India — opulent,  if  slight- 
ly over  the  top.  Inside,  CITRUS  serves  the  best  Sunday 
brunch  in  town,  and  JAMAVAR  has  ex- 
quisite regional  Indian  food.  Stvlish 
locals  visit  the  LEELA  CALLERIA  mall 
downstairs  to  shop  for  silk  bedspreads 
at  SVISTI  and  stunning  antique  jewelry 
at  CAN  JAM  AND  SRISHTI.  Contemporary 


From  left:  The 
Forum  mall; 
meeting  of  the 
International 
Laughing  Club; 
afternoon  in 
Cubbon  Park 
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WASHINGTON,  D.C. 

Georgetown:  if  it's 

Saturday  night  in  the  nation's 
capital,  you  know  exactly 
where  to  find  the  city's 
celebrities.  Crammed  within 
the  peach-colored  walls  of  the 
CAFE  MILANO,  a  high-voltage 
restaurant  on  Prospect  Street, 
is  an  eclectic  mix  of  politicians, 
Middle  Eastern  potentates, 
society  types,  diplomats,  and 
sports  figures,  along  with  a 
bevy  of  stiletto-heeled  ladies 
at  the  bar  sipping  Milano 
cocktails — the  restaurant's 
signature  concoction  of  orange 
juice,  vodka  and  Cointreau. 

Two  burly  security  guards 
survey  the  entrance  as  a  line 
of  limos,  SUVs  and  stretch 
Hummers  disgorge  a  stream  of 
marquee  names:  Condoleezza 
Rice,  King  Abdullah  of  Jordan, 
Mick  Jagger  and  Nancy  Pelosi, 
say.  Regulars  Bill  and  Hillary 
Clinton  may  stroll  in  and 
work  the  room.  When  the  Vice 
President  appears,  his 
motorcade  blocks  the  street 
and  everything  comes  to  a  halt. 

"You  never  know  who  will 
walk  in  that  door.  That's  the 
mystique  of  this  place," 
explains  the  amiable  proprietor, 
Franco  Nuschese,  who  directs 
the  seating  of  his  clientele 
with  the  finesse  of  a  ballet 
master.  "It's  a  different  show 
every  night  and  you  hav?  to  be 
sharp,  know  who  is  married, 


Indian  designers  show  their  saris,  kurtas  and  dresses  at  MOGRA,  KALIKA  and  SANCHITA.  Look  for 
fun  handmade  bags  and  accessories  at  AMBER  and  ANOKHI. 

The  OBEROI  on  Mahatma  Gandhi  Road  (MG  Road  to  locals)  has  lush  foliage  and  soothing 
water  features  that  camouflage  its  location  in  the  center  of  town.  It  boasts  some  of  Bangalore's 
top  restaurants.  RIM  NAAN  serves  alfresco  Thai;  SZECHWAN  COURT  serves  authentic  Cantonese 
and  Sichuan  food;  and  LE  JARDIN  has  a  rotating  buffet  of  international  fare.  Most  of  the  rooms 
overlook  the  gardens  and  pool,  and  a  BANYAN  TREE  spa  takes  care  of  tired  muscles. 

Around  the  corner  from  the  Obcroi  is  THE  PARK,  a  hip  boutique  hotel  decorated  with 
splashes  of  lime-green,  aqua  and  orange.  Its  I  TALI  A  serves  the  best  Italian  food  in  town,  and 
MONSOON  serves  Pan-Asian  and  Mediterranean  cuisine.  The  l-BAR  is  popular  with  young 
techies,  and  visiting  Indian  celebrities  sometimes  moonlight  as  bartenders. 

Bangaloreans  love  to  eat  out,  and  restaurants  get  crowded  even  on  weeknights.  DAKSHIN  at 
the  Windsor  Sheraton  dishes  up  traditional  South  Indian  food  on  silver  platters  and  often  has 
live  music.  BALUCHI  at  the  Grand  Ashok  hotel  serves  aromatic  kebabs,  a  variety  of  roti  flat  breads 
and  fragrant  biriyani  rice  dishes.  BLUE  GINGER  at  the  Taj  West  End  serves  Vietnamese  food  in 
a  romantic  setting  and  is  a  favorite  location  for  proposals — marriage  and  otherwise.  MAGNOLIA 
and  MAINLAND  CHINA  are  hugely  popular  for  the  Indian-Chinese  food  they  serve  with  dishes 
such  as  Gobi  Manchurian  that  fuse  Indian  spices  with  Chinese  cooking  techniques.  KOSHY'S 
is  a  Bangalore  institution,  a  haunt  of  writers,  journalists  and  the  city's  literati. 

Malls  are  still  an  evolving  phenomenon  in  Bangalore  (and  in  India  in  general).  THE  FORUM, 
GARUDA  and  SIGMA  malls  offer  glimpses  into  Indian  clothes 
and  style.  They  are  good  places  to  spot  trends  or  just  people- 
watch.  For  a  bit  of  character  visit  HATWORKS  BOULEVARD  and 
RAINTREE — restored  mansions  that  house  high-end  bou- 
tiques in  old-world  ambience. 

Most  top  hotels  have  nightclubs  or  lounge-bars.  Stand- 
alone clubs  include  the  popular  TAIKA,  which  serves  health- 
food  during  lunch  and  transforms  into  a  Zen  lounge  at 
night.  SPINN  is  popular  with  the  under-30  crowd.  HINT  and 
MAYA  play  eclectic  world  music  to  an  international  crowd. 

Be  aware  that  come  midnight,  many  young  Bangaloreans, 
Cinderella-like,  stop  dancing  and  head  back  to  work,  per- 
haps to  take  those  tech-support  calls.  — SHOBA  NARAYAN 


THE  SETUP 


'  OVERVIEW: 

>  WALKING  TOURS: 


who  is  not  married  and  what  is 
going  on."  (Tables  101-104 
on  the  side  of  the  main  room 
are  the  plums,  by  the  way.) 

When  he  launched  his  cozy 
neighborhood  Italian  dining 
spot  14  years  ago,  Nuschese 
had  no  idea  it  would  become 
the  hangout  of  the  Rolex  set. 

"I  never  knew  whether 
someone  had  three  dollars  in 
their  pocket  or  300  million," 
reflects  Nuschese. 

By  emphasizing  good  food 
and  service  in  an  intimate 
atmosphere,  throwing  book 
and  birthday  parties  for 
boldfacers  and  attracting  a 
collection  of  international 
players  and  decorative  Euro- 


babes,  he  generated  buzz. 

The  arrival  of  Placido 
Domingo  eight  years 
ago  insured  his  success. 
The  opera  star  is  so  faithful  he 
has  a  room  named  in  his 
honor.  (The  Veal  Milanese  is 
one  of  the  tenor's  favorite 
late-night  meals.) 

It  is  now  the  place  to 
network,  find  a  date,  seal  a 
deal.  Tables  are  booked 
till  midnight,  and  it's  often 
SRO  at  the  bar  until  2  a.m. 

The  quintessential 
happening?  A  jam-packed 
evening  when  Michael 
Douglas  and  Catherine  Zeta- 
Jones  were  entertaining  a 
group  in  the  back  of  the  room. 


Suddenly,  with  no  warning  and 
no  reservation,  the  hottest 
couple  in  the  world  stood 
shimmering  in  the  doorway — 
Brangelina  had  arrived.  With 
cool  aplomb,  Nuschese  ushered 
the  duo  to  the  only  available 
spot — a  small  table  in  the 
center  of  the  action.  They 
schmoozed,  dined  on  linguine 
with  lobster  and  then  air- 
kissed  Douglas  and  Zeta-Jones 
as  they  headed  out  the  door. 

"That's  Washington," 
observes  Nuschese.  "If  you 
have  a  problem  or  do  not  want 
to  be  seen,  do  not  come  here!" 

Cafe  Milano,  (202)  333- 
6 1 83,  www.  cafemilano.  com. 

—SANDRA  McELWAINE 
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Your  dream  about  the  future  becomes  a  promise.  And  your  promise  can  become  a  reality.  At  John  Hancock, 
we  have  the  investment  and  insurance  products  you  need  to  help  build,  protect  and  sustain  the  future  you 
have  always  wanted.  So  remember  the  promise  once  made.  Deliver  on  it.  And  make  the  future  you  have 
always  wanted,  yours. 
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Life  Insurance  •  Long  Term  Care  Insurance  •  Mutual  Funds 


the  future  is  yours 


Golf  by  Todd  Pitock 


Scotland's 


usselburgh  Links — The  Old  Golf  Course  in 
East  Lothian,  seven  miles  east  of  Edinburgh, 
is  a  nine-hole  layout  within  the  perimeter  of  a 
irseracing  track.  It  is  pocked  with  pot  bunkers,  girded 
gullies  and  swollen  by  swales.  The  ground- — "turf" 
)uld  be  misleadingly  modern — is  sandy  and  ashen,  and 
3m  a  bird's-eye  view  it  must  appear  half-bald,  sooty  and 
issibly  suffering  from  some  strain  of  mange.  One  hole 
named  "The  Graves"  because  it  supposedly  covers  the 
>nes  of  Scots  slaughtered  by  English  invaders.  They  say 
ary  Queen  of  Scots  duffed  here  in  1567. 
"She  played  six  days  after  the  death  of  her  husband," 
ys  Archie  Baird,  an  octogenarian  raconteur  who  curates 
nearby  one-room  museum  with  artifacts  tracing  the 
ort's  heritage  and  technological  development.  "The 
ople,"he  adds,  "were  scandalized,  of  course.  They  said 


On  the  beaten  path: 
the  10th  tee  at  East 
Lothian's  Muirfietd 


Backyard 

We  hadn't  heard  of 
East  Lothian  either,  but 

golf  puts  it  on  the  map. 


li  irlx'sLiff 


a  widow  should  wait  at  least  seven  days." 

The  relevant  figure  for  us  is  five,  which 
is  the  number  of  rented  antique  hickory 
clubs  we're  toting  around  in  our  bags. The 
layout  is  short,  and  using  the  usual  irons 
and  woods  would  spoil  the  time-machine 
experience.  The  shafts  are  curved,  the 
grips  loose,  the  clubheads  irregular.  You 
choke  down,  open  up  and  hit  a  lot  of 
bump-and-run  and  other  creative  shots. 
We  play  out  of  one  another's  bags,  some- 
thing the  Rules  of  Golf  would  not  have 
allowed  when  my  playing  partner,  Allan 
Minto,  shot  a  club  record  64  here,  with 
hickory  clubs. 

"Scottish  golf"  might  bring  to  mind  St. 
Andrews  and  Dundee,  whose  Old  Course 
and  Carnoustie  respectively  are  two  of  the 
world's  most  famous  courses;  to 
golf  devotees,  they  are  Mecca  and 
Medina,  Santiago  de  Compostela 
and  Guadalupe.  Other  courses 
in  the  Scottish  pantheon  include 


six-hole  routes  for  kids. 

"The  golf  here  is  unparalleled,"  says 
Baird,  whose  wife  is  the  great-grand- 
daughter of  the  first  Open  champion 
Willie  Park,  Sr.  "You  have  seven  links 
courses  [apart  from  12  nonlinks  courses], 
and  there  is  no  place  you  can  play  such 
high  quality  at  such  low  prices." 

After  Musselburgh,  we  fast- 
forward  to  the  21st  century 
at  the  Craigielaw  Golf  Club, 
a  Donald  Steel  8c  Co.  design 
that  opened  in  2001.  To  link  old  and  new, 
the  course  inaugurated  an  annual  pro-am 
with  hickory  sticks,  a  fun  test  to  answer  the 
question  of  how  much  results  are  related 
to  equipment.  The  holes,  arranged  in  a 


Berwick  Golf  Club.  Which  of  the  area's 
courses  is  the  most  scenic  is  a  matter  of 
taste,  but  it's  hard  not  to  give  votes  to 
North  Berwick.  Looking  out  on  the  Firth 
of  Forth,  the  great  estuary,  you  see  Fidra, 
the  isle  and  lighthouse  that  inspired 
Robert  Louis  Stevenson,  a  frequent  visi- 
tor here,  to  write  Treasure  Island,  and 
the  Bass  Rock,  a  great  stone  bulging  out  of 
the  water  that  could  have  inspired  M.C. 
Escher,  the  Dutch  artist.  On  the  landward 
side  are  manor  houses  leading  back  to 
the  edges  of  the  town,  whose  red-slate 
roofs  glow  in  the  slanting  sunlight.  As  at 
Craigielaw,  stone  ruins  come  into  play.  So 
do  hills-and-dales,  blind  shots  and  impos- 
sibly steep  and  deep  bunkers,  notably  by 
the  elevated  green  on  the  192-yard  par- 


"With  Scottish  golf,"  says  Allan  Minto, 

"the  same  course  is  different  every  day. 


B   Bass  Rock 
^seen  from  the 
Sea  Hole,  #13, 
at  Glen  Golf 
Club  in  North 
Berwick 


Royal  Troon,  Turnberry  and  Gleneagles, 
and  in  fact,  except  for  St.  Andrews, 
Scotland's  links  legends  are  arguably 
more  famous  than  the  towns  or  regions  in 
which  they're  located.  East  Lothian's  best- 
known  route,  Muirfield,  is  usually  on  the 
golf-pilgrim  itinerary.  It  hosted  the  2002 
British  Open.  (I'm  told,  more  than  once, 
that  the  practice  of  inserting  "British" 
is  an  unwelcome  American  innovation. 
Another  factoid:  The  club's  real  name  is 
The  Honourable  Company  of  Edinburgh 
Golfers,  the  course  is  Muirfield.) 

East  Lothian,  though,  has  something 
of  a  chip  on  its  shoulder  for  not  being  as 
well-known  or  recognized  as  St.  Andrews 
for  its  role  in  golf's  heritage.  In  2005,  a 
council  of  local  heroes  formed  to  promote 
the  region,  which  includes  19  courses 
open  to  the  public,  not  counting  three 


sausage-chain  pattern,  play 
through  and  over  the  ruins 
of  fieldstone  walls  down 
to  Aberlady  Bay,  across 
which  you  can  see  Fife  and 
Edinburgh.  Certain  fea- 
tures, such  as  pot  bunkers — 
the  original  shape  that  was 
created  by  sheep  resting 
on  linklands — are  traditions 
designers  keep  up;  you  don't 
find  teardrops  or  cashews. 
As  on  all  authentic  links 
courses,  the  real  length  of  the  6,601 -yard 
course  isn't  determined  so  much  by  actual 
distance  as  by  wind.  On  this  day,  with 
the  surfaces  hard  and  the  air  still,  the 
ball  travels  tremendous  distances.  I  find 
myself  using  a  nine  iron,  normally  a  140- 
yard  club,  from  160  yards — and  watching 
the  ball  roll  up  and  over  the  green.  In 
different  conditions,  the  same  distance 
might  require  a  200-yard  club.  Here,  too, 
it's  all  about  feel,  and  already  I  can  see  a 
theme  emerging. 

"With  Scottish  golf,"  says  Minto,  "you 
really  have  to  think  through  every  shot. 
You  can  never  assume  that  because  you're 
in  a  particular  spot  in  relation  to  the  hole 
you  know  what  club  to  grab.  The  same 
course  is  different  every  day." 

But  then,  the  next  day  we  are  on  a 
different  course,  this  time  at  the  North 


three  15th,  the  Redan,  which  is  said  to  be 
one  of  the  most  copied  holes  in  the  world. 

It's  not  going  so  well  for  yours  truly.  I 
can  see  the  surf,  and  I  can  hear  it  too.  But 
I'm  tricked  by  false  fronts  and  undulating 
greens.  We  have  a  bet  on,  and  Minto,  play 
ing  for  the  other  pair,  does  an  admirable 
and  nasty  trick  of  holing  balls  from  off  the 
green,  including  two  for  eagles  in  three 
holes.  I  dislike  him. 


M 


y  associations  with  Scotland 
are  limited  to  products  like 
malt  whisky,  smoked  salmon 
and  cashmere  sweaters,  and; 
certain  notables,  such  as  Sir  Walter  Scott, 
Sean  Connery  and  the  Loch  Ness  Monster. 

I  inquire  what  else  one  does,  apart  from 
golf,  in  East  Lothian.  The  query  evokes 
surprise,  even  befuddlement,  as  if  I  was 
the  first  person  who  ever  asked  at  all.  There 
is  a  huddle  and  an  impromptu  survey  of 
friends,  acquaintances,  wives  and  passersby. 
"Well,  you  could  go  to  Edinburgh.  It's  only 
20  minutes  by  train." 

It's  a  lame  answer,  and  in  fact  there 
are  plenty  of  castles  and  ruins,  gardens 
bike  trails  and  horseback  riding.  There 
are  marshes  and  a  bird  sanctuary  of  some 
renown.  The  local  distillery,  Glenkinchie, 
has  a  tasting  room  and  a  museum.  Dan 
Brown's  novel  The  Da  Vinci  Code  features 
Rosslyn  Chapel,  and  the  movie  was  filmed 
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Custom  Stance 


Pack  Billy  Mott's  fun, 
rousing  debut  novel, 
The  Back  Nine  (Knopf,  $24), 
alongside  your  favorite  driver 
on  a  golf  trip  this  spring. 
A  heartsick  drifter  takes  a 
caddying  job  at  a  San 
Francisco-area  club  where  old- 
fashioned  golf  values  prevail 
(no  kids!  no  women!  keep 
pace!).  Before  long  his  secret 
has  spread  around  the  caddy 
shack — Charlie  MacLeod 
can  play.  Rumor  is  he  shot  a 
64  at  Oakmont  at  age  15, 
then  got  sidelined  by  an 
injury.  A  wager  is  set:  Charlie 
will  go  head-to-head  with  a 
wonderfully  dissolute  villain 
caddy,  Larry  Siegal.  The 
climactic  showdown,  18  holes 
of  match  play,  is  as  gripping 
as  a  good  Masters'  finale. 


Founded  by  a  former  Nike 
executive,  shoe  company 
Otabo  combines  bespoke 
values  with  state-of-the-art 
manufacturing.  Its  robotic 
cutting  and  stitching  equipment 
fits  a  customized  pair  to  a  3-D 
digital  scan  of  a  client's  foot, 
captured  at  one  of  Otabo's 
nationwide  locations.  Four  to  six 
weeks  later,  the  selected  style 
arrives — like  these  spectator 
wingtips  from  Otabo's  golf  line. 
$715.  www.otabo.com. 


on  location  in  nearby  Midlothian. 
"Let's  go  see  that,"  I  say. 
"It's  only  but  a  church." 
"Even  so." 

Since  I  seem  hellbent  on  the  idea,  we 
go  to  a  house  of  worship,  only  it's  in 
Edinburgh.  Scotland's  capital  and  stately 
second  city  after  Glasgow,  pop.  460,000, 
has  Stuart  and  Georgian  buildings,  lit- 
erary cafes  and  now-smoke-free  pubs.  At 
the  top  of  the  Royal  Mile,  a  historic  row 
populated  by  a  few  too  many  curio  shops, 
there's  the  Castle,  which  dominates  the 
skyline.  "Edinburgh, "wrote  Robert  Louis 
Stevenson,  "is  what  Paris  ought  to  be." 

The  church,  Mansfield  Traquair,  is  a 
beautiful,  compact  structure  with  a  barrel 
vault  and  iridescent  stained  glass,  only  it 
is — how  do  you  put  it? — decommissioned. 
It's  rented  out  for  special  events,  and 
today's  is  a  gathering  of  the  Scotch  Malt 
Whisky  Society.  (For  your  edification: 
"whisky"  is  scotch,  whereas  "whiskey"  with 
an  e  is,  say,  bourbon,  which  is  to  say  not 
scotch.  Things  and  people  from  Scotland 
are  Scottish;  scotch  refers  only  to  scotch. 
Moreover,  it  you  want  a  good  scotch 
around  here,  ask  for  a  "malt.")  Distilleries 
have  tables  arranged  along  the  walls  of 
the  nave,  and  this  field  of  drams  leads 
to  the  altar,  which  is  illuminated  with  a  re- 
fulgent display  ot  bottles.  For  15  pounds, 
it's  all  you  can  taste — peaty  Islays,  sweet 
Highlands,  smooth  Speysides — and  the 
mood  gives  fresh  meaning  to  the  word 
"spirited. "  It's  mostly  dignified,  though 
some  fellows  are  getting  their  money's 
worth,  including  one  who  sways  like  a 
wedge  shot  caught  in  a  gale. 

We  wind  up  at  Duck's  Restaurant  in 
the  New  Town,  an  appealingly  trendy  area. 
The  owner,  Malcolm,  is  the  son  of  Donald 
Duck,  a  physician  known  as  "the  local 
quack,"  who  made  toys  in  his  spare  time. 
Disney  came  hunting  with  trademark 
infringement  statutes,  but  Duck  withstood 
the  legal  buckshot  by  pointing  out  that 
he  was  born  ten  years  before  the  character. 
The  restaurant,  which  serves  duck,  follows 
the  nouvelle  trend  of  Frenchifying  local 
classics.  Duck  takes  on,  for  example,  the 
challenge  of  haggis,  a  mix  of  oatmeal  and 
sheep's  innards.  Consider  that  Scotland 
has  5  million  people  but  50  million  people 
elsewhere  in  the  world  are  of  Scottish 
extraction  (12  million  of  whom  are  Amer- 


icans), and  none  of  them  took  haggis  with 
them.  Could  haggis  have  been  why  they 
all  left?  And  yet,  here,  in  the  right  chef's 
hands,  it's  served  with  a  honey  roast  root 
vegetable  with  lentil  du  Puy  jus,  and  it's 
really  quite  good. 

Between  that  and  the  Aberdeen  Angus 
beef  that  follows,  I  half  expect  to  leave 
speaking  with  a  burr. 

Back  in  East  Lothian,  I  get  one 
more  round  to  enjoy  at  its  sec- 
ond-most-famous course,  Gul- 
lane  No.l — as  distinct  from 
Gullane  No.  2  and  No.  3 — an  1882  design 
by  Willie  Park,  Sr.,  the  first  of  the  area's 
six  Open  champions.  It  furthers  my  study 
in  contrasting  links  styles.  It's  hilly,  for 
one  thing.  The  2nd  hole  climbs  sharply 
into  a  narrow  neck  leading  to  the  green, 
the  3rd  is  flat,  the  5th  resumes  the  rise.  By 
the  7th,  you're  at  one  of  the  highest  eleva- 
tions in  the  area,  with  360-degree  panora- 
mas. Below,  down  crags  and  cliffs,  is  the 
Firth;  concrete  structures,  built  in  anticipa- 
tion of  a  German  invasion  in  World  War 
II,  jut  from  the  beach. 

The  mantra  of  the  modern  course 
is  "playability."  You  hear  it  everywhere. 
"A  challenge  for  low-handicappers  but 
playable  for  everyone."  Five  sets  of  tees. 
Blah  blah  blah.  Gullane  makes  no  such 
claims.  On  the  contrary,  visitors  must 
verify  that  their  handicap  is  no  higher 
than  24  for  men,  30  for  women.  Yawning 
bunkers  are  insatiable,  the  gorse  is  greedy, 
plucking  and  holding  balls  that  barely 
roll  off  the  fairways,  which  are  generally 
wide  but  harder  to  hit  with  the  wind 
blowing  in  from  the  Firth.  I've  hired  a 
caddie,  but  despite  some  early  pars  and 
a  birdie  near  the  turn,  I  feel  responsible  for 
his  squinty,  pursed  look  that  becomes  ever 
more  fixed,  as  if  he  threw  back  two  fingers 
of  something  harsh. 

The  finishing  holes  run  downhill  and 
lead  back  into  Gullane,  the  village,  and  to 
Baird's  museum,  next  to  the  pro  shop. 

It's  a  good  spot  to  wind  things  down, 
and  I'm  ready  to  go  find  a  malt.  • 

For  more  information,  visit  www. go/feast 
lothian.com.  For  general  Scotland  travel, 
www.visitscotland.com.  For  high-end  accom- 
modation, trains,  yachts  and  cruises,  www. 
luxuryscotland.  co.  uk. 
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P  A  R  i  S 


Maximize  your  assets. 


LORE, 


regenium- 


vive 

pro. 


VIV€ 

pre 

FOR  MEN 

daily  thickening 

2*  shampoo 
-in-  I  &  conditioner 


daily  thickening 

2-in-1  shampoo  &  conditioner 


^^m*  0NLY  THE  BOTTLE  HAS  CHANGED. 

;.'  ■  ■  ...  :      ~ -      m  STILL  THICKENS  HAIR  FOR  GREATER  SCALP  COVERAGE. 

;  .  . ;.  :" r  §    EI^BS  Shampoo  &  Conditioner  with  Regenium-XY 

^^Sl^^ff  technology  gives  up  to  50%  thicker-looking  hair 

fortifies  hair  from  root  for  better  scalp  coverage.* 

TO  END  FOR  THICKER  HAIR. 


Find  the' full  men's  line  at  vivepro.com 

©2007  L'Oreal  USA.  Inc.   •  '  • 
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PAR  i  S 
BECAUSE  YOU'RE  WORmiT" 


oVision  9  gets  the  be 
out  of  any  picture  you  feed  it. 


Our  new  BeoVision  9  analyzes  the  source  you  wish  to  watch,  as  well  as  the  light  in  the  room  where  it  is  placed. 
When  ready,  the  electronic  curtains  open  to  reveal  a  crystal  clear  image  on  the  50"  HD  plasma  screen.  The  built-in 
BeoSystem  3,  the  world's  most  sophisticated  picture  engine,  works  to  constantly  adjust  and  optimize  the  image, 
to  ensure  you  get  the  resolution,  colors  and  contrast  that  are  as  close  to  the  original  source  as  possible. 


Experience  the  world's  most  sophisticated  Entertainment  Master 


Find  the  showroom  ciosesr*^you  at  mvTOmjsplufserVcom,  or  call  888  6253413 


BANG  &OLUFSEN 


Style  &  Design  by  Taylor  Antrim 


Barn  Again 


The  New  Jersey  Barn  Company  is  bringing 
the  dilapidated  barns  of  America's  Northeast 

back  from  the  brink  of  collapse. 


s  rallying  cries  go,  "Save  the  Barn!"  might  not 
prick  the  conscience  as  forcefully  as,  say,  "Save 
the  Manatee!"  The  barn  is  inanimate,  prosaic, 
a  foursquare  structure  built  for  work.  As  Elric  Endersby 
and  Alex  Greenwood  put  it  in  Barn:  Preservation  & 
Adaptation  (Universe, 2003), "the  barn  is  chaste. ..a  space 
rubbed  by  livestock,  worn  by  labor,  redolent  with  the 
pungent  odors  of  hay,  oil,  harness,  flesh,  sweat  and  dung." 
They  mean  that  in  the  nicest  possible  way:  Endersby 
and  Greenwood  are  passionate  barn  preservationists, 
the  founders  of  the  New  Jersey  Barn  Company,  a 
30-year-old  outfit  dedicated  to  dismantling, 
repairing  and  relocating  endangered  historic 
barns.  They  regard  the  Northeast's  old  barns 
as  noble  artifacts  of  the  industry  and  ingen- 
uity of  America's  early  settlers,  and  have 
resurrected  dozens  of  them  as  homes  or 
workspaces  for  clients  from  New  Jersey  to 
North  Carolina  to  California. 

It  all  starts  with  a  call  from  a  developer, 
historical  society  or  concerned  individual: 
An  old  barn  is  about  to  be  demolished.  The 
Northeast  is  dotted  with  these  oak-tim- 
bered structures  cut  from  long-gone  virgi 
forests  and  raised  by  18th-  and  19th-cen- 
tury- Dutch,  English  and  German  master 
craftsmen.  Most  are  intriguing  hybrids 
of  cultural  architectural  traditions;  the 
area  near  the  Barn  Company's  office  in 
Ringoes,  NJ,  for  instance,  has  a  rich  se- 
lection of  Anglo-Dutch  barns,  whereas 
in  Pennsylvania,  German  and  Swiss  in- 
fluences prevail.  Greenwood  estimates 
that  only  two  to  three  percent  of  the 
area's  original  barns  survive. 

"Compared  to  Europe,  our  tradi- 
tion is  less  pure  but  more  interesting," 
he  says.  "Each  barn  is  different.  They 


Suitable  for 
framing:  a 
relocated  mid- 
19th-century, 
English-style 
barn  in  western 
New  Jersey 


weren't  mass-produced.  And  it's  sad  that 
they're  going  away." 

Only  1  in  every  10  to  20  endangered 
barns  they  encounter  is  worth  saving. 
"We're  looking  for  good  condition,  the 
less  repair  needed  the  better  and  the 
more  original  the  building  the  better,"  says 
Greenwood.  Gauging  the  potential  in 


able  "inventory" — lie  side  by  side,  covered 
with  tarps  at  the  headquarters  in  Ringoes. 
Clients  are  advised  to  come  to  the  office, 
an  atmospheric  18th-century  tavern  the 
pair  is  slowly  rehabilitating  (excavating 
Revolutionary  War-era  pennies,  musket 
balls  and  "lots  of  bones  and  teeth"  from  the 
basement).  Clients  sit  down  with  the  two 


dramatic  26-foot  beams  and  quixotic 
accents  like  hay  ladders  and  an  original 
lean-to  at  one  end.  "It  instantly  felt  won- 
derful, open  but  cozy,  I  don't  know  why,! 
says  Laura  Novak.  "Perhaps  it's  the  history] 
of  the  structure." 

Greenwood  and  Endersby  aren't  inter- 
ested in  selling  barns  piecemeal,  a  beam 


Left  and  right:  Laura 
Novak  calls  the 
living-room  space 
of  her  barn  in  Chapel 
Hill,  NC,  "open 
but  cozy";  center: 
tie  beams  and  braces 
from  the  McGahren 
barn  in  New  Jersey 


these  often-dilapidated  structures,  which 
range  from  relatively  small  wagon  houses 
to  cavernous  barns,  takes  a  practiced  eye. 
Refurbishments  or  decades  of  neglect  can 
obscure  the  original  frames.  One  client, 
Jennifer  Bryson  McGahren,  recalls  visit- 
ing an  1850s  English-style  banked  barn  in 
its  original  location  in  Clinton,  NJ.  "It 
didn't  look  that  great,  but  Elric  enabled 
me  to  see  what  it  could  be,"  she  says.  It  had 
been  converted  into  a  dairy  barn  in  the 
early  20th  century,  and  so  the  timbers 
were  largely  obscured  by  concrete  and 
whitewash.  Saved  from  being  demolished 
by  the  Barn  Company,  it  now  stands  re- 
gally on  McGahren's  property  18  miles 
away.  She  and  her  husband  plan  to  use  it 
as  a  barn/party  space/office.  "You  have  to 
have  an  imagination,"  McGahren  says  of 
the  process.  "I  had  to  see  past  the  cement, 
past  the  six  inches  of  bat  guano  and  bird 
bones  in  the  attic." 

Endersby  and  Greenwood  painstak- 
ingly document  each  barn  they  dismantle 
with  photographs,  drawings  and  scale 
models,  and  they  label  every  piece  with  a 
code  to  guide  reassembly.  Ten  or  12  dor- 
mant barns — the  Barn  Company's  avail- 


men,  look  at  scale  models,  pictures  and 
drawings,  and  then  examine  the  timbers 
themselves.  Inevitably,  the  decision  to  buy 
is  a  leap  of  faith.  "There's  no  model  home 
you  can  go  see,"  says  Barbara  Johnsen, 
who  had  a  circa- 1840  New  Jersey  wagon 
house  relocated  and  rebuilt  as  her  home  in 
Sonoma,  California.  "They  lifted  up  a  tarp 
and  showed  me  a  pile  of  lumber.  I  said, 
okay,  and  what  am  I  paying  for  this,  again?" 

That  would  be  about  three  times  what 
you'd  pay  for  a  structure  of  two-by-fours 
and  two-by-sixes,  or  $80,000  for  a  modest- 
sized  barn  frame.  "It'll  wreck  your  framing 
budget,"  says  Greenwood,  "but  for  an  over- 
all construction  budget,  it's  a  bit  of  a  blip." 
In  addition  to  selling  the  barn,  Endersby 
and  Greenwood  offer  their  clients  design 
services,  in  collaboration  with  an  architect, 
to  achieve  a  larger  vision  for  a  home.  Laura 
and  Rich  Novak  went  through  a  two-and- 
a-half-year  design  process  with  the  two 
men  to  create  a  rambling  residential  com- 
plex on  their  farm  outside  Chapel  Hill, 
NC,  anchored  by  an  1856  New  Jersey 
barn.  Lavishly  photographed  in  Barn  (the 
second  of  Endersby  and  Greenwood's  two 
books),  the  heart  of  the  Novaks'  home  has 


here,  a  piece  of  siding  there,  nor  do  they 
like  to  see  the  barns  modified  or  sited 
inappropriately,  amid,  for  instance,  tidy 
landscaping.  "We  like  to  work  on  a  prop- 
erty that  has  an  agricultural  feel,"  says 
Greenwood.  "The  barn  should  fit  in  the 
landscape."  Both  McGahren  and  Novak 
describe  the  pair  as  purists.  "They're  very 
attached  to  [their  barns],"  Novak  says,  "to 
the  point  where  I  think  that  if  your  proj- 
ect didn't  suit  them  they  might  not  sell  the 
barn  to  you."  Greenwood  puts  it  this  way: 
"It's  our  mission  to  put  the  thing  back 
together  again  in  a  way  that  is  respect- 
ful to  the  original  builder."  And  that  mis- 
sion trumps  even  the  whims  of  the  rich 
and  famous.  In  1988,  architect  Charles 
Gwathmey,  working  for  Steven  Spielberg, 
inquired  after  a  barn,  and  Endersby  and 
Greenwood  supplied  an  18th-century 
Dutch  version  for  the  director's  home  in 
East  Hampton,  NY.  Then  another  request 
came:  Spielberg  wanted  more  beams. 
More  beams?  "We  had  to  decline,"  says 
Greenwood.  "It  was  too  disturbing."* 

New  Jersey  Barn  Company,  (908)  782-8896, 
www.  njbarnco.com. 
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YOU  USED  TO  THINK 
TIME  WAS  MONEY. 
NOW,  MONEY  IS  TIME 


Spe-nolil^  both  gjgjjj  MADE  possible  WITH  WACHOVIA 

A  shift  in  perspective  comes  after  successfully  managing  both 
wealth  and  life.  Wachovia  Wealth  Management  works  closely  with 
your  attorney,  CPA  and  other  advisors  to  actively  assist  you  with 
your  financial  future.  Combining  our  expertise  with  theirs  to  create 
opportunities  for  you  and  your  family.  As  your  trusted  advocate, 
we'll  help  you  realize  your  personal  definition  of  success. 

To  talk  with  us,  please  call  888-283-9633. 

INVESTMENT  MANAGEMENT 
FINANCIAL  PLANNING 
BANKING  AND  CREDIT 
TRUST  SERVICES 
INSURANCE 

The  Massachusetts  office  of  Wachovia  Wealth  Management  is  part  of  Calibre  Advisory  Services,  Inc.,  a  Registered  Investment  Advisor  and  a  subsidiary  of  Wachovia  Bank,  N.A. 
Employees  of  this  office  are  not  employees  of  Wachovia  Bank,  N.A.  For  clients  of  the  Massachusetts  office,  Personal  Trust,  Philanthropic  Services  and  Banking  and  Credit  Services 
will  be  provided  by  employees  of  Wachovia  Bank,  N.A.,  through  offices  located  outside  the  Commonwealth  of  Massachusetts.  ©  2007  Wachovia  Corporation 


wachovia 
Wealth  Management 


Real  Escapes 


or  Antrim 


Take  the  plunge: 
the  beach  club 
at  Tucker's  Point 


et's  get  the  cons  out  of  the  way:  Bermuda  is 
chilly  in  the  winter.  Its  narrow,  quaint  streets 
clog  up  at  rush  hour.  The  sight  of  Hamilton's 
glass-and-steel  business  district  inspires  more  thoughts 
of  tax  breaks  than  rum  swizzles. 

And  yet  this  British  territory  650  miles  off  the  coast 
of  North  Carolina  exudes  a  refined  air  not  found  in  more 
convincingly  tropical  destinations  to  the  south.  Though 
the  tourism  ministry  has  begun  promoting  an  increas- 
ingly relaxed  Bermuda  (a  one-man  calypso  band  plays  a 
jaunty  welcome  at  passport  control),  the  island  retains  its 
formal  charm.  First-world  infrastructure,  garden-cos- 
seted mansions  and  pervasive  dress  codes  create  the  feel 
of  an  exclusive  club.  And  locals  show  the  self-possession 
of  charter  members,  touting  their  British  pedigree,  their 
lovely  beaches,  their  clean  streets,  their  negligible  unem- 
ployment, their  GDP  (highest,  per  capita,  in  the  world). 
Dn  a  recent  visit,  a  cabdriver  proudly  pointed  out  his  new 
house.  Price:  $1.5  million. 

Calling  this  island  home,  or  at  least  home  away  from 
home,  has  long  been  one  of  the  costliest  achievements  in 
real  estate.  Thanks  to  government  regulations  intended 
to  keep  property  in  the  hands  of  Bermudians,  interna- 
tionals may  buy  only  non-Bermudian-owned  homes 
that  exceed  an  "Annual  Rental  Value"  of  $153,000.  "It 
really  has  to  be  quite  extravagant  [to  meet  the  ARV]," 
isays  Brenda  Spearing  of  Kitson,  a  Bermuda  real  estate 
firm  that  represents  some  of  the  island's  finest  pro- 
perties. Together  we're  driving  past  nice-looking  homes 
worth  $2  and  $3  million — none  of  which  reach  the 


Bermuda 


It  costs  a  fortune  to  join 
Bermuda  s  propertied 
class.  But  at  Tucker's  Point 

Club,  mere  millionaires 
may  now  apply. 


FbrbesLife  i  63 


C'OLDWELL  BANKER 


PREVI  E  W  S 


INTERNATIONAL 


MERCER  ISLAND,  WASHINGTON 

Proctor  Landing  Estate  offers  250  feet  of  westside  waterfront  property 
and  inviting  informal  areas  for  indoor  swimming  and  movies. 

PRICE:  $39,500,000 


KRIS  ROBBS 
COLDWELL  BANKER  BAIN 
Phone:  206.949.8611 


AS   SEEN   IN   UNIQUE  HOMES 


PREVIEW   THOUSANDS   OF   EXCEPTIONAL  HOMES 
AT  COLDWELLBANKERPREVIEWS.COM 


ST.  PETERSBURG,  FLORIDA 
This  amazing  Snell  Island  waterfront  home  was  created  by  the  team  at 
Windstar  Homes  and  Tampa  interior  designer  Franco  Pasquale. 

PRICE:  $4,500,000 


MIKE  HUGHES  &  JEFF  SHELTON 

COLDWELL  BANKER 
RESIDENTIAL  REAL  ESTATE,  INC. 
Phone:  813.286.6563 

DEDICATED   TO   LUXURY   REAL  ESTATE 


COLD WE  LL  BANKER 

PREVIEWS 

INTERNATIONAL 

mark.  A  home  valued  above  the  ARV, 
owned  by  a  non-Bermudian — and  there 
are  no  more  than  a  dozen  of  these  on  the 
market  at  any  given  time — starts  around 
$4  million. The  most  desirable  are  found  in 
Tucker's  Town,  where  Bermuda's  wealth- 
iest and  best-known  part-time  residents 
own  property:  Silvio  Berlusconi,  Michael 
Bloomberg,  Ross  Perot.  Spearing  shows 
me  a  six-bedroom  Tucker's  Town  home 
that  recently  changed  hands  for  just  under 
$8  million.  Another  is  "Troon,"  a  four- 
bedroom  situated  on  the  first  fairway  of 
Mid-Ocean  Club's  acclaimed  golf  course, 
with  a  balustrade-ringed  pool,  a  lush  gar- 
den and  an  $8.6  million  asking  price. 
Then  there's  "The  Clearing,"  a  four- 
bedroom  with  a  lawn  that  slopes  down 
to  Castle  Harbour,  on  the  market  for 
$11.75  million.  Impressive  numbers,  but 
by  no  means  the  highest  (a  $22-million 
sale  on  the  ten-bedroom  "Golden  Eye" 
in  Tucker's  Town  was  pending  at  press 
time).  And  consider  your  closing  costs: 
a  22  percent  tax  on  the  sale  price  and  a 
stamp  duty  of  up  to  6  percent  shared  by 
buyer  and  seller.  Want  to  do  any  renova- 
tion or  construction?  Figure  $600  to  $700 
per  square  foot.  By  the  time  you  move  in, 
$4  for  a  quart  of  milk  at  the  local  grocery 
might  feel  like  a  steal. 

True  real-estate  bargains  may  be  as 


scarce  on  Bermuda  as  short  shorts,  but 
something  approaching  a  good  deal  can 
be  found  nearby  at  Tucker's  Point  Club, 
the  finest  of  the  island's  new  residential 
communities.  Spread  across  200  acres 
(enormous  holdings  by  Bermudian  stan- 
dards) adjacent  to  Tucker's  Town,  and 
dominated  by  a  pristine,  undulating  golf 
course,  Tucker's  Point  Club  has  struck  a 
chord  with  foreigners  looking  for  a  com- 
paratively reasonable  six-  or  low-seven- 
figure  entree  to  Bermuda's  propertied 
class.  The  club,  which  opened  in  2002  and 
accepts  social  members  (Bloomberg  golfs 
there),  has  sold  out  two  real  estate  offer- 
ings of  stand-alone  estate  homes  and 
fractional  condominiums — both  of  which 
were  available  to  non-Bermudians.  Har- 
bour Court,  the  fourth  and  last  neighbor- 
hood at  Tucker's  Point  Club,  is  available 
now,  with  whole-ownership  condomin- 
iums in  the  $2.5  to  $5  million  range,  and 
fractional  condos  at  $340,000  to  $455,000 
for  a  one-tenth  share.  Construction  on 
Harbour  Court  is  underway  and  should 
be  completed  by  early  2008. 

Convincing  the  government  to  allow 
fractional  sales  to  non-Bermudians  and 
to  reduce  the  tax  on  such  transactions 
to  ten  percent  was  a  lobbying  challenge. 
"We  led  the  way  on  fractional — and  paid 
a  lot  of  lawyers'  bills,"  says  Cathy  Frith, 


manager  of  public  relations  and  market- 
ing. The  club  also  agreed  to  rebuild  the  old 
Marriott  hotel  on  the  property  into  an  88- 
room  luxury  hotel,  opening  in  mid-2008, 
adding  a  spa,  two  more  pools  and  another 
restaurant  to  the  club's  menu  of  amenities. 
Other  fractional  developments  are  follow- 
ing its  lead  on  the  island,  but  Tucker's 
Point  is  the  cushiest  of  the  bunch,  with 
spacious  condos  furnished  in  a  traditional 
British  colonial  style,  panoramic  Castle 
Harbour  views  and  an  elegant  beach  club' 
a  short  distance  away.  If  21  guaranteed 
days  a  year  satisfies  your  Bermuda  holiday 
needs  and  you  like  the  high-service  feel  of 
hotel  life  (and  aren't  trying  to  establish  full 
residency  to  dodge  taxes),  fractional  may 
fit  the  bill. 

As  for  the  cons  noted  above,  Tucker's 
Point  offers  happy  compensation.  Hamil- 
ton's skyline  isn't  visible  from  the  club 
property,  your  only  traffic  is  from  golf 
carts  and  wintertime  temperatures  in  the 
mid  to  low  60s  means  white  warmups  for 
tennis,  a  sweater  for  the  first  tee  and  an 
extra  splash  of  sherry  peppers  in  your 
bowl  of  fish  chowder  back  at  the  club- 
house bar.  • 


Kitson  Real  Estate,  (441)  295-2525,  www., 
kitson.bm/realestate;  Tuckers  Point  Club, 
(441)  298-6915,  www.tuckerspoint.com. 
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GREENTEAJ  l^fe^ 

Make  the  switch  from  coffee  to  Bigelow  green  tea  and  you  just  might  be  stacking 
the  deck  toward  your  own  good  health.  And,  since  a  cup  of  green  tea  has  less 
than  one  half  the  caffeine  of  a  cup  of  coffee,  you  can  remain  cool  and  collected 
at  the\card  table  and  everywhere  else  you  work  or  play,  whatever  cards  you're  dealt. 
Bigelow  uses  only  the  finest  green  teas,  hand-picked  from  higher  elevations. 
We  seal  each  tea  bag  in  a  flavor-protecting  foil  pack,  ensuring  great  taste. 
Isn't  it  time  you  went  "all-in"  for  Bigelow  green  tea? 

Go  to 


1owt4sa.com  to  see  our  wide  selection  of  green  tea  flavors. 


(BIGELOW) 


A  treatment  room  overlooking  the  Pacific 


Dn  New  Year's  Day  2007, 1  awoke  at  5  a.m.  to 
the  by-then-familiar  cacophony  of  howler 
monkeys  and  toucans,  feeling  not  quite  up  to 
snuff  Perhaps  I  had  been  a  bit  overserved  the 
night  before?  Perhaps  Andrea's  lymphatic  drainage  mas- 
sage of  the  previous  morning  had  pulled  the  plug  on 
some  fetid  swamp  of  toxins  better  left  alone?  Or  perhaps 
it  was  just  a  touch  of  simple  exhaustion — from  having 
spent  the  past  five  days  fishing,  zip-lin-  ^^^^ 
ing  through  rain  forest  canopies  and 
snarling  up  and  down  muddy  mountain 
tracks  on  ATVs  with  my  energetic  chil- 
dren and  their  spouses — combined  with 
the  perfectly  natural  queasiness  of  a  reluctant  cub  spa 
reporter  who'd  yet  to  sample  the  other  offerings  on  the 
substantial  service  menu  of  SpaTranquila  at  Costa  Rica's 
Rancho  Pacifico  hotel. 

I  took  an  Alka-Seltzer  and  a  Bactrim  against  the  first 
two  possibilities,  and  determined  to  rest  up  for  my  long 
day  at  the  spa.  Prior  to  this  trip,  I  had  never  darkened  the 
door  of  one  of  these  establishments:  Family  vacations 
lave  long  been  manicallv  active  affairs  on  which  rest 
s  simply  not  an  option.  Yet  on  this  day  I  was  faced  with 
lothing  but  the  chocolate  wrap  and  four-hands  massage 


Hands-On 
Experience 


A  reluctant  spagoer 
is  won  over  by  Spa 

Tranquila  at  Costa  Rica's 
Rancho  Pacifico. 
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that  Garrison  and  Silvia  had  been  pester- 
ing me  to  try.  Work  is  work,  I  told  myself. 
How  bad  could  it  be? 

Garrison  Krause  is  a  former  producer 
and  program  host  for  PBS,  and  his  fetch- 
ing wife,  Silvia,  is  a  retired  surgeon  and 
former  Miss  Costa  Rica.  The  small  bou- 
tique hotel  and  spa  they  opened  in  2005 
is  on  the  southwest  coast  of  Costa  Rica, 
just  north  of  the  gorgeously  wild  Osa 
Peninsula.  It  is  the  country's  least-devel- 


swore  on  New  Year's  Day  in  order  to  file 
this  report  on  SpaTranquila.  As  I  break- 
fasted alone  (everyone  else  out  having 
fun),.  I  mulled  over  a  menu  of  the  Spa's 
treatments,  which  are  served  up  by  five 
licensed  therapists  in  a  rooftop  aerfe  and 
a  new  open-wall  spa  building  that  hangs 
off  the  mountainside.  In  addition  to 
eight  different  kinds  of  massages  there 
were  such  offerings  as  "Chakra  Balanc- 
ing," "Botox  and  Restylane  Injections,"  a 


oped  coastline  and  arguably  its  most  beau- 
tiful, with  gemlike  half-moon  beaches  and 
towering  rain-forested  mountains  full  of 
wildlife  and  waterfalls.  The  Krauses  built 
Rancho  Pacifico  onto  the  steep  slope  of 
one  of  those  mountains,  some  two  miles 
above  the  small  coastal  village  of  Uvita  de 
Osa  and  surrounded  by  250  acres  of  pri- 
vate rain-forest  preserve.  The  harrowing 
four-wheel-drive  road  that  climbs  2,000 
feet  in  two  miles  would,  they  hoped, 
be  more  than  made  up  for  by  the  cooler 
temperatures  and  stunning  vistas  of  the 
Pacific,  as  well  as  by  the  spirit-soothing 
sights  and  sounds  of  one  of  the  world's 
most  diverse  ecosystems.  Taken  together 
with  the  Spa,  these  emollients  are  so  se- 
ductive that  many  of  Rancho  Pacifico's 
guests  (including  my  wife)  choose  rarely 
if  ever  to  leave  its  grounds.  For  those  who 
do,  the  immediate  area  offers  excellent 
inshore  and  offshore  fishing,  hiking,  kay- 
aking, surfing,  snorkeling  or  diving  tours 
to  Drake  Bay  and  Cano  Island,  airboating 
in  the  mangroves  and  horseback  riding, 
among  other  diversions. 

All  of  which  your  correspondent  for- 


"Garden  Mint  and  Pacific  Algae  Body 
Masque"  and  six  two-  to  three-hour 
"Rituals,"  one  of  which  involved  (rather 
alarmingly,  I  thought)  the  unspecified  use 
on  one's  person  of  "more  than  two  pounds 
of  local,  organic  papaya." 

Now  spa  reporting  no  doubt  has  its 
own  serviceable  patois,  but  I  confess  to 
ignorance  of  it.  Having  tried  out  various 
jargons,  I've  settled  on  the  same  perfect 
equipoise  of  unverifiable  authority  and 
expert-sounding  obfuscation  that  wine 
writers  practice,  and,  in  fact,  have  decided 
to  use  that  precise  idiom  to  describe  my 
experiences.  Here,  then,  is  my  ground- 
breaking report: 

My  deep-tissue  massage,  administered 
by  a  strong-fingered  man  named  Wildner, 
was  a  big,  walloping  Cornas,  strong  as 
train  smoke,  and  Andrea's  lyrical  hot-stone 
massage  was  like  a  velvety  but  compelling 
Pinot  Noir — a  '99  Musigny,  say.  (The  pre- 
vious day's  lymphatic  thing  was  less  like 
wine  than  a  cup  of  hot  water  with  garlic 
and  cayenne  in  it  that  someone  might  give 
you  to  help  get  your  chakras  balanced.) 

And  the  four-hands  massage  that  I 


grudgingly  underwent  that  afternoon? 
Well  that — with  its  complexity,  its  combi- 
nation of  power  and  delicacy,  its  incompa- 
rable nose  of  cocoa  and  clay — could  only 
be  compared  to  a  '61  Latour.  It  came  at 
the  end  of  my  Ritual,  preceded  by  a  proce- 
dure that  might  well  have  originated  with 
sweet-toothed  cannibals.  Andrea  started 
out  by  scrubbing  me  with  a  brush  to  rid 
me  of  my  old  2006  skin,  and  then  again 
with  soapy  water  and  a  rubber  glove  with 
nubs  on  it  like  the  one  I  use  for  tailing 
salmon.  Then  she  massaged  into  my  pink 
2007  hide  a  sticky  combination  of  clay 
and  chocolate,  wrapped  me  in  plastic  and 
sheets,  and  left  me  to  marinate  for  15  min- 
utes. The  clay  is  supposed  to  soak  out  the 
toxins  that  all  spa  people  fear;  the  choco- 
late...well,  I  forget  what  that  does,  other 
than  make  you  smell  like  a  Hershey  bar. 

After  I  had  showered  off  the  goo, 
Andrea  and  Wildner  had  at  the  four-hands 
massage,  and  I  tell  you  truly  it  was  up  there 
with  the  Latour  in  causing  you  to  ponder 
the  nature  of  time  and  the  universe — or  at 
least  why  certain  bottles  have  to  go  empty. 

A  couple  of  days  of  hyperactivity  later, 
I  felt  assignment-guilt  and  submitted  to  a 
facial  and.. .a  pedicure.The  facial  (particu- 
larly the  "honey  spritz"part)  was  refresh- 
ing and  crisp  as,  oh,  maybe  a  Tavel,  taken 
on  a  balcony  overlooking  the  sea  on  a 
muggy  day  with  a  good  asparagus  frittata. 
I  underwent  the  pedicure  on  a  dare  from 
my  daughter,  and  it  put  me  in  mind  of  that 
awful  Greek  potable  known  as  retsina  that 
was  an  inexplicable  craze  in  the  '60s.  For 
retsina  fanciers  there  may  be  good  ones, 
but  for  me  there  is  no  good  retsina,  and, 
I  now  know,  no  good  pedicure. 

Then,  having  manfully  discharged  my 
duties  to  this  magazine,  I  went  for  a  head- 
clearing  horseback  gallop  with  four  lovely 
young  ladies  on  a  huge  sweep  of  deserted 
beach,  the  rain  forest  swooping  upward 
from  its  outer  edge,  followed  by  some 
body-surfing  at  Hermosa  Beach,  where 
the  waves  are  big,  and  then  another  fine 
late  lunch  at  Exotica  restaurant  in  nearby 
Ojochal  with  a  bottle  or  two  of  a  teasing, 
whimsical  little  Chilean  rose.  • 


Rancho  Pacifico,  Uvita  de  Osa,  Costa  Rica. 
Nightly  rates  start  at  $200 for  a  suite  and  $3 75 1 
for  a  villa.  (800)  621-1975,  www.ranchol 
pacifico.com. 
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Sentosa  Cove 

I       N       G       A       P       O       R  E 

Drld's  most  desirable  address 


Foreigners  eligible  to  purchase  bungalow  land  parcels  exclusive  to  Sentosa  Cove  &  nowhere  else  in  Singapore* 

Sentosa  Cove  Sales  and  Information  Centre  (Open  daily  from  10am  -  6pm)  •  Website:  www.sentosacove.com.sg  •  Email:  enqulry_cove@sentosa.com. sg 
For  enquiries,  please  call  (65)  6270  0200  or  fax  (65)  6274  3301  /  (65)  6274  3937     'Terms and condUions apply 


In  Idle  Moments 


Bean  Counters 

The  ultimate  cup  of 
coffee  is  right  at  home. 

But  perfect  takes  practice. 


i  /%  I  olfgang  Puck  started  my  whole  coffee  thing, 
if  wm  I  was  perfectly  content  with  my  uncommit- 
ted relationship  to  the  drink  until  the  night 
I  ordered  an  after-dinner  cappuccino  at  Puck's  Beverly 
Hills  steak  house,  Cut.  The  cup  almost  levitated,  the 
foam  was  so  light,  the  flavor  so  otherworldly.  I. .  .just. . . 
never. ..knew. The  question  suddenly  became:  Could  an 
instant-coftee  philistine  like  myself  possibly  brew  some- 
thing that  mind-altering  at  home? 

The  next  morning,  I  tossed  out  my  old  coffeemaker 
md  the  Currier  &  Ives-ish  tin  of  grounds  my  mother- 
n-law  brought  back  from  Harrods  two  years  ago,  the 
ane  I'd  chisel  out  of  the  freezer  whenever — horror  of 
norrors! — a  houseguest  asked  for  coffee. 

Step  two  was  finding  a  Virgil  to  guide  me  through 
:his  murky  realm.  He  appeared,  thanks  to  Google,  in  the 
:orm  of  Mark  Prince,  a.k.a.The  Coffee  Kid.  Prince  runs 
several  highly  caffeinated  websites  (www.coffeegeek.com, 
vww.coffeekid.com)  and  he  talks  about  coffee  the  way 
he  Dennis  Hopper  character  in  Apocalypse  Now  talks 
ibout  Kurtz.  At  the  end  of  a  breathless  two-hour  tuto- 
ial,  Prince  told  me,  "Coffee  is  one  of  the  most  vulnerable 
leverages  in  the  world.  So  many  mistakes  can  happen 
bn  its  way  to  your  cup.  Get  one  thing  wrong,  and  we're 
alking  nasty  street.  But  get  it  right,  and,  man,  oh,  man! 
rbu're  on  your  way  to  nirvana." 

Prince  sent  me  down  a  months-long  path  of  grinding, 
amping,  extracting  and  foaming,  all  in  the  name  of 
rearing  that  transcendent  cup.  It  was  a  journey  that  had 
ne  deciphering  Japanese  instructions  on  imported  vac- 
ium  pots,  trolling  YouTube  for  advanced  latte-pouring 
echniqucs  and  training  alongside  a  finalist  from  the 
Jnited  States  Barista  Championships  (yes,  for  real). 
\long  the  way,  I  test-drove  the  finest  in-home  equip- 


The  "gold  standard" 
Mazzer  Mini  grinder 
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ment  known  to  coffee-making  man  and 
sipped  my  way  into  an  obsessed  subculture. 
I  joined  the  ranks  of  geeks  who  clock 
extracting  times  (it's  27  seconds  to  a  soul- 
stirring  espresso,  apparently)  and  met 
specialty  roasters  who  fuss  as  much  about 
terroir  and  microclimates  as  a  Sonoma 
County  vintner. 

Sleep  suffered,  but  the  good  news  is 
that  I  can  tell  you  exactly  what  you  need 
to  brew  showstopping  coffee,  whether  it's 
espresso,  French  press,  drip,  latte  or,  yes, 
cappuccino.  Was  I  able  to  match  Wolfgang 
Puck's  extraordinary  brew  (made  with 
a  $12,000  Schaerer  Ambiente  espresso 
machine,  if  you  wondered)?  Read  on. 

A  HILL  OF  BEANS 

Americans  have  never  been  crazier  for 
coffee.  The  number  of  gourmet  coffee- 
houses in  the  U.S.  increased  from  500 
in  1996  to  roughly  23,000  today,  and 
Starbucks  recently  committed  to  open- 
ing 40,000  new  locations  worldwide,  for 
good  or  ill.  And  yet  coffee  snobs — the 
ones  who  pinpoint  Bing  cherry  after- 
notes  in  their  Rwandan  shade-grown,  Fair 
Trade  microlot  beans — insist  that  what 
most  Americans  drink  isn't  brewed  prop- 
erly and  has  as  much  true  coffee  flavor  as 
cardboard  cup  sleeves. 

Serious  coffee  at  home  begins  with 
great,  fresh  beans.  A  local  roaster  is  your 
best  bet,  but  many  outstanding  companies 
now  express-ship  beans  the  day  they  roast, 
using  one-way-valve  bags  that  release 
carbon  dioxide  and  other  gases  without 
allowing  oxygen  in. 

"Coffee  should  be  treated  like  fresh 
produce  or  fresh  bread,"  explains  Mark 
Overbay  from  Counter  Culture  Coffee, 
a  specialty  roaster  in  Durham,  North 
Carolina.  "Beans  are  best  from  4  to  24 
hours  after  roasting.  First  to  go  is  aroma, 
but  the  rest — flavor,  brightness,  body, 
aftertaste — loses  intensity  after  a  few 
days."  Just  the  names  on  the  beans  he 
overnighted  were  enough  to  keep  them 
out  of  my  freezer  (which,  like  the  fridge, 
imparts  foreign  aromas  and  taste-killing 
condensation):  Kenya  Auction  Lot  #3945, 
Idido  "Misty  Valley"  Yirgacheffe  Ethi- 
opia, Espresso  Toscano.  Not  a  chocolate 
mint  chip  in  the  bunch. 

I  also  ordered  beans  from  Rocket  Coffee 
Roasters  in  Phoenix,  Ari  zona,  Flying  Goat 


Coffee  in  Healdsburg,  California,  and 
George  Howell  Terroir  Select  in  Acton, 
Massachusetts,  an  early  pioneer  in  artisanal 
roasting.  Every  coffee  nerd  I  encountered 
mentioned  Stumptown  Coffee  Roasters 
from  Portland,  Oregon,  so  I  called  in  their 
Kenya  AA  Karimikui  and  Honduras  Finca 
el  Puente  roasts.  Prince,  meanwhile,  said  his 
top  pick  for  espresso  beans  is  Kid-o  from 
Chicago's  Intelligentsia  Coffee,  which  he 
calls  one  of  the  finest  roasters  in  America. 

The  problem  now:  What  to  do  with  all 
these  world-class  beans? 

THE  DAILY  GRIND 

Ellie  Hudson-Matuszak  shuddered  when 
she  saw  my  grocery-store  blade  grinder. 
She  is  the  former  head  of  barista  train- 
ing for  Intelligentsia,  and  now  runs  its 
Southwest  sales  division.  She  also  happens 
to  be  the  chair  of  the  Barista  Guild  of 


America  and  a  two-time  finalist  at  the 
United  States  Barista  Championships 
a  kind  of  coffee  Olympics.  Hudson- 
Matuszak  graciously  agreed  to  demon- 
strate the  glorious  new  equipment  thai 
had  been  arriving  at  my  door,  but  now 
with  a  houseful  of  friends  waiting  to  sij: 
the  results,  we  were  stymied  by  what  was 
essentially  a  $19  coffee  tchotchke. 

"Skimping  on  the  grinder  is  the  fastds 
way  to  kill  your  coffee,  "she  said,  something 
every  source  reiterated.  Most  grinders  undei 
$100 — and  especially  blade  grinders — don'' 
grind  finely  enough  for  espresso,  and  ever 
the  coarser  grinds  you  get  are  uneven,  giv- 
ing you  a  muddle  of  dust  and  gravel.  M) 
A-list  grinders  were  still  en  route,  but  luck- 
ily, I  spotted  an  unopened  box  containing 
a  Krups  GVX  2  burr  grinder  ($60)  witl 
17  settings  that  would  do  the  job  (after 
couple  of  smacks  from  Ellie). 
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"Freedom  to  me  is  skiing 
downhill  at  150mph." 


John  "Mad  Cow"  Hembel 

-  Former  American  Speed  Skiing  Champion 


"  A  split-second  break  in  concentration  can  spell 
the  end  of  my  Championship  dreams.  Timing  my 
every  movement  is  an  absolute  necessity.  Which  is 
why  a  dependable  timepiece  like  a  Ball  Watch  is  so 
important  in  a  sport  that  features  truly  adverse 
conditions." 

The  watch  that  once  ran  America's  railroads  now 
helps  America's  fastest  explorer  keep  time.  There 
is  no  other  timepiece  that  is  as  rugged  and 
dependable. 


-40  degree  Celcius 
temperature  endurance 


7,500  Gs  shock 
resistance 


\nti-magnetic  to 
12,000  A/m 


tented  crown 
jtection  system 


$00  meter  water 
esistance 


Creations  by  You 
Feldmar  Watch 
Orloff  Jewelers 
Ravits  Watch 
Right  Time 
Charles  Schwartz 
Bechtel  Jewelers 
Hess  Old  Northeast 

Morays  Jewelers 
Worthmore  Jewelers 


/  b  v 


Self-powered  micro  gas  lights 
that  glow  100  times  brighter 
than  luminous  paint  for  more 
than  25  years. 


Unidirectional  rotating 
bezel  integrated  with 
LumiNova 


BALL 


Engineer  Hydrocarbon  Titaniur 
The  "Mad  Cow" 
Automatic  Series  -  42mm 


Official 


Standard 


Since  1891 

Since  1891,  accuracy  under  adverse  conditions 


ED  Marshall  Jewelers 
10261  N  Scottsdale 
Scottdale,  AZ  85253 
480-922-1968 


Keller  &  George 
1149  Millmont  St 
Charlottesville,  VA  22903 
434-293-5011 


BALL  Watch  LISA     lei:  727-896-4278  www.ballwatch.com 
(see  web  site  for  complete  list  of  Authori/id  BALL  dealers) 


Time  Gallery 
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KY 
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MA 
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Joseph  Edwards 
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A  few  days  later,  I  saw  what  a  differ- 
ence a  serious  grinder  makes.  The  Solis 
Maestro  Grinder  ($115-8150)  has  coni- 
cal burr  blades  that  deliver  grinds  as 
velvety  as  baby  powder — perfect  for 
pulled-shot  drinks.  Baratza's  Virtuoso 
($199)  let  me  pulse  coffee  directly  into  my 
espresso  brew  basket.  But  the  topper, 
which  came  from  Chris' Coffee  Service 
(www.chriscoffee.com),  was  the  Mazzer 
Mini  ($450),  which  barista  Olympians  say 
is  the  gold  standard  for  home  use  ("the  be 
all,  end  all,"  Prince  calls  it). The  mere  sight 
of  the  Mini's  gleaming  chutes  and  cones 
on  my  countertop — not  to  mention  the 
consistent,  fragrant  grinds  it  produced — 
had  me  swearing  off  Starbucks  forever. 

HOLY  STEAM  WANDS! 

"Oh,  I've  heard  about  that  one,"  the  barista 
at  my  local  coffee  shop  whispered.  "The 
Pope  has  one  and  apparently  he  drinks 
12  cups  of  espresso  a  day" 

You  have  to  be  careful  about  coffee 
gossip.  With  tens  of  thousands  of  coffee 
products  on  the  market  and  an  infinite 
number  of  ways  to  brew,  there's  a  ton  of 
misinformation  out  there. 

Benedict  XVI  actually  has  a  Victoria 
Arduino  Venus  machine,  not  the  La 
Marzocco  GS/3,  which  had  become  my 
holy  grail.  Prototypes  of  the  GS/3 — 
invented  in  Seattle  and  handmade  in 
Florence  to  be  the  ultimate  in-home  es- 
presso machine — have  been  circulating 
through  test  kitchens  since  2001,  and  the 
reviews  have  been  stupendous.  With  the 
$4,500  machine  finally  scheduled  for 
a  spring  2007  release,  I  had  to  get  my 
hands  on  one. 

Fortunately,  Prince  told  me  how  best  to 
equip  myself  until  the  blessed  GS/3  test 
model  arrived.  Making  coffee,  he  reminded 
me,  is  a  deceptively  simple  endeavor.  You 
take  beans,  grind  them  and  use  water  to 
extract  something  that  hopefully  won't 
taste  like  Valvoline.  Back-to-basics  pur- 
ists pop  a  paper  cone  in  a  Chemex  coffee- 
maker,  a  one-piece  hourglass  vessel  that 
sells  for  around  $30,  and  call  it  a  day.  Eva 
Solo's  CafeSolo  does  the  same  job  for 
twice  the  price,  but  the  Danish  import 
looks  a  lot  cooler. 

The  truly  coffee- ii  rimentwith 
Dr.  Frankenstein-st>  uum  pots, 

which  infuse  the  grinds  \\  >iphoned 
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between  two  glass  globes.  The  process 
captures  all  the  best  aromas  and  produces 
flavors  that  are  exceptionally  clean  and 
rich.  My  five-cup  Hario  Nouveau  vacuum 
pot  (about  $105)  took  five  weeks  to  clear 
customs  on  its  way  from  Japan  via  Avenue 
18  Fine  Tea  Merchant  in  Richmond, 
British  Columbia,  but  take  my  word  for  it, 
you  will  never  see  a  sexier  coffee  machine. 

Less  fussy  but  equally  impressive  is  the 
retro-looking  Technivorm  Moccamaster 
KB741,  a  sober  drip-brewer  from  Holland 
($185,  from  www.boydscoffee.com)  that's 
certified  by  the  Specialty  Coffee  Asso- 
ciation of  America.  It's  clean,  quiet 
and  a  rarity  among  drip  machines  for 
maintaining  the  optimal  200-degree 
brewing  temperature.  It's  Mr.  Coffee's 
worst  nightmare. 

Not  everyone  needs  an  espresso  mach- 
ine as  expensive  as  a  Viking  stove,  and 
there  are  plenty  of  solid  lower-priced 
options.  Krups  recently  introduced  its 
XP4000  line  of  pump  espresso  machines, 
starting  at  $200.  The  Krups  XP4050 
($299),  a  programmable  machine  with 
brushed  stainless-steel  chassis  and  magic 
steaming  powers,  was  cool  enough  to  have 
my  brunch  guests  oohing  and  ahhing. 

But  I  was  looking  to  create  what  the 
coffee  mafia  calls  "god  shots,"  and  those 
require  at  least  a  $350  investment  for 
the  necessary  heat  and  steam.  Here, 
the  espresso  makers  to  consider  are  the 
Rancilio  Silvia,  the  Gaggia  Classic  or  the 
Saeco  Aroma  SS,  warhorses  in  the  battle 
for  serious  crema  and  foam.  Once  she 
got  the  grounds  she  was  after,  Hudson- 


The  Last  Drop... 

WWW.C0FFEEGEEK.COM 
Mark  Prince's  comprehensive  site  that 
reviews  virtually  every  consumer  coffee 
product  on  the  market. 

WWW.C0FFEEKID.COM 
Prince's  other  site  offers  tutorials 
on  everything  from  grinding  beans  to 
creating  succulent  crema. 

WWW.WH0LELATTEL0VE.COM 
The  best  source  for  coffee  machines 
and  gear. 

WWW.CHRISC0FFEE.COM 
The  place  to  go  for  serious 
(and  seriously  expensive)  brewers. 


Matuszak  was  pulling  espresso  shots 
tinged  with  red  and  blond  highlights  (signs | 
of  true  crema)  using  my  bull-strong  Silvia. 

A  big  step  up  from  there  is  the  power- 
ful new  La  Spaziale  Vivaldi  II  ($1,895, 
from  www.chriscoffee.com),  which  let  mel 
pour  heart  shapes  in  my  wife's  latte  after 
I  studied  the  technique  on  YouTube. 

THE  GOD  SHOT 

When  the  140-pound  wooden  crate  ar- 
rived from  Seattle's  Espresso  Specialists, 
La  Marzocco's  American  rep,  I  was  more 
than  ready.  In  anticipation  of  GS/3- 
hood,  I  had  pored  over  how-to  guides  on 
CoffeeGeek  and  www.homebarista.com, 
gathered  the  finest,  freshest  roasts  and 
stocked  up  on  supplies  worthy  of  the  ma- 
chine, like  the  Daliesque  coffee  stirrers 
from  El  Bulli  chef  Ferran  Adria's  Facesi 
collection  ($40,  available  from  Le  Sanc- 
tuaire  in  Santa  Monica,  California). 

I  wrestled  the  beast  out  of  the  box  and 
started  showing  off  my  coffee  knowledge 
for  my  wife:  "See,  I'm  heating  the  mach- 
ine to  200  degrees.  Now,  I'm  tamping 
30  pounds  of  calibrated  pressure  on  the 
portafilter.  Next,  I..." 

Wait!  What  was  happening  to  me? 
I'd  become  one  of  those  spewing  coffee 
autodidacts  and  I  hadn't  even  pushed 
the  brew  button  yet.  The  first  shot  was  a 
disaster,  in  fact.  Way  too  watery.  The  next 
one  just  dribbled.  The  truth  is,  even 
the  greatest  equipment  can't  make  good 
coffee  unless  the  barista  has  the  know- 
how  to  brew  it.  That's  whv  Intelligentsia 
Coffee  is  developing  a  program  to  train 
home  users  to  make  the  ultimate  cup.  Foi 
$10,000,  they  will  hook  you  up  with  £ 
new  GS/3,  a  Mini  Mazzer  grinder,  a  year's 
supply  of  beans  and  eight  hours  of  in- 
home  training. 

As  in  golf,  the  best  way  to  make  coffee 
is  to  learn  the  techniques,  then  forgd 
them.  And  after  a  few  missteps  on  the 
GS/3,  something  clicked.  Espresso  wa: 
streaming  from  the  brew  arm.  My  steamec 
milk  had  the  buffed  richness  of  latex  paint 
And  the  smells!  Was  it  cocoa?  Cinnamon: 
No,  dear  reader,  it  was  coffee.  I  slowh 
added  the  milk  and  watched  my  wife's  eye: 
widen  as  the  snowy  foam  rose  to  the  rim 
She  sipped,  she  moaned  and — damn!— 
she  asked  me  to  marry  her  all  over  again 
She  never  said  that  to  Wolfgang  Puck!  • 
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Since  business  is  all  about  relationships,  MY  M&M'S  gives  you  a  whole  new  way  to  connect  with  clients,  employees  and 
customers.  You  can  print  your  logo  on  your  company's  colors;  even  add  your  own  custom  message  -  perfect  for  any  occasion. 
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What  would  yours  say? 


The  Power  Of  Time 


The  Valeo  Reserve 


Valeo  -  from  Latin  meaning  to  have  power  or 
influence,  to  prevail.  The  Valeo  Reserve  adds 
meaning  to  the  word  power.  The  art  of  watch 
making,  challenged  from  concept  to 
delivery.  Each  detail  carefully  scrutinized, 
resulting  in  a  powerful  demonstration  of 
design  and  function. 

A  source  of  innovation  since  1927  in 
Glashutte,  Tutima  is  recognized  by  horology 
and  aviation  professionals  worldwide.  The 
introduction  of  the  Valeo  Reserve 
demonstrates  the  belief  that  as  long  as  you 
strive  for  the  highest  level  of  integrity,  there 
will  be  those  who  will  appreciate  it. 
www.tutima.com 
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Wine  &  Spirits  by  Richard  Nalley 


Making  Old  Bones 


In  great  wines, aging  is  everything....  Isn't  it? 


[was  slurping  wine  one  summer  afternoon 
in  the  cellar  of  Chateauneuf-du-Pape's 
famous  Chateau  Beaucastel.  The  pro- 
prietor had  ducked  into  a  musty  corner  to 
unearth  a  very  old  bottle  of  white  wine  that 
turned  out,  he  and  I  agreed,  to  be  well  past  its 
prime.  It  tasted,  let's  be  honest,  like  a  soggy 
wool  blanket  lightly  dipped  in  honey.  At 
about  that  moment,  Monsieur  Perrin's  other 
visitors,  a  refined  English  couple,  sauntered 
aver,  holding  their  glasses  of  the  same  wine 
aloft  in  salute.  "Well,"  said  the  man,  his  eyes 
ilight,  "this  wine  has  quite  a  future!" 

Right  there,  I  learned  two  things:  Number 
ane,  a  wine  that  tastes  well-aged  to  you  is 
'well-aged."  To  you.  And  number  two:  How 
well  a  wine  has  aged — and  when  you  open 
it — spells  the  difference  between  nectar  and 
ialad  dressing,  between  down  the  hatch  and 
down  the  drain.  Oh,  and  there  was  a  lesson 
lumber  three:  Sometimes  stereotypes  hit 
:he  bull's-eye.  We  Americans,  according 
:o  wine-world  wisdom,  drink  our  wine  too 
/oung,  the  British  too  old  (their  cross- 
channel  enablers  call  it  the  gout  anglais,  the 
English  taste)  and  the  French  somewhere 
•omfortably  in  between. 

Hitting  a  fabulous  wine  in  that  perfect  zone — velvet 
;oft  with  a  perfectly  mingled  perfume  of  exotic  spice, 
:edar  and  truffle,  perhaps — is  the  kind  of  eye-opener  that 
urns  casual  wine  drinkers  into  wine  nuts.  You  want  to  go 
here  again,  to  savor  the  moments  when  each  sip  is  so  el- 
:vated,  so  charged  with  sensory  information  that  it  seems 
o  take  an  hour  to  drink  a  glassful.  So  how  can  we — or  the 
■Tench,  for  that  matter — be  certain  when  a  wine  will  be 
n  that  optimal, "French" drinking  range?  We,  uh,  we  can't. 

There  is  more  mumbo  jumbo  and  sketchy  wine-talk 
bout  "a  perfectly  aged  bottle"  than  just  about  anything 


else  in  wine  tasting,  and  that's  saying  a  lot. 
Start  with  the  fact  that  almost  all  wines 
are  made  to  be  consumed  the  minute  they 
hit  the  store  shelf  and  have  a  limited  win- 
dow of  improvement,  if  any.  If  you  never 
buy  wine  for  more  than  $25  a  bottle,  you 
can  strike  "cellar  my  collection"  off  your 
to-do  list.  On  the  other  hand,  the  pricey 
few  with  the  potential  to  bloom  and  flour- 
ish, to  transform  themselves  after  years  in 
the  bottle,  are  no  sure  bet  either. 

The  warning  that  accompanies  a  stock 
prospectus — "Past  performance  is  no 
guarantee  of  future  results" — ought  to  be 
stamped  on  every  case  of  collectible  wine. 
Yet  the  wine  experts  race  one  another 
to  be  the  earliest  to  "judge"  new  vintages, 
routinely  advising  readers  to  shell  out  for 
new,  still-purple  wines  based  solely  on 
their  projected  potential. The  experts  will 


further  assure  us  that  these  wines  will  be 
"best  consumed"  in,  say,  "12  to  15  years,"  a 
judgment  based  on  a  feel  tor  the  winery's 
track  record  and  any  similarity  with  the 
vintage  and  the  growing  conditions  of 
some  previous  benchmark  year.  In  other 
words,  a  wild-assed  guess. 

Whatever  motivates  you  to  open  your 
wallet  for  a  newly  released  fine  wine, 
whether  you  plan  to  cherish  it  for  the  ages 
or  polish  it  off  in  the  liquor  store  park- 
ing lot,  its  potential  aging  ability — that 
guess — is  built  into  its  price  from  the 
start.  "One  of  the  major  ways  you  define 
greatness  in  a  wine  is  in  what  it  may 
become  when  it  matures,"  explains  Mannie 
Berk  of  the  Rare  Wine  Company  in 
Sonoma,  which  specializes  in  selling  old 
and  collectible  wines.  "It's  the  measure  of 
its  stature  and  marketplace  value." 

But  even  the  market's  blue  chips  can 
face  an  uncertain  future.  You  may  want  to 
think  of  them  the  way  Ohio  State  coach 
Woody  Hayes  thought  of  the  forward 
pass,  as  a  not-entirely-justifiable  leap  of 
faith.  "Three  things  can  happen  when  you 
throw  the  ball,"  he  would  sav,  "and  two  of 
them  are  bad." 

Among  other  things,  a  breakdown 
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anywhere  in  a  bottle's  past  storage — cases 
left  too  long  on  a  hot  loading  dock  in  Le 
I  [avre  or  forgotten  in  somebody's  hall 
closet — can  diminish  the  wine  forever. 
The  older  it  is  when  you  buy  it,  obviously, 
the  greater  the  potential  for  hidden  dam- 
age. Or  maybe  the  wine  has  just  gone 
out  of  balance  over  time,  a  process  Clark 
Smith,  president  of  Sonoma-based  wine 
consultants  Vinovation,  likens  to  bear- 
naise  sauce  curdling  ("You  know  how  sud- 
denly all  the  flavors,  the  lemon  and  onion 
and  tarragon  that  worked  so  well  when 
they  were  integrated,  come  roaring  out?"). 

Even  an  iconic  wine's  initial  rave  re- 
views can  be  downgraded  as  it  ages.  Your 
wildly  expensive  1961  Chateau  Lafite- 
Rothschild?  You  felt  the  pain  in  2005 
when  market-mover  Robert  Parker  dis- 
dained it  as  part  of  a  mediocre  era  at 


Lafite  and  wrote,  "It  has  always  remained 
a  mystery  to  me  why  more  wine  critics 
did  not  cry  foul  " 

And  then  there  are  the  vagaries  of  the 
bazaar.  In  his  book  Keys  to  the  Cellar,  Peter 
Meltzer  cites  three  sales  within  a  few 
months  of  one  another  in  2004.  In  the 
first,  at  NYWinesChristie's,  a  case  of  the 
coveted  Leroy  La  Romanee  1953  from 
Burgundy  sold  for  $49,350;  just  a  month 
later  at  the  same  auction  house,  another 
case  of  the  same  wine  sold  for  $19,975 
and  then  another  at  Acker  Merrall  & 
Condit  for  $17,550.  Go  figure  old  wine. 

It  is  mysterious,  alright,  but  the  sen- 
suous superiority  of  aged  wine  has  been 
touted  since  forever.  It  would  have  been 
obvious  to  the  first  grape-squashers  of  pre- 
history who  managed  to  seal  up  a  jug,  and 
is  expressed  as  gospel  truth  in  Luke  5:39, 
when  Jesus  uses  the  notion  as  an  example 
of  something  commonly  known  to  all: 
"And  no  one  after  drinking  old  wine  wants 
the  new,  for  he  says,  'The  old  is  better.'" 

So  what  makes  old  wine  better?  For 
one  thing,  of  course,  aged  wine  is  mel- 
lower, but  that  mattered  much  more  in 
the  past  than  it  does  today.  A  generation 
ago,  many  of  the  world's  most  prized, 


collectible  reds — Grand  Cru  Bordeaux, 
for  example,  or  top  Italian  Barolos — werd 
often  raspy,  tonsil-searing  or  just  plain 
"dumb" when  first  bottled.  Cellaring  them 
was  not  a  preference  but  a  necessity. 

These  days  many  of  the  great  luxury 
wines — in  fact,  most  wines  in  general — are 
being  harvested  later  and  put  through  reg- 
imens in  the  winery  that  make  them  mord 
approachable  when  first  released.  But  tot 
wine-lovers,  mellow  is  just  a  marker  along 
the  way;  it  is  after  that  when  things  start  td 
get  really  interesting.  This  is  the  root  dif- 
ference between  collecting  wine  and,  say. 
Crown  Derby  porcelain  or  model  trains: 
Those  plates  and  Lionel-gauge  locomo- 
tives will  reliably  behave  themselves, 
Meanwhile,  down  in  the  basement,  youi 
'59  Bonnes  Mares  is  getting  jiggy  with  it. 
Wine  is  not,  as  some  people  like  to  sayj 
"a  living  thing,"  but  it 
is  an  active  thing.  Ii 
is  sealed  inside  its  bot- 
tle with  a  very  limitec 
amount  of  air  (a  corl< 
is  nothing  more  than  a 
17th-century  technol- 
ogy for  keeping  wine  in  and  oxygen  out) 
and  carries — in  the  case  of  red  wine — i 
host  of  chemical  compounds  with  name! 
like  polymerized  anthocyan.  (An  intelli- 
gent summary  can  be  found  in  The  Oxfort 
Companion  to  Wine.)  These  compound: 
are  engaged  in  a  kind  of  chemical  polka 
paired  interactions  (oxidation  to  reductior 
and  back  again)  that  work  on  the  wine : 
components  and — in  the  right  wine — 
evolve  toward  an  intricate  complexity. 

"It's  like  going  from  one  dimensior 
of  the  experience  to  two  and  then  tc 
three  dimensions,"  says  Terry  Leighton  o 
California's  Kalin  Cellars,  a  rare  wine 
maker  who  cellars  his  bottles  for  five  tc 
seven  years  before  selling  them,  for  tha 
very  reason. 

As  a  wine  ages,  its  aromas  transform 
The  primary  fragrance  associated  with  tin 
grape  itself  (cassis  and  blackberry,  say,  it 
the  case  of  Cabernet)  and  the  secondar 
characteristics  of  the  winemaking  ant 
fermentation  processes  (things  like  buttei 
vanilla,  oak)  mingle  with  other  com 
pounds  present  to  form  ethereal  and  no 
always  foreseeable  tertiary  aromas.  This  i 
what  the  old-fashioned  wine  word  "bou 
quet"  describes:  a  melange  of  qualities,  a 


You  can  visit  wine  cellars  all  over  the  world 
where  the  winemaker  will  open  old  bottles, 
red  and  white,  that  "impossibly"  defy  the  ages. 
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with  a  mix  of  flowers,  that  integrates  into 
a  harmonious  whole. 

Mannie  Berk  puts  it  this  way:  "The 
texture  changes,  the  tannins  soften,  wood 
flavors  from  the  barrel  are  absorbed,  the 
fruit  transforms  into  sweetness,  and  the 
flavors  are  more  of  the  spice  and  earth 
families,  you  get  things  like  cedar,  tobacco, 
licorice.  The  whole  experience  is  moving 
farther  and  farther  away  from  the  raw 
components  of  grape  juice  and  alcohol." 

The  farther  the  wine  moves,  the  more 
a  drinker's  vocabulary  has  to  stretch  out 
of  shape  to  describe  it  and  the  more  it 
becomes  something  that  simply  has  to  be 
experienced.  The  most  famous  arbiter  of 
finely  aged  wine,  former  Christie's  wine 
chief  Michael  Broadbent,  for  instance,  de- 
scribes an  1890  Chateau  Latour  tasted  in 
1977:  "Bouquet  sweet  and  noted  as  gamey, 
like  a  well-hung  pheasant."  Well. . .I'm 
sure  I  wouldn't  know. 

Aged  wines  also  have  a  way  of  refuting 
expectations.  Beyond  fortified  wine  aging 
champs  like  Port  and  Madeira  and  sweet 
wines  like  Tokaji  and  Sauternes,  the 
longest-lived  wines  are  generally  thought 
to  be  big-structured,  more  tannic  reds. 
And  for  real  aging  potential  you  want  to 
buy  the  wine  in  a  magnum  or  larger-for- 
mat bottle  (perhaps  because  of  the  greater 
batio  of  wine  to  the  air  pocket  in  the 
neck).  None  of  those  things  is  wrong. 
But  one  of  the  more  remarkable  wines 
I  have  ever  tasted  was  a  100-year-old 
German  Riesling  from  a  regular,  750ml 
mottle;  it  was  lively,  fresh,  dry  and  carrying 
ill  of  about  nine  percent  alcohol.  And  you 
:an  visit  cellars  all  over  the  world  where 
.vincmakers  will  open  old  bottles,  red  and 
.vhite,  that  "impossibly"  defy  the  ages  (not 
[to  mention  the  reference  guide  ratings). 

Despite  abundant  evidence  to  the 
rontrary,  many  European  drinkers  are 
;mugly  secure  in  their  conviction  that 
California  wines  "don't  age."  When  a 
lanel  of  French  experts  chose  California 
vines  over  French  giants  in  the  famous 
Judgment  of  Paris"  blind  tasting  in  1976, 
:ome  explained  it  away  by  saying  that 
he  California  wines  were  flashy  when 
Kmng  but  that  time  would  sift  out  the 
rue  aristocrats.  How  then  to  explain  the 
esults  of  a  celebrated  retaste  in  2006?  The 
pinner:  Ridge  Monte  Bcllo  1971  from 
he  Santa  Cruz  Mountains;  runner-up: 


1976's  original  winner,  Stag's  Leap  Wine 
Cellars  1973  from  Napa  Valley. 

On  another  occasion,  Ridge's  esteemed 
winemaker,  Paul  Draper,  along  with  a 
Bordeaux  wine  merchant  and  a  number  of 
seasoned  tasters,  matched  a  1935  Simi 
Zinfandel  from  California  against  a  1924 
Chateau  Margaux  in  a  blind  tasting. 
Terrible  mismatch,  right?  Wrote  Draper, 
"Both  were  in  perfect  condition  and  there 
were  no  signs  that  either  was  beginning  to 
fade.  It  was  agreed  that  one  of  the  wines 
was  an  old  [Bordeaux],  but  the  group  was 
evenly  split  on  which  one." 

This  illustrates  another  strange  point 
about  old  wines — at  a  certain  age  they 
seem  to  converge.  As  different  as  a  young 
Corton  (Pinot  Noir)  from  Burgundy 
might  be  from  a  young  Hermitage  (Syrah) 
from  the  Rhone,  put  two  30-year-old 
examples  from  fine  vintages  together,  and 
you  may  be  surprised  by  their  sensory 
overlap.  Just  as  aging  wines  seem  to  evolve 
away  from  their  base  materials,  they  also,  it 
appears,  age  away  from  the  particularity  of 
their  original  grapes.  Says  Berk, "Whether 
they  were  a  Barolo  or  a  Cabernet  becomes 


less  important.  What  grows  in  importance 
is  cellaring  and  initial  quality." 

Maybe  the  only  thing  that  is  absolutely 
clear  about  aging  wine  is  that  you  must 
stay  the  course,  or  buy  it  from  someone 
who  has.  Every  known  way  to  "accelerate" 
aging,  like  turning  up  the  heat  in  your 
cellar,  has  a  downside  (in  this  case,  losing 
aromatic  subtleties).  Various  magnets  and 
aging  devices  with  names  such  as  Perfect 
Sommelier  evoke  mostly  skepticism.  Clark 
Smith,  whose  Vinovation  is  known  for  its 
cutting-edge  technologies,  says,  "People 
bring  me  a  new  [age  accelerator]  every  six 
months.  It's  like  magic  crystals  and  pyra- 
mids; I  haven't  seen  any  that  do  anything." 

In  the  age  of  instant  gratification,  old 
wine  is  about  as  preindustrial  as  things 
get.  Want  to  reach  that  perfect  tasting 
zone?  There  has  really  been  no  improve- 
ment over  the  old-fashioned  method  of 
buying  a  case  and  checking  in  with  its 
progress  by  cracking  a  bottle  open  now 
and  again.  As  Terry  Lcighton  puts  it, 
"There's  still  mostly  fast-food  out  there, 
but  people  are  starting  to  appreciate  slow- 
food  again,  and  slow-wine,  too."  • 
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Boats  by  Bernadette  Bernon 


his  fall  Tim  and  Pauline  Carr,  authors  of  the 
acclaimed  Antarctic  Oasis  (W.W.  Norton, 
1998),  will  lead  an  exploration  to  the 
Falklands  and  South  Georgia  Island  for 
heesemans'  Ecology  Safaris.  The  couple,  who  spent 
nore  than  two  decades  circumnavigating  the  globe, 
/orked  at  the  South  Georgia  Museum  for  14  years, 
ving  in  the  ice  aboard  their  own  wooden  28-footer,  the 
ngineless  Curlew.  Traveling  on  the  ice-strengthened 
Jshuaia,  the  Carrs  and  75  guests,  along  with  naturalists, 
eologists,  ecologists  and  photographers,  will  take 
dvantage  of  the  early  season  to  seek  out  colonies  of  king 
enguins,  albatross  and  elephant  seals,  as  well  as  experi- 
nce  an  expansive  landscape  of  glaciers  calving  into  the 
;a.  Trip  runs  from  October  25  to  November  18;  price  per 
erson  is  $7, 700  to  $12, 750.  www.cheesemans.com. 


Into  the  great 
white  open: 
_   the  Ushuaia 
heads  south. 


Holiday 
On  Ice 
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CASE  CLOSED 

For  those  who  take  their 
iPods  and  PDAs 
everywhere — and  we  mean 
everywhere— there's  now 
hazard  protection  from 
OtterBox,  the  company  that 
makes  waterproof,  crush- 
proof,  drop-proof  cases  for 
everything  from  laptops 
to  cigars.  OtterBox  cases 
for  the  iPod  Nano  (first  and 
second  generation,  photo, 
video,  mini,  20GB  and 
shuffle)  are  clear,  so  the 
color  of  the  unit  shows 
through.  Lined  in  soft  rubber 
that  acts  as  a  cradle,  they 
have  a  belt  clip,  and  there's 
interactive  click-wheel 
access  through  the  case. 
PDA  cases  allow  stylus  use 
through  a  clear  membrane. 
Accessories  for  iPod  cases 
include  an  armband  and 
waterproof  headphones;  PDA 
case  accessories  include 
vehicle  mount,  neck  lanyard 
and  serial  pod. $20-$100. 
www.  otterbox.  com. 


YOU  CAN  PADDLE  A  MIRAGE  KAYAK  IF  YOU  WANT,  BUT  WHY  BOTHER) 
Hobie's  MirageDrive  technology  lets  you  pedal  instead,  leaving  hands  free  to  cast  a  reef 
or  take  a  snapshot.  The  MirageDrive  pedal  mechanism  is  connected  to  two  underwate 
flippers,  much  like  penguin  wings,  that  propel  the  kayak  faster  than  a  traditional  pac 
die.  (To  really  tear,  you  can  paddle  and  pedal  simultaneously.)  Steering  is  governed  by  ; 
fingertip-controlled  rudder  that  can  be  rotated  out  of  the  way  in  shallow  water  or  lif "tec 
and  turned  to  lay  flat  on  deck.  The  MirageDrive  technology  is  found  on  the  entire  rang* 
of  Hobie  Mirage  kayaks,  which  include  adjustable  seats,  dry  storage,  fish  holds  and  gea 
buckets.  The  latest  offering  is  a  trimaran  sailer.  $1,400  to  $3,000.  www.hobiecat.com 
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The  Sleep  You  Vf.  Rf.f.n  Dream 


Soothing  Rest  For  Mind  And  Body. 


 ^(eszopiclone)<s 


It's  what  you've  been  craving.  Peaceful  sleep  without  a  struggle.  That's  what  uand3mgtablets 
Lunesta*  is  all  about:  helping  most  people  fall  asleep  quickly,  and  stay  asleep  all  through  the  night.  It's  not  only 
ion-narcotic,  it's  approved  for  long-term  use.  So  you  can  feel  comfortable  taking  it  night  after  night.  Talk  to  your 
doctor  first  before  using  sleep  aids  for  extended  periods.  Tonight,  just  close  your  eyes,  and  leave  the  rest  to  Lunesta. 
Find  out  how  to  improve  your  sleep  habits  at  www.lunesta.com.  Or  call  1-800-Lunesta. 

MPORTANT  SAFETY  INFORMATION:  Lunesta  works  quickly,  and  should  be  taken  right  before  bed.  Be  sure  you  have  at  least 
ight  hours  to  devote  to  sleep  before  becoming  active.  Until  you  know  how  you'll  react  to  prescription  Lunesta,  you  should  not  drive 
ir  operate  machinery.  Do  not  use  alcohol  while  taking  Lunesta.  Most  sleep  medicines  carry  some  risk  of  dependency.  Side  effects  may , 
nclude  unpleasant  taste,  headache,  drowsiness  and  dizziness.  See  important  patient  information  on  the  next  page.        2006  sepracor  inc. 


Lun^sta 

 ^(eszopiclonejc 

1,2  AND  3  MG  TABLETS 


Please  read  this  summary  of  information  about  LUNESTA 
before  you  talk  to  your  doctor  or  start  using  LUMESTA.  It  is 
not  meant  to  take  the  place  of  your  doctor's  instructions.  If 
you  have  any  questions  about  LUNESTA  tablets,  be  sure  to 
ask  your  doctor  or  pharmacist. 

LUNESTA  is  used  to  treat  different  types  of  sleep  problems, 
such  as  difficulty  in  falling  asleep,  difficulty  in  maintaining 
sleep  during  the  night,  and  waking  up  too  early  in  the  morning. 
Most  people  with  insomnia  have  more  than  one  of  these 
problems.  You  should  take  LUNESTA  immediately  before 
going  to  bed  because  of  the  risk  of  falling. 

LUNESTA  belongs  to  a  group  of  medicines  known  as  "hypnotics" 
or,  simply,  sleep  medicines.  There  are  many  different  sleep 
medicines  available  to  help  people  sleep  better.  Insomnia  is 
often  transient  and  intermittent.  It  usually  requires  treatment 
for  only  a  short  time,  usually  7  to  1 0  days  up  to  2  weeks.  If  your 
insomnia  does  not  improve  after  7  to  10  days  of  treatment, 
see  your  doctor,  because  it  may  be  a  sign  of  an  underlying 
condition.  Some  people  have  chronic  sleep  problems  that 
may  require  more  prolonged  use  of  sleep  medicine. 
However,  you  should  not  use  these  medicines  for  long  periods 
without  talking  with  your  doctor  about  the  risks  and  benefits 
of  prolonged  use. 

Side  Effects 

All  medicines  have  side  effects.  The  most  common  side 
effects  of  sleep  medicines  are: 

•  Drowsiness 

•  Dizziness 

•  Lightheadedness 

•  Difficulty  with  coordination 

Sleep  medicines  can  make  you  sleepy  during  the  day.  How 
drowsy  you  feel  depends  upon  how  your  body  reacts  to  the 
medicine,  which  sleep  medicine  you  are  taking,  and  how 
large  a  dose  your  doctor  has  prescribed.  Daytime  drowsiness 
is  best  avoided  by  taking  the  lowest  dose  possible  that  will 
still  help  you  sleep  at  night.  Your  doctor  will  work  with  you 
to  find  the  dose  of  LUNESTA  that  is  best  for  you.  Some 
people  taking  LUNESTA  have  reported  next-day  sleepiness. 

To  manage  these  side  effects  while  you  are  taking  this  medicine: 

•  When  you  first  start  taking  LUNESTA  or  any  other 
sleep  medicine,  until  you  know  whether  the  medicine 
will  still  have  some  effect  on  you  the  next  day,  use 
extreme  care  while  doing  anything  that  requires 
complete  alertness,  such  as  driving  a  car,  operating 
machinery,  or  piloting  an  aircraft. 

•  Do  not  drink  alcohol  when  you  are  taking  LUNESTA  or 
any  sleep  medicine.  Alcohol  can  increase  the  side 
effects  of  LUNESTA  or  any  other  sleep  medicine. 

•  Do  not  take  any  other  medicines  without  asking  your 
doctor  first.  This  includes  medicines  you  can  buy 
without  a  prescription.  Some  medicines  can  cause 
drowsiness  and  are  best  avoided  while  taking  LUNESTA. 

•  Always  take  the  exact  dose  of  LUNESTA  prescribed  by 
your  doctor.  Never  change  your  dose  without  talking 
to  your  doctor  first. 

Special  Concerns 

There  are  some  special  problems  that  may  occur  while  taking 
sleep  medicines. 

Memory  Problems 

Sleep  medicines  may  cause  a  special  type  of  memory  loss  or 
"amnesia."  When  this  occurs,  a  person  may  not  remember 
what  has  happened  for  several  hours  after  taking  the  medicine. 
This  is  usually  not  a  problem  since  most  people  fall  asleep 
after  taking  the  medicine.  Memory  loss  can  be  a  problem, 
however,  when  sleep  medicines  are  taken  while  traveling,  such 
as  during  an  airplane  flight  and  the  person  wakes  up  before 
the  effect  of  the  medicine  is  gone  This  has  been  called 
"traveler's  amnesia."  Memory  problems  have  been 
reported  rarely  by  patients  taking  TA  in  clinical 
studies.  In  most  cases,  memory  pro.  be  avoided  if 


you  take  LUNESTA  only  when  you  are  able  to  get  a  full  night 
of  sleep  before  you  need  to  be  active  again.  Be  sure  to  talk 
to  your  doctor  if  you  think  you  are  having  memory  problems. 

Tolerance 

When  sleep  medicines  are  used  every  night  for  more  than  a 
few  weeks,  they  may  lose  their  effectiveness  in  helping  you 
sleep.  This  is  known  as  "tolerance."  Development  of  tolerance 
to  LUNESTA  was  not  observed  in  a  clinical  study  of 
6  months'  duration.  Insomnia  is  often  transient  and 
intermittent,  and  prolonged  use  of  sleep  medicines  is  generally 
not  necessary.  Some  people,  though,  have  chronic  sleep 
problems  that  may  require  more  prolonged  use  of  sleep 
medicine.  If  your  sleep  problems  continue,  consult  your  doctor, 
who  will  determine  whether  other  measures  are  needed  to 
overcome  your  sleep  problems. 

Dependence 

Sleep  medicines  can  cause  dependence  in  some  people, 
especially  when  these  medicines  are  used  regularly  for 
longer  than  a  few  weeks  or  at  high  doses.  Dependence  is 
the  need  to  continue  taking  a  medicine  because  stopping  it 
is  unpleasant. 

When  people  develop  dependence,  stopping  the  medicine 
suddenly  may  cause  unpleasant  symptoms  (see  Withdrawal 
below).  They  may  find  they  have  to  keep  taking  the  medicine 
either  at  the  prescribed  dose  or  at  increasing  doses  just  to 
avoid  withdrawal  symptoms. 

All  people  taking  sleep  medicines  have  some  risk  of  becoming 
dependent  on  the  medicine.  However,  people  who  have  been 
dependent  on  alcohol  or  other  drugs  in  the  past  may  have  a 
higher  chance  of  becoming  addicted  to  sleep  medicines.  This 
possibility  must  be  considered  before  using  these  medicines 
for  more  than  a  few  weeks.  If  you  have  been  addicted  to 
alcohol  or  drugs  in  the  past,  it  is  important  to  tell  your 
doctor  before  starting  LUNESTA  or  any  sleep  medicine. 

Withdrawal 

Withdrawal  symptoms  may  occur  when  sleep  medicines  are 
stopped  suddenly  after  being  used  daily  for  a  long  time.  In 
some  cases,  these  symptoms  can  occur  even  if  the  medicine  has 
been  used  for  only  a  week  or  two.  In  mild  cases,  withdrawal 
symptoms  may  include  unpleasant  feelings.  In  more  severe 
cases,  abdominal  and  muscle  cramps,  vomiting,  sweating, 
shakmess,  and,  rarely,  seizures  may  occur.  These  more 
severe  withdrawal  symptoms  are  very  uncommon.  Although 
withdrawal  symptoms  have  not  been  observed  in  the 
relatively  limited  controlled  trials  experience  with  LUNESTA. 
there  is,  nevertheless,  the  risk  of  such  events  in  association 
with  the  use  of  any  sleep  medicine. 

Another  problem  that  may  occur  when  sleep  medicines  are 
stopped  is  known  as  "rebound  insomnia."  This  means  that  a 
person  may  have  more  trouble  sleeping  the  first  few  nights 
after  the  medicine  is  stopped  than  before  starting  the  medicine. 
If  you  should  experience  rebound  insomnia,  do  not  get 
discouraged.  This  problem  usually  goes  away  on  its  own 
after  1  or  2  nights. 

If  you  have  been  taking  LUNESTA  or  any  other  sleep  medicine 
for  more  than  1  or  2  weeks,  do  not  stop  taking  it  on  your 
own.  Always  follow  your  doctor's  directions. 

Changes  In  Behavior  And  Thinking 

Some  people  using  sleep  medicines  have  experienced 
unusual  changes  in  their  thinking  and/or  behavior.  These 
effects  are  not  common.  However,  they  have  included: 

•  More  outgoing  or  aggressive  behavior  than  normal 

•  Confusion 

•  Strange  behavior 

•  Agitation 

•  Hallucinations 

•  Worsening  of  depression 

•  Suicidal  thoughts 

How  often  these  effects  occur  depends  on  several  factors, 
such  as  a  person's  general  health,  the  use  of  other  medicines, 
and  which  sleep  medicine  is  being  used.  Clinical  experience 
with  LUNESTA  suggests  that  it  is  rarely  associated  with 
these  behavior  changes. 

It  is  also  important  to  realize  it  is  rarely  clear  whether  these 
behavior  changes  are  caused  by  the  medicine,  are  caused  by 
an  illness,  or  have  occurred  on  their  own.  In  fact,  sleep  problems 
that  do  not  improve  may  be  due  to  illnesses  that  were  present 
before  the  medicine  was  used.  If  you  or  your  family  notice 


any  changes  in  your  behavior,  or  if  you  have  any  unusual  or 
disturbing  thoughts,  call  your  doctor  immediately. 

Pregnancy  And  Breastfeeding 

Sleep  medicines  may  cause  sedation  or  other  potential 
effects  in  the  unborn  baby  when  used  during  the  last  weeks 
of  pregnancy.  Be  sure  to  tell  your  doctor  if  you  are  pregnant, 
if  you  are  planning  to  become  pregnant,  or  if  you  become 
pregnant  while  taking  LUNESTA. 

In  addition,  a  very  small  amount  of  LUNESTA  may  be  present 
in  breast  milk  after  use  of  the  medication.  The  effects  of  very 
small  amounts  of  LUNESTA  on  an  infant  are  not  known; 
therefore,  as  with  all  other  prescription  sleep  medicines,  it  is 
recommended  that  you  not  take  LUNESTA  if  you  are  breast- 
feeding a  baby. 

Safe  Use  Of  Sleep  Medicines 

To  ensure  the  safe  and  effective  use  of  LUNESTA  or  any  other 
sleep  medicine,  you  should  observe  the  following  cautions: 

1.  LUNESTA  is  a  prescription  medicine  and  should  be 
used  ONLY  as  directed  by  your  doctor.  Follow  your 
doctor's  instructions  about  how  to  take,  when  to  take, 
and  how  long  to  take  LUNESTA. 

2.  Never  use  LUNESTA  or  any  other  sleep  medicine  for 
longer  than  directed  by  your  doctor. 

3.  If  you  notice  any  unusual  and/or  disturbing  thoughts 
or  behavior  during  treatment  with  LUNESTA  or  any 
other  sleep  medicine,  contact  your  doctor. 

4.  Tell  your  doctor  about  any  medicines  you  may  be 
taking,  including  medicines  you  may  buy  without  a 
prescription  and  herbal  preparations.  You  should  also 
tell  your  doctor  if  you  drink  alcohol.  DO  NOT  use  alcohol 
while  taking  LUNESTA  or  any  other  sleep  medicine. 

5.  Do  not  take  LUNESTA  unless  you  are  able  to  get  8  or 
more  hours  of  sleep  before  you  must  be  active  again. 

6.  Do  not  increase  the  prescribed  dose  of  LUNESTA  or 
any  other  sleep  medicine  unless  instructed  by  your 
doctor. 

7.  When  you  first  start  taking  LUNESTA  or  any  other 
sleep  medicine,  until  you  know  whether  the  medicine 
will  still  have  some  effect  on  you  the  next  day,  use 
extreme  care  while  doing  anything  that  requires 
complete  alertness,  such  as  driving  a  car,  operating 
machinery,  or  piloting  an  aircraft. 

8.  Be  aware  that  you  may  have  more  sleeping  problems 
the  first  night  or  two  after  stopping  any  sleep  medicine. 

9.  Be  sure  to  tell  your  doctor  if  you  are  pregnant,  if! 
you  are  planning  to  become  pregnant,  if  you  becomei 
pregnant,  or  if  you  are  breastfeeding  a  baby  while) 
taking  LUNESTA. 

10.  As  with  all  prescription  medicines,  never  sharei 
LUNESTA  or  any  other  sleep  medicine  with  anyonei 
else.  Always  store  LUNESTA  or  any  other  sleep  medicinei 
in  the  original  container  and  out  of  reach  of  children. 

11.  Be  sure  to  tell  your  doctor  if  you  suffer  from  depression., 

12.  LUNESTA  works  very  quickly.  You  should  only  take 
LUNESTA  immediately  before  going  to  bed. 

13.  For  LUNESTA  to  work  best,  you  should  not  take  it  with)1 
or  immediately  after  a  high-fat,  heavy  meal. 

14.  Some  people,  such  as  older  adults  (i.e.,  ages  65  and 
over)  and  people  with  liver  disease,  should  start  with 
the  lower  dose  (1  mg)  of  LUNESTA.  Your  doctor  may, 
choose  to  start  therapy  at  2  mg.  In  general,  adults: 
under  age  65  should  be  treated  with  2  or  3  mg. 

15.  Each  tablet  is  a  single  dose;  do  not  crush  or  break 
the  tablet. 

Note:  This  summary  provides  important  information  aboul 
LUNESTA.  If  you  would  like  more  information,  ask  youi 
doctor  or  pharmacist  to  let  you  read  the  Prescribing 
Information  and  then  discuss  it  with  him  or  her. 

Rx  only 
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Jack  Nicklaus   The  first  to  win  18  majors 


YOU    DON'T   GET  A 

SECOND  CHANCE 


AT   BEING  FIRST 


mold  Palmer 

ie first  to  break  the  million-dollar  plateau 


A  new  era  in  golf  begins  on  the  PGA 
TOUR  with  a  season-long  points  battle, 
the  PLAYOFFS  and  one  player  becoming 
the  first-ever  FedExCup  champion. 


PGATOUR.com/FedExCup 


Cup 


y?NEW  ERA  in  GOLF 


FOR  YEARS  THE  NAUTOR'S  SWAN  HAS  BEEN  SYNONYMOUS  WITH  SLEEK, 
offshore  performance  craft.  During  the  1990s,  however,  the  venerable  Finnish  builder's, 
finances  fell  into  peril  until  one  devoted  Swan  owner  came  to  the  rescue — Leonardo' 
Ferragamo,  of  the  Italian  shoemaking  dynasty  Salvatore  Ferragamo.  "I  knew  I  was  deal- 
ing with  a  legend,"  said  Ferragamo,  53,  who  bought  the  company  in  1998. 

In  Finland,  Nautor's  Swan  is  considered  a  national  treasure,  and  Ferragamo  was  viewed 
with  suspicion.  "First,  50  employees  were  allowed  to  interview  me,"  he  remembers.  "One 
man  asked,  'So  what  have  shoes  got  to  do  with  boats?'  I  could  only  say  that  both  were  a 
means  of  transportation.  But  I  promised  them  all  that  I  would  honor  their  company's  tra- 
ditions, that  I  would  try  to  make  them  proud  of  me."  So  a  deal  was  struck  and  Ferragamo 
got  down  to  work,  gathering  consultants  from  outside  the  world  of  boats,  people  whose 
design  sense  he  trusted,  and  joining  them  with  Swan's  top  craftsmen.  The  new  Swans  are 
sexy  showstoppers,  each  reflecting  Ferragamo's  contemporary  aesthetic  while  retaining 
the  brand's  signature  lines,  strength  and  performance  capabilities. 

Ferragamo's  fresh  perspective  extends  to  sailing  as  a  pastime,  which  is  why  he  created 
Club  Swan,  which  includes  a  program  of  exclusive  regattas  and  events  around  the  world, 
technical  assistance,  and  global  charter  and  brokerage  services.  "Our  customers  must  gc 
from  buying  an  excellent  boat  to  having  an  excellent  experience,"  he  says.  "I  want  to  cre- 
ate events  where  you  can  find  fair,  gentlemanly  racing  done  with  style." 

After  nine  years  of  his  leadership,  Nautor's  Swan  has  become  one  of  the  most  suc- 
cessful sailboat  builders  in  the  world,  and  in  2005  it  won  the  landmark  contract  to  build 
29  new  Club  Swan  42s  for  members  of  the  New  York  Yacht  Club  at  approximate!) 
411,000  euros  (about  $532,000)  each,  making  this  new  class  of  one-designs  the  hottest 
in  the  world.  Today,  the  company  features  13  new  models  and  builds  around  40  boats  ; 
year,  www.nautorswan.com. 
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Shanghai  is  earning  a  reputation  as  the  "Paris  of  the  Orient,"  thanks  to  its  position 
at  the  forefront  of  China's  burgeoning  economic  and  social  development. 
Besides  being  home  to  regional  offices  from  over  500  international  corporations 
and  hosting  more  than  600  large-scale  exhibitions  and  international  conferences 
annually,  Shanghai  is  also  culturally  dynamic.  Exciting  world-class  events  such  as  the 
Formula  One  Grand  Prix,  ATP  Masters  Cup-Shanghai,  the  Shanghai  Golden 
Grand  Prix,  Shanghai  Tourism  Festival,  China  Shanghai  International  Arts  Festival, 
Shanghai  Biennale,  Shanghai  International  Film  Festival  and  Shanghai  International 
Marathon  drew  nearly  6  million  overseas  visitors  to  Shanghai  in  2006. 
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"Shanghai  has  a  strategic  position  in  the  region  that  opens  the  city 
up  to  vast  opportunities  for  business,  and  with  accessibility  to  more  than 
400  cities  worldwide,  it  is  becoming  the  first  stop  of  choice  for  overseas 
visitors  on  their  China  trips,"  says  Dao  Shu  Ming,  chairman  of  Shanghai 
Municipal  Tourism  Administrative  Commission. 

In  Shanghai,  East  meets  West  and  past  meets  future,  making  it  a  place 
of  fascinating  contrasts.  Traditional  Shanghai  is  renowned  for  its 
bustling  local  market,  classical  Chinese  garden,  winding  slab-stone 
alleys,  and  time-honored  Shikumen  and  European  architecture  that 
hearkens  back  to  a  bygone  era.  The  newer  areas  of  Shanghai  are  a 
convergence  of  shopping  malls,  posh  commercial  complexes  and 
cultural  centers,  first-class  hotels,  hip  entertainment  spots  and  modern 
airports  and  ocean  terminals.  Ail  of  these  unique  features  make 
Shanghai  an  exotic,  mysterious  and  thrilling  city. 

Sensational  Shopping 

Shanghai  has  always  been  a  shopping  haven,  but  the  past  20  years  have 
seen  trendy  shopping  malls,  department  stores  and  boutique  shops  spring 
up  one  after  another.  With  major  shopping  hubs  conveniently  located  in 
the  heart  of  the  city,  Shanghai  is  the  perfect  place  to  shop  'till  you  drop. 

Nanjing  Road  is  known  as  Chinas  number-one  shopping  street,  and  it 
exemplifies  Shanghai's  acute  contrast  between  tradition  and  modernity. 
This  5.5-km-long  road  allows  tourists  to  experience  the  local 
Shanghainese  ambiance  of  the  country's  largest  department  store  —  The 
No.l  Department  Store  —  which  is  located  on  the  east  end  of  Nanjing 
Road.  The  west  end  of  this  shopping  thoroughfare  is  filled  with  com- 
plexes featuring  upscale  stores.  Among  these  high-end  shopping  malls  are 
OTIC  and  Westgate,  as  well  as  Plaza  66,  which  is  occupied  by  interna-i 
tional  designers  such  as  Louis  Vuitton,  Prada,  Carrier,  Hermes  and  Dior. 
Recently  the  shopping  complex  Sogo  joined  the  aforementioned  ranks  by 
housing  such  renowned  brands  as  Tiffany  8c  Co.  and  Thomas  Pink. 

Huaihai  Road  is  another  bustling  shopping  strip  of  trendy  shopping; 
institutions  such  as  Shanghai  Times  Square  and  high-end  department 
stores  Parkson  and  New  World  Printemps,  as  well  as  numerous  specialty 
stores  and  boutiques  offering  clothing,  jewelry,  sportswear,  watches,) 
eyewear  and  cigars.  Another  Huaihai  shop  belongs  to  a  famous  tailor, 
who  has  been  making  silk  apparel  for  senior  government  officials  m 
China  for  decades  and  has  also  suited  some  visiting  dignitaries  such  as. 
former  U.S.  President  Bill  Clinton.  Nearby  Shaanxi  and  Maomingj 
Roads  are  great  for  visitors  looking  for  unique  clothes  and  jewelry 
designed  by  local  young  talent  and  tailor-made  cheongsams  made  by 
specialized  retailers  ot  this  traditional  Chinese  garment. 

Located  in  southwest  downtown,  Xujiahui  boasts  another  kind  of) 
shopping  adventure  —  the  electronics  kind.  The  two  largest  shopping 
malls  for  digital  products  —  Buynow  and  Pacific  Digital  Plaza  — 
showcase  everything  from  laptop  computers  and  MP3  players  to  digital 
cameras  and  mobile  phones.  A  variety  of  restaurants,  cinemas,  discos  and 
gyms  among  these  complexes  give  this  district  a  distinct  flavor. 

To  find  Ming-  and  Qing-style  furniture,  classic  ceramic  and  porcelain, 
or  fun  pieces  like  coins  and  maps,  the  small  shops  on  Hongqiao  Road. 
Wuzhong  Road  and  Huqmgping  Highway  are  good  starting  points. 

Dongtai  Road  and  Fangbang  Road  offer  larger  stores  with  intricate 
antiques,  Chinese  calligraphy  and  paintings.  One  can  even  practice  the 
Chinese  arts  at  home  by  bringing  back  the  Chinese  four  treasures  ot  tin 
study:  brushes,  ink  stick,  ink  stones  and  Xuan  (rice)  paper.The  shopping 
agenda  goes  on,  with  beautiful  embroidery,  traditional  Chinese  handicrafts 
and  other  great  souvenirs  also  found  here. 
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A.  Captivating  Culinary  Journey 

Shanghai  is  already  the  culinary  capital  of  China  and  is  close  to 
becoming  the  hottest  dining  hub  in  Asia.  Here,  one  can  try  a  medley 
if  authentic  dishes  from  different  regions  of  China,  a  potpourri  of 
:xotic  Southeast  Asian  flavors  and  distinctive  European  or  American 
ruismes  in  authentic  or  fusion  styles. 

Shanghai  cuisine  has  successfully  blended  the  culinary  ideas  of  the 
Shejiang  and  Jiangsu  provinces  to  create  a  unique  style  of  its  own. 
listinguished  by  its  rich  and  highly  flavored  sauces.  It  is  a  little-known 
act  that  sugar  magically  plays  down  the  sourness  of  soy  sauce  in 
Popular  Shanghai  dishes  like  braised  pork  and  stir-fried  eel.  Xiao 
-ong  Bao  (Little  Dragon  Bun)  is  a  juicy  meatball  wrapped  by  a  very 
hm  bun.  This  finger  food  is  a  staple  of  Shanghai  Dim  Sum.  Hairy 
:rabs  are  a  kind  of  soft-shelled  freshwater  crab  that  is  only  available  in 
learby  Yangchen  Lake.  This  seasonal  delicacy  is  available  between 
Dctober  and  January,  and  when  flavored  with  vinegar,  tastes  delicious 
paired  with  a  mellow,  home-brewed  rice  wine. 

Hot  and  spicy  is  another  pillar  of  Chinese  flavor,  best  represented 
->y  Hunan  and  Guizhou  cuisine,  and  also  well  liked  in  Shanghai, 
spicy  fish  head  and  rack  of  lamb  in  cumin  spice  are  some  of  the 
ypical  dishes  seasoned  with  mouth-burning  red  peppers  and  other 
lomegrown  ingredients.  Combining  Cantonese  and  Shanghai  flavors 
s  also  popular  in  the  city. 

There  are  restaurants  that  boast  imperial  dishes  —  meals  exclusively 


reserved  for  the 
royal  court  of  the 
Qing  Dynasty; 
tea  banquets  at 
which  a  variety 
of  tea  leaves 
give  the  cuisine 
extraordinary 
aroma;  and  new 
Shanghai-style 
dishes  with  a 
contemporary 
touch. 

Vying  for 

attention  in  this  culinary  hub  are  distinctive  non-Chinese  restaurants 
including  Japanese,  Vietnamese,  Indian,  Thai,  Italian  and  continental 
fusion  choices  with  influences  from  China,  North  Africa  and  the 
Middle  East. 

Not  only  are  these  restaurants  a  treat  to  the  taste  buds,  many  eateries 
stimulate  the  eyes  as  well.  Each  establishment  has  its  individual 
characteristics  and  attractions  —  be  it  impressive  Art  Nouveau  decor, 
an  entertaining  post-meal  opera  show  or  a  breathtaking  view  over- 
looking People's  Park  —  all  promise  to  leave  diners  with  a  pleasurable, 
and  delicious,  memory. 


Old  Man's  Jazz  Band  in  the  Peace  Hotel 


\  comer  of  Club  Shanghai 


Enjoy  the  sunshine  in  Xintiandi. 


Since  Shanghai  is  a  sleepless  city,  a  perfect  night  doesn't  end  with 
good  food.  To  spend  a  leisurely  evening  surrounded  by  exotic 
ambience  and  live  music,  there  are  endless  choices  of  bars  with  music 
ranging  from  Chinese  pop  to  live  performances  ofjazz  and  blues.  One 
can  spend  a  night  bar  hopping  along  Maoniing  Road,  Hengshan 
Road, Juki  Road  orTongren  Road.  Bar  Rouge,  Cotton  Club,JZ,VIP 
Room  and  Park  97  are  also  hot  venue  choices.  Park  97  is  most 
popular  among  expatriates  in  town,  who  pack  the  place  on  weekend 
nights  to  revel  in  live  music. 

Exciting  Sightseeing  Spots 

As  a  multifaccted  tourist  destination,  Shanghai  offers  an  opportunity 
to  explore  the  history  and  culture  of  this  fast-changing  city  or  relax 
in  a  nearby  tranquil  riverside  town. 

One  can  feel  the  pace  of  the  nation's  financial  development  in 
Pudong.  This  district  was  primarily  farmland  and  countryside  until 
1990,  when  it  was  designated  a  Special  Economic  Zone.  Today, 
Pudong  is  home  to  the  bustling  Lujiazui  financial  district  with  an 
exciting  cityscape  encompassing  the  468-meter-tall  Oriental  Pearl 
Tower  and  the  420.5-meter-tall  Jin  Mao  Tower.  Both  skyscrapers 
allow  a  breathtaking  bird's-eye  view  of  the  surrounding  Huangpu 
River,  downtown  Shanghai  and  booming  Pudong. 

Bund,  the  famous  1 .5-kilometer-long  riverside,  has  been  svnonvmous 


with  Shanghai  for  more  than  a  century.  With  more  than  50  grandiose 
buildings  spanning  a  bold  variety  of  architectural  styles  including 
Gothic,  Roman,  Baroque  and  a  mix  ot  Chinese  and  Western  design 
these  heritage  buildings  along  the  Huangpu  River  present  a  stunning 
postcard  view. 

Today,  part  of  this  riverside  strip  has  been  revamped  tor  well-heeled 
entertainment  and  lifestyle.  Here,  historical  buildings  are  graced  bj 
luxury  brands  and  fine-dining  restaurants  such  as  Three  On  the  Bund 
and  Bund  18. 

Xintiandi  is  a  huge  lifestyle  complex  in  central  downtown  that 
hearkens  back  to  a  different  era  with  its  restaurants,  bars  and 
lifestyle  shops.  While  walking  along  the  slab-stone  alleys  and  by 
tune-honored  shikumen  houses,  Shanghai  seems  to  r.ikc  you  back 
to  the  1930s.  Though  around  the  corner  to  the  southern  section,  it 
is  a  dramatically  different  composition  of  a  modern,  chic,  spaciou 
and  artistic  world. 

Another  fine  example  of  traditional  architecture  m  a  thriving; 
Chinese  neighborhood  is  in  the  French  Concession  area.  It  originated! 
in  the  mid- 19th  century  and  its  bohemian  atmosphere  is  enhanced  by 
the  combination  of  leafy,  tree-lined  streets  and  European-cum-Chmese 
architecture  built  from  1920  to  1940.  There  is  always  a  new  discovery 
in  this  well-preserved  historic  area,  which  attracts  cafes,  galleries,  restau- 
rants and  independent  designer  boutiques. 


Shanghai  Old  Street 
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Anyone  interested  in  Chinese  architecture  and  culture  should  not 
miss  the  City  God  Temple  area. The  temple,  in  which  the  City  God 
svas  enshrined,  was  built  in  the  Ming  Dynasty  and  restored  in  1926. 
testing  in  one  of  the  halls  is  a  statue  of  Qin  Yubo,  the  righteous 
scholar  who  was  bestowed  the  status  of  Deity  by  a  Ming  emperor. 
Charged  with  the  responsibility  to  protect  the  land,  the  spirit  of 
Qin  Yubo  still  prevails  in  Shanghai  even  today.  Since  a  new  City 
God  Temple  was  built  after  the  Sino-Japanese  War  in  Shanghai,  the 
rirst  one  has  been  known  as  the  Old  City  God  Temple.  Traditional- 
ookmg  buildings  found  here  date  back  to  the  end  of  the  Qing 
Dynasty  and  feature  flying  eaves  and  carved  beams. 

Another  attraction  of  note  in  this  area  is  the  famous  Yuyuan  Garden, 
which  took  two  decades  to  construct.  Built  in  1577  by  Ming  Dynasty 
government  official  Pan  Yunduan,  the  20,000-square-meter  garden  is 
aomprised  of  six  scenic  zones  with  pavilions,  halls,  rockeries,  courtyards, 
aonds  and  cloisters,  each  of  which  has  its  own  unique  characteristics. 
Most  noteworthy  is  the  14-meter  Greatest  Rockery,  which  is  the  largest 
is  well  as  the  oldest  rockery  of  its  kind  in  the  southern  region  of  the 
Yangtze  River.  There  is  also  a  3.3-meter  Exquisite  Jade  Rock  with  72 
boles  that  expel  jets  of  smoke  or  water  to  create  a  spectacular  sight. 

Shanghai  boasts  numerous  museums  useful  tor  tracing  the  illustri- 
ous history  of  the  city  and  the  splendor  ot  the  rich  Chinese  culture. 
The  renowned  Shanghai  Museum  —  one  of  the  four  largest  in  China 


—  houses  a  col- 
lection of  over 
120,000  cultural 
relics  including 
bronzeware, 
porcelain,  calli- 
graphic works, 
Chinese  paint- 
ings,jade  pieces, 
seals,  sculptures 
and  antique  fur- 
niuire.  Under  the 
core  theme  of 
"City;  Human; 


Shanghai  Museum 


Environment;  and  Development,"  the  Shanghai  Urban  Planning 
Exhibition  Center  houses  various  exhibits  that  illustrate  how  the  city 
government's  urban  planning  achievements  are  turning  Shanghai 
into  a  cosmopolitan  destination.  There  are  hundreds  of  galleries  all 
over  the  city,  but  the  city's  largest  art  community  can  be  found  on 
Moganshan  Road. 

Numerous  world-class  dramas,  musicals,  ballets  and  concerts  presented 
by  top-rated  global  performance  groups  give  Shanghai  an  international 
flavor.  Musical  dramas  like  The  Lion  Kin<>  and  Lcs  Miserables  have  drawn 
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The  Loyal  Concubine  Yang  of  Tang  Dynasty,  a  modern  Chinese  opera 
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rave  reviews,  and  the  breathtaking  acrobatic  show  ERA- Intersection  of  Time 
will  be  in  the  city  until  2010. 

Besides  experiencing  the  bracing  urban  lifestyle  in  Shanghai, 
visitors  must  not  miss  the  bucolic  scenery  found  in  ancient  riverside 
towns  just  a  few  hours  away.  Located  within  the  Yangtze  Deltas  huge 
web  of  waterways,  these  small  towns  are  noted  for  their  black-tiled 
village  houses  and  arched  stone  bridges,  an  aesthetic  that  gives  the 
impression  of  traditional  Chinese  ink  paintings.  Among  the  most 
popular  is  Zhujiajiao,  a  heritage  town  about  30  kilometers  from 
Shanghai's  Hongqiao  Airport.  Zhujiajiaos  giant  antique  trees,  slab-stone 
alleys,  century-old  gardens  and  fascinating  original  folk  art  provide 
irresistible  charm.  Sipping  a  cup  of  tea  at  one  of  the  old  teahouses 
will  end  any  trip  with  the  perfect  aroma. 

All  Poised  for  Takeoff 

So  what  makes  Shanghai's  contrasts  so  dynamic?  Visitors  have  an 
abundance  of  activities  from  which  to  choose,  making  their  vacation 
unique,  active  and  informative.  Whether  enjoying  a  shopping  spin  in 
a  traditional  bazaar,  touring  a  swanky  shopping  mall,  sampling  a 
cornucopia  of  gourmet  delicacies,  exploring  the  cultural  component 
of  this  historic  city  or  indulging  in  a  peaceful  visit  to  a  nearby  ancient 
water  town,  people  who  come  here  discover  that  Shanghai  has  it  all. 

Being  at  the  forefront  of  the  nation  in  various  aspects,  Shanghai  is 
also  keen  to  deliver  the  best  to  its  growing  number  of  visitors.  "We 
are  poised  to  welcome  more  business  and  leisure  travelers.  Professional 
service  is  standard,  and  with  a  convenient  transportation  network. 


modernized  communication  systems  and  varied  travel  activities, 
everything  is  geared  up  for  the  arrival  of  the  world,"  Chairman  1  )ao 
of  Shanghai  Municipal  Tourism  Administrative  Commission  explains. 

With  upcoming  huge  international  events  like  the  2008  Beijiril 
Olympic  Games  as  well  as  the  20 10  World  Exposition  (with  confirmed 
participation  from  96  countries,  including  13  international  organ- 
izations, as  of  2006),  Shanghai  is  expecting  travelers  from  the  U.S., 
Canada,  the  U.K.,  France,  Germany,  Russia,  Japan,  Korea,  Australia, 
New  Zealand  and  Egypt.  To  accommodate  these  visitors,  the  second 
phase  of  the  French-designed  international  airport  is  progressing  full 
steam  ahead  and  should  be  completed  by  2008.  The  new  subway  and 
light  railway  lines  connecting  all  the  main  city  districts  should  be 
complete  at  that  time  as  well.  The  number  of  star-rated  hotels  is 
escalating,  with  such  international  hotel  brands  as  Marriott,  Starwood, 
Hyatt,  Four  Seasons,  Hilton  and  many  others  gracing  the  city  with 
over  1 00,000  rooms  in  the  coming  years. 

That's  so  much  to  expect  from  this  dedicated  city,  which  takes  pride 
in  its  variety,  convenience,  comfort  and  efficiency!  ■ 


Web  Directory 

Shanghai  Municipal  Tourism 
Administrative  Commission 
www.meet-in-shanghai.net 


AN  ESTATE  This  traditional-style 
ie  is  the  personification  of  a 
lfortable,  secure  family  retreat, 
on  a  wedge-shaped  parcel  that 
ists  its  upper  floors  high  above 
palmetto-clad  dunes,  this  six  or 
2n  bedroom,  eight  and  one-half 
i  compound  feels  spacious  and 
Yet  with  its  broad  terraces, 
tly  contoured  gardens  and  two 
Timing  pools,  all  are  shielded 
i  outsiders'  view. 


arated  from  the  main  house  by  a 
:eful  cascade  of  steps  is  a  two- 
room  guest  cottage  that  over- 
;s  the  second  swimming  pool, 
ntains  with  colorful  aquatic 
its  and  handsome  sculptures 
richness  to  the  multi-level 
jnds.  Offered  for  $14,000,000, 
,000.000  furnished. 


II*. 

1  m  • 

I  *****   ~* 

HMXSOI 


FOR  CONSIDERATION 

PLEASE  CONTACT  ELIZABETH  C  HANLEY 
LICENSED  REAL  ESTATE  BROKER 
800  233  7656    OR    772  388  8400 
VERO  BEACH  FLORIDA 
WWW.  WIN  DSORFLORIDA.COM 


SLINGERS 

Tying  a  hammock  between 
two  trees  on  a  sandy  beach 
and  rocking  under  the  shade 
of  swaying  palms  sounds 
dreamy.  But  getting  the  wet, 
bulky  thing  back  on  board 
and  stowing  it  is  usually  a 
nightmare.  Enter  Eagles 
Nest  Outfitters,  whose  ENO 
SingleNest  ($50),  made  of 
quick-drying  high-strength 
nylon,  is  rugged  enough 
to  hold  400  pounds. 
Packed,  it's  the  size 
of  a  softball.  ENO's 
other  nifty 
offerings  include 
a  two-person 
hammock,  a  one- 
person  chair 
lounger,  a  bug  net, 
a  rain  canopy  and 
many  other  clever 
accessories,  www.eaglesnest 
outfittersinc.com. 


Left:  Hang  time 
with  ENO  SingleNest 
hammocks. 
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Passions  by  Mark  Grischke 


\ny  doodler  knows  that  squiggles  on  a  page  are 
easy — the  hard  part  is  jumping  from  two  di- 
mensions to  three.  That's  the  task  of  a  designer, 
whether  making  automobiles,  iPods  or  jewelry.  Ideas 
become  sketches;  sketches  become  plans;  and,  some- 
:imes,  plans  become  finished  objects. 

But  what  about  sketches  that  don't  go  the  distance? 
some  hit  the  circular  file  or  are  deleted  with  the  click  of 
i  mouse.  Others  are  stored  away,  never  to  be  seen  again. 

Van  Cleef  &  Arpels,  the  illustrious  French  jewelry 
louse,  knew  its  archives  held  plenty  of  glamour.  Since 
1906,  some  of  the  world's  most  famous  women — 
Vlarlene  Dietrich,  the  Duchess  of  Windsor,  Maria 
Dallas  and  Elizabeth  Taylor,  to  name  a  few — have  glee- 
ully  draped  themselves  in  VC&A's  dazzling  wares. 
However,  the  lead-up  to  the  company's  2006  centennial 
Drought  to  light  something  more:  a  trove  of  unrealized 
potential  in  the  form  of  never-produced  jewelry  designs, 
^ow,  as  the  confetti  settles  in  the  wake  of  last  year's  fes- 
ivities,  a  collection  called  Tre'sors  Reviles,  or  Treasures 
Revealed  (11  unique  pieces,  all  coaxed  from  original 
•enderings),  makes  its  quiet — but  stunning — debut. 

The  chardon,  or  thistle,  brooch  (at  right)  is  a  perfect 
:xample.  Sketched  in  1938,  it  was  obviously  meant  to 
howcase  Van  Cleef  &  Arpels's  newly  patented  "mystery" 
etting  (a  complicated  technique  that  holds  stones  in 
ridden  mountings),  but  was  probably  deemed  too  ambi- 
ious.The  lush  central  flower  presented  particular  chal- 
enges:  The  drawing  shows  rounded  petals  that  are 
lothing  like  the  flat  gems  used  in  similar  pieces.  This 
neant  cutting  big  rubies  with  smooth  cabochons  on  one 
ide  and  facets  on  the  other.  The  flower's  fullness  also 
equired  an  adaptation  of  the  mystery  mounting,  with 
oncentric  rings  of  gold  armature — each  holding  rows  of 
ubies  set  at  slightly  different  angles — stacked,  layer  by 
lyer,  like  an  artichoke. 

The  rest  of  the  brooch  is  equally  impressive:  The 
:aves  feature  rows  of  round-cut  diamonds 
nd  the  stems  gleam  with  big  baguettes.  As 
crowning  touch,  the  blossom  is  topped 
ith  a  1.4-carat  pink  diamond.  It's  been  almost  70  years 
i  the  making,  but  it  was  well  worth  the  wait.  • 

)ne-of-a-kind  thistle  brooch,  $2. 04  million,  from  the  Tresors 
leveles  collection  by  Van  Cleef  &  Arpels.  (800)  VCA-5797, 
)ww.  vancleef-arpels.  com. 


Bloomers 

Archival  treasures  from 

Van  Cleef  &  Arpels  finally 
see  the  light  of  day 
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From  bright  white  to  heavy  cream,  shades  of 

pale  are  like  a  breath  of  fresh  air  from 
the  best  of  the  spring  collections. 


eather  trench  coat,  $4,995, 
otton  sweater,  $625,  and  wool 
ants,  $450,  by  Ralph  Lauren 
'urpie  Label.  Linen  shoes 
y  John  Lobb.  $890.  Gold-and- 
teel  watch  by  Cartier.  $9,100. 
)pposite:  Her  silk  dress  with 
iberglass  belt  by  Narciso 
todriguez.  $2,190.  Shoes  by 
ioger  Vivier.  $675.  His  leather 
>cket  by  Botfega  Veneta. 
4,950.  Cashmere-and-silk 
olo  shirt  by  TSE.  $465.  Linen 
ants  by  Giorgio  Armani. 
795.  Sandals  by  Sergio 
ossi.  $450.  Steel  "Double-Dip" 
ench  by  Chris  Howker 
>r  B&B  Italia.  $8,431.  Prices 
pproximate;  for  details,  see  p.  122. 
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k  tweed  dress  with  Lesage 
ibroidery  in  gold  thread, 
0,500,  and  ceramic 
I  chronometer,  $5,600, 
Chanel.  Opposite:  Cotton 
t,  $3,375,  and  linen 
o  shirt,  $690,  by  Hermes, 
k  pocket  square  by 
Ivatore  Ferragamo.  $75. 
oes  by  John  Lobb.  $1,150. 


Cotton  peacoat,  $3,000,  and  shorts, 
$1,100,  by  J.  Mendel.  Silk  top  by 
Arthur  Mendonca.  $715.  Shoes 
by  Brian  Atwood.  $945.  Lucite-and- 
wood  bangles  by  Perfido  Design. 
$45  each.  Ceramic-inlaid  silver 
bracelet  by  John  Hardy.  $1,295. 
Steel  "Double-Dip"  bench  by  Chris 
Howker  for  B&B  Italia.  $8,431. 
Opposite:  Cotton  shirt  by  Malo. 
$285.  Cotton-and-polyester  pants  by^ 
Martin  Margiela.  $465.  Leather 
sneakers  by  Sergio  Rossi.  $415. 
Steel  watch  by  Bell  &  Ross.  $2,050. 
Ponyskin  "J.J."  chair  by  Antonio 
Citterio  for  B&B  Italia.  $4,905. 


Suede  jacket,  $3,250,  and  cotton 
shirt,  $475,  by  Dolce  &  Gabbana. 
Linen  pants  by  Zegna  Sport.  $195. 
Silk  tie  by  Bally.  $130.  Belt  by 
John  Varvatos.  $95.  Leather 
sneakers  by  Sergio  Rossi.  $415. 
Opposite:  Her  faille  dress, 
$1,695,  and  leather  belt,  $595. 
by  Kauf manFranco.  Gold-and- 
turquoise  necklace  by  Temple  St. 
Clair.  $3,425.  Ceramic-inlaid 
silver  bracelet  by  John  Hardy. 
$1,195.  His  linen  suit,  $1,795,  and 
silk  shirt,  $425,  by  Valentino. 
Steel  watch  by  Breitling.  $3,790. 
Hair  by  Luis  Guillermo  for  Aartist 
Loft  using  Bumble  and  bumble. 
Makeup  by  Terri  Apanasewicz  for 
cloutieragency.com.  Nails  by 
Bethany  Newell  using  lippman 
collection.  Sets  by  Luis  Asaro. 
Assistant  editor:  Adam  McCollum. 


A  Room  of  Our  Own 

Enter  the  ForbesLif  e  Penthouse 
at  the  Beverly  Wilshire  and 
slip  into  something  a  little  more 
comfortable.  By  Finn-Olaf  Jones 

Photographs  by  Joe  Schmelzer 


WHEN  THE  BOLD,  BEAUTIFUL  AND  WELL-READI 
need  a  place  to  unwind  above  the  klieg-light  glare 
of  Los  Angeles,  they  have  a  brand-new  option:  the 
ForbesLife  Penthouse  at  the  Beverly  Wilshire  at) 
the  foot  of  Rodeo  Drive  in  Beverly  Hills.  The  suite, 
a  recent  part  of  the  $35-million  renovation  of  the 
legendary  1928  landmark  hotel  begun  after  the  Four 
Seasons  took  over,  has,  we  modestly  note,  the  best 
rooms  in  town. 

Don't  just  take  our  word  for  it,  however  impar- 
tial— Prince  and  Jamie  Foxx  have  already  booked 
parties  in  the  suite.  In  a  town  that  values  good  back- 
drops, this  place  is  the  ultimate  set  for  A-listers:  4,000 
square  feet  of  highly  civilized  salons  topped  by  a  large 
rooftop  terrace  with  sweeping  vistas  over  the  city  and 
mountains,  not  to  mention  a  God's-eye  view  direcd) 
down  on  the  Visa-card  Valhalla  that  is  Rodeo  Drive. 
Although  the  ForbesLife  Penthouse  is  for  receptions 
and  hence  is  bed-less,  the  terrace  is  overlooked  b) 
a  lone  rooftop  pavilion  that  was  arguably  the  most 
admired  bedroom  in  Los  Angeles:  Warren  Beatty  livec 
there  for  ten  years. 

In  fact,  the  entire  hotel  has  something  extremeh 
rare  for  Los  Angeles — a  heritage  older  than  Pari; 
Hilton.  For  three  decades  the  rooms  of  the  ForbesLife 
Penthouse  were  the  glittering  home  of  Caroline 
Ahmanson,  one  of  California's  grandest  hostesses 
who  was  a  close  advisor  and  friend  to  Richard  Nixor 
and  Ronald  Reagan,  and  was  one  of  the  first  womer 
to  chair  a  Federal  Reserve  Bank.  We'd  like  to  thin! 
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On  mantle:  Chinese  foo 
dogs,  $400,  and  bronze 
bottle  vase,  $500.  On 
end  table-.  Chinese  marbl 
Buddha  head,  $1,000, 


and  amberina  lion,  $300. 
Bottom  left,  on  console: 
Chinese  Tang-style  horse 
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lat  quite  a  few  of  our  readers — and,  at  least  in  Nrxon's 
ise,  contributors — graced  the  suite  before  before  it 
as  named  after  this  magazine. 

Enter  through  the  double  doors  to  the  penthouse 
id  you  leave  the  baroque  and  colorful  world  of  the 
everly  Wilshire  celebrated  in  Pretty  Woman  for 
i  iibermodern  space  whose  dominant  color  scheme 
— what  else  for  a  joint  named  after  a  publication? — 
lack  and  white. 

Decked  out  by  designers  at  the  L. A. -based  furni- 
ire  boutique  Diva  with  innovative  B&B  Italia  pieces, 
le  ForbesLife  Penthouse  is  decorated  in  a  style  that 
in  be  described  as  Clockwork  Orange  modernism  with 
hilippe  Starck  flourishes.  An  oversized  body-con- 
>ured  chair  connects  with  an  ottoman  via  a  rubber 
ash  like  a  mother  to  her  newborn,  while  diverse 
:ulptural  sofas  and  chairs  are  gathered  around  shag 
lgs  and  funky  tables  in  groupings  as  cliquish  and 
/erlapping  as  those  at  a  senior  prom.  "Since  these 
•e  event  rooms,  we  wanted  to  give  the  place  a  look  of 
:strained  elegance  that  looked  like  someone  might 
/e  there  but  make  it  fan  at  the  same  time,"  said  Sarah 
havez,  Diva's  creative  director. 

A  portrait  of  Malcolm  Forbes  presides  over  the 
ont  living  room,  while  an  eclectic  variety  of  artwork 
id  mementos  from  the  Forbes  family  collection  is 
>rinkled  along  the  walls  throughout  the  space. 

The  media  room,  which  takes  up  the  west  side  of 
le  suite,  features  two  flat-screen  TVs  to  compete  with 
le  view.  And  if  that's  not  enough  visual  glamour,  the 
lite  features  something  that  has  become  de  rigueur 
r  hipster  spaces  around  Hollywood:  a  smattering  of 
reposterously  large  mirrors  leaning  against  the  walls, 
ey,  out  here  vanity  isn't  a  vice,  it's  a  job  requirement. 

If  all  that  hard  staring  makes  you  hungry,  you  can 
t  the  hotel  concierge  to  help  you  jump  the  reserva- 
:>n  line  for  the  hallowed  Euro-Vietnamese  seafood 
Crustacean  restaurant  around  the  corner.  Of  course, 
you  prefer  to  hobnob  exclusively  with  your  own 
>sse,  the  Beverly  Wilshire  s  chefs  can  perform  cul- 
ary  magic  in  the  suite's  dining  room  or  its  intimate 
Dod-paneled  library  quicker  than  you  can  say,  "I 
ander  if  the  Ivy  is  crowded  tonight?" 

"Why  can't  you  be  more  like  Malcolm  Forbes  and 
live  fun  all  the  time?"  a  wife  queries  her  husband  in 
ae  of  the  original  New  Yorker  cartoons  hanging  in  the 

nthouse  library.  In  this  suite,  that  possibility  seems 
sll  within  reach.  • 


be  ForbesLife  Penthouse  rents  for  $5,000  a  day.  For 
ther  information,  call  the  Beverly  Wilshire  at  (310) 
7 5-5200  or  visit  www.fourseasons.com. 


THE 
ITALIAN 
JOB 

Whether  partying 
it  up  or  settling 
down,  dress 
your  dwelling 
with  these 
stylish  pieces  for 
any  occasion. 

r  Stainless-steel  bowls 
by  Donato  D'urbino 
and  Paola  Lomazzi  for 
Alessi.  $115  and  $135. 

•  "Lens"  side  table  by 
Patricia  Urquiola 
for  B&B  Italia.  $525. 

•  "Metropolitan"  wool 
chair  by  Jeffrey  Bernett 
for  B&B  Italia.  $3,052. 

5  "Couples"  pillow 
by  Marcel  Wanders  for 
B&B  Italia.  $240. 

•  "Silhouette"  vases  by 
Montgolfier  France: 
small,  $105;  medium, 
$126;  and  large,  $135. 

■  Wool  throw  by  Missoni. 
$330. 

For  details,  see  p.  122. 
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POLLOCK'S 

DREAM 

STADIUM 

It  is  supposed  to 
be  inexpensive, 
flexible  and  have 
what  every  season 
ticket  holder 
longs  for — 
perfect  sight  lines. 

So  why 

won't  somebodv 
build  one? 

By  Jeff  Turrentine 


Photographs  by  Eric  vaifaferl  Brulle 


When  director  King  Vidor  needed  an  actor  to  play  Howard  Roark 
in  The  Fountainhead,  he  made  sure  he  got  Gary  Cooper.  Square-jawed 
and  steely-eyed,  Cooper  was  the  clear  choice  to  portray  novelist  Ayn 
Rand's  heroically  uncompromising  (if  annoyingly  pedantic)  architect.  As  written  by 
Rand,  Roark  was  the  embodiment  of  impregnable  architectural  principles.  "Nothing  can 
be  reasonable  or  beautiful  unless  it's  made  by  one  central  idea,  and  the  idea  sets  every 
detail,"  he  explained  at  the  outset  of  the  book.  "A  building  is  alive,  like  a  man.  Its  integrity 
is  to  follow  its  own  truth,  its  one  single  theme,  and  to  serve  its  own  single  purpose." 

Architect  Alexander  Pollock  isn't  exactly  what  you'd  call  a  "Gary  Cooper  type."  A 
casting  director  hoping  to  capture  him  on  the  silver  screen  might  put  out  an  APB  for 
someone  combining  the  goofy  geniality  of  Fred  MacMurray's  absent-minded  profes- 
sor with  just  a  touch  of  Shelley  Levene,  the  sad-sack  salesman  played  by  Jack  Lemmon 
in  the  film  version  of  Glengarry  Glen  Ross.  But  even  if  he  doesn't  bring  to  mind  the 
image  of  Cooper  as  a  defiant  Roark,  blowing  up  his  own  building  before  he'll  allow  it 
to  be  adulterated  by  knaves,  there's  something  undeniably  Roarkian  about  Pollock.  He, 
too,  understands  that  an  architect's  first  and  most  important  duty  is  to  determine  what 
a  structure's  "own  truth"  will  be  and  then  to  let  that  determination  guide  the  design. 


And  like  a  true  hero,  he  absolutely  refuses  to  give  up.  For  his  entire  adult  lite,  the  63- 
year-old  architect  has  been  doggedly,  if  unsuccessfully,  championing  a  single,  radical 
idea.  Alexander  Pollock  wants  to  redesign  our  sports  arenas  and  stadiums  so  that  there's 
no  such  thing  as  a  "bad  seat" — and  he's  certain  that  he  knows  just  how  to  go  about  it. 

More  than  40  years  ago,  as  a  member  of  the  University  of  Florida's  marching  band, 
a  teenaged  Pollock  was  watching  tans  as  they  entered  the  university's  football  stadium. 
What  he  noticed  that  day  was  unsurprising,  perhaps,  but  no  less  revelatory  for  the 
young  architect-to-be:  Fans  generally  wanted  to  be  as  close  as  possible  to  the  50-yard 
line,  with  the  20-yard  lines  constituting  invisible  borders  beyond  which  few  would 
freely  choose  to  sit.  As  they  filled  the  grandstands  from  bottom  to  top,  though,  he 
noticed  that  they  became  slightly  more  willing  to  spread  out  past  these  borders.  The 
result  was  a  shape  best  described  as  an  inverted  pyramid. 

Pollock  had  noted  a  different  phenomenon  at  basketball  games,  where  fans  were  more 
likely  to  form  a  regular  pyramid  shape  as  they  filled  the  seats.  In  both  settings,  though, 
there  were  blocks  of  seats  that  nobody  seemed  to  want,  "dead  zones"  that  fans  almost 
instinctively  rejected  as  they  searched  for  a  seat  that  would  give  them  the  best  view. 
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The  more  he  thought  about  it,  the  more'  it  made  sense  to 
Pollock  that  the  only  logical  design  for  a  sporting  venue  was  one 
in  which  spectators' preferences  were  put  first,  which  would  mean 
adding  more  "desirable"  seats  and  taking  out  those  seats  that  no- 
body wanted  in  the  first  place.  In  time  he  drew  up  a  prototype  for 
an  arena-stadium  hybrid  that  he  believed  would  not  only  increase 
fan  satisfaction  but  also  be  far  cheaper  to  build  and  maintain. 

For  the  arena  portion  of  the  complex,  Pollock's  idea  was  to 
support  the  upper-level  grandstand  from  within  the  arches  of  a 
lowered  roof,  rather  than  by  a  set  of  external  columns.  With  the 
grandstand  thus  lowered,  even  spectators  at  the  very  top  of  the 
arena  would  find  themselves  much  closer  to  the  ground.  The  walls 
of  the  structure  would  slant  down  to  form  two  opposed  pairs 
of  isosceles  trapezoids,  one  pair  jutting  out  from  the  roof  at  an 


on  building  costs  and  up  to  30  percent  on  maintenance. 

Armed  with  only  his  bright  idea,  his  sizable  enthusiasm  and 
his  even  more  sizable  naivete,  Pollock — still  just  a  kid,  remem 
ber — began  to  shop  it  around.  On  campus  one  day  he  spied  Ray 
Graves,  the  Gators  football  coach,  and  upon  catching  his  atten- 
tion, breathlessly  relayed  to  him  his  brilliant  idea  for  a  new  sport- 
ing facility.  Graves  took  one  look  at  the  panting  kid  in  front  of 
him  and  demurred  as  politely  as  possible,  suggesting  that  Pollock 
take  the  matter  up  with  the  State  of  Florida. 

Practically  anyone  else  would  have  read  that  comment  as  th 
brush-off  that  it  was,  but  not  Pollock:  Off  he  trotted  to  the  capi 
tol  building  in  Tallahassee.  Recalling  the  incident,  he  laughs  at  th0 
image  of  his  teenaged  self  thinking  that  government  contracts  fot 
multimillion-dollar  stadiums  were  awarded  in  this  way.  "There, 


obtuse  angle,  the  other  jutting  in  at  an  acute  angle.  On  the  exterior 
face  of  one  of  these  obtusely  angled  trapezoids  would  be — if  the 
client  wanted  it — the  grandstand  for  an  adjacent  football  stadium, 
whose  inverted  pyramid  form  had  been  determined  by  the  seat- 
ing patterns  Pollock  had  observed  while  in  his  pep  band  uniform. 

Showing  a  reporter  the  prototype  in  the  basement  of  his  office 
in  Ann  Arbor,  Michigan,  Pollock  explains  the  lack  of  structural 
columns.  "Imagine  two  people  sitting  on  the  floor  across  from 
each  other  with  their  feet  pushed  together,  holding  hands  and 
leaning  back,"  he  says.  "Their  arms  are  in  tension,  but  their  legs 
are  in  compression. Their  counterbalanced  weight  keeps  them  sta- 
ble. Some  people  don't  understand  why  you  don't  need  to  have 
structural  support  underneath  all  that  seating.  And  my  answer  is 
always:  If  it  really  makes  you  happy,  I'll  put  a  couple  of  columns 
in  there — if  you  think  it'll  make  people  more  comfortable." 

In  addition  to  pleasing  fans,  Pollock's  arena  was  sure  to 
please  cost-conscious  owners,  he  thought.  Traditional  arenas 
are  filled  with  large  amounts  of  unused  space — high  above  the 
concourse  level,  for  instance,  not  to  mention  the  giant  pocket  of 
air  below  the  roof.  Pollock's  plan  had  trimmed  it  away  like  so 
much  volumetric  fat:  The  roof  was  much  lower  to  the  ground 
and  the  concourse  level  was  outside  the  structure,  protected 
beneath  the  sharp  angle  of  the  125-foot  overhang.  Between 
the  reduced  costs  for  cooling,  heating,  lighting  and  structural 
steel — for  a  10,000-seat  arena,  Pollock  figured  he  needed  only 
750  metric  tons  of  it,  compared  to  the  900  metric  tons  used  in  a 
typical  arena — he  imagined  a  client  would  save  12  to  15  percent 


coming  down  the  corridor,  was  [Florida  governor]  Claude  Kirk 
flanked  by  these  huge  highway  patrolmen,"  says  Pollock.  "I  ran  un 
to  him  and  said  I  had  this  design  for  a  new  basketball  arena  foj 
the  Gators.  I  was  holding  the  model  in  my  hands  and  sweating 
bullets.  He  looked  at  me  the  way  Foghorn  Leghorn  looks  at  tha 
annoying  little  chicken  hawk  in  the  cartoon. The  whole  thing  wa 
ludicrous,  but  that's  how  overwhelmed  I  was." 

n  the  decades  since,  Pollock's  plan  for  the  perfect  arena  hai 
changed,  though  his  luck  hasn't.  Fresh  out  of  architecture 
school  in  the  mid-'60s,  he  took  a  job  with  Skidmora 
Owings  &  Merrill — then,  as  now,  one  of  the  biggest  anq 
most  well-regarded  architecture  firms  in  the  world.  Fiddlinj 
with  a  model  for  his  project  one  day  on  company  time,  Pollocl 
suddenly  sensed  the  presence  of  someone  standing  nearby 
Myron  Goldsmith,  a  titanic  figure  within  the  firm  and  soon  tj 
become  one  of  its  partners. 

It  might  have  been  the  moment  that  changed  everything 
"More  than  anything,"  Pollock  wistfully  recalls,  "I  just  wanted  t< 
say  to  him:  'Could  you  take  a  look  at  it?  Maybe  we  could  tal, 
about  it.'  But  I  couldn't  even  look  up  at  him.  I  was  too  afraid.  1 
was  a  difficult  time  at  the  firm;  people  were  being  laid  off.  I  jus 
got  cold  feet,  and  I  didn't  say  anything." 

After  moving  to  Detroit  in  the  1970s,  where  he  still  works  a 
a  city  planner  (he  also  works  in  a  private  practice  in  Ann  Arbor] 
Pollock  experienced  a  spectacular  string  of  close-but-no-ciga 
moments.  When  Detroit  mayor  Coleman  Young  was  shoppin| 
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round  in  the  early  70s  for  a  new  arena  to  house  the  Red  Wings, 
bllock  presented  his  plan,  which  Young  was  said  to  have  admired 
;ry  much;  alas,  the  mayor  told  him,  Detroit  needed  the  project 
ampleted  sooner  than  Pollock  could  guarantee.  The  city  of 
Windsor,  Ontario,  just  across  the  lake  from  Detroit,  also  found 
mch  to  like  in  Pollock's  plan  for  a  hockey  arena,  but  eventually 
lose  a  Canadian  architect.  Tom  Monaghan,  the  Domino's  Pizza 
lagnate  who  also  owned  the  Detroit  Tigers  back  in  the  1980s  and 
irly '90s,  encouraged  Pollock  to  submit  his  design  for  considera- 
on  when  the  Tigers  needed  a  new  stadium  in  1989;  the  architect 
as  fervently  working  on  the  project  when  Monaghan  suddenly 
)ld  the  team.  Pollock  received  a  nice  thank-you  note  from 
lonaghan;  that  was  pretty  much  all  he  got  out  of  the  whole  affair. 
Then,  in  1991,  Pan  Stadia  International,  the  journal  of  the 
sports  facility  industry,  sponsored  a  design 
competition  that  brought  together  300  arena/ 
stadium  concepts  from  88  different  countries. 
To  Pollock's  amazement,  his  design  won  the 
grand  prize.  "I  thought  we  were  off  and  run- 
ning," he  says.  He  went  back  to  Ann  Arbor 
and  waited  for  the  phones  to  ring.  "But  they 
never  did." 

Deep  down,  Pollock  already  knew  why. 
Simply  put,  it  wasn't  enough  that  he  had  de- 
signed an  award-winning,  cost-effective,  visu- 
p  ^  ally  captivating  arena  that  promised  to  bring 

sports  fans  closer  to  the  players.  Something 
would  always  be  standing  in  the  way  of  his 
dream.  In  the  1980s  and  1990s,  cities  and  sports 
anchises  were  all  trying  to  outdo  one  another  with  shiny  new 
cilities;  large  corporations  were  lining  up  to  underwrite  their 
>nstruction  (and  to  "lend"  them  their  names);  the  biggest  archi- 
cture  firms  in  the  world  were  busily  nurturing  their  own  in- 
ause  departments  dedicated  to  stadiums  and  ballparks.  As  long 
;  there  existed  synergy  between  city  governments,  team  owners, 
g-name  architects  and  corporate  America,  there  was  little  or  no 
lance  that  an  unknown  like  Pollock  could  break  through. 

Philip  Bess,  a  professor  of  architecture  at  the  University  of 
otre  Dame  and  a  frequent  consultant  on  stadium  projects, 
Mauds  Pollock's  efforts,  but  he  thinks  he  may  know  why  cities 
ive  been  reluctant  to  sign  up.  By  approaching  his  design  like  a 
ientist,  Bess  believes,  Pollock  may  have  given  short  shrift  to 
ose  totems  and  ornamental  details  that  make  people  feel  at 
jomc  "in  their  home  stadium  and  convey  to  any  sporting  venue 
sense  of  place  and  permanence.  (If  you're  the  kind  of  person 
ho  gets  goose  bumps  from  walking  in  the  vicinity  of  Fenway 
tirk  or  Wrigley  Field,  you  know  what  he's  talking  about.) 
|  "In  good  modernist  fashion,  [Pollock  is]  building  from  the 
bide  out,  which  is  to  say  he's  looking  to  solve  a  certain  set  of  prob- 
|ns,"says  Bess.  "And  so  his  form  has  been  generated  by  practical 
lues,  such  as  making  sure  that  fans  get  the  best  seats.  That's 
rific.  But  there's  another  issue  that  has  to  be  considered,  namely 
lat  urban  stadiums  are  ultimately  civic  buildings.  They  need  to 
i  designed  from  the  outside  in  as  much  as  the  inside  out." 

The  current  trend  in  urban  stadium  design,  says  Bess,  is  gen- 
jilly  toward  a  kind  of  halcyon  intimacy  and  away  from  Pollock's 
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brand  of  high-concept  modernism.  In  addition  to  wanting  the 
same  things  that  Pollock  wants,  contemporary  cities  and  sports 
fans  also  want  their  sporting  venues  to  express  an  architectural 
vocabulary  that  they  can  immediately  grasp  and  call  their  own. 
Pollock's  design,  Bess  believes,  would  have  a  great  deal  of  trouble 
fitting  into  an  urban  environment,  given  today's  nostalgic  archi- 
tectural climate.  "When  it  comes  to  sports  arenas," says  Bess,  "form 
doesn't  quite  follow  function  in  exactly  the  same  way." 

Pollock's  frustration  level  peaked  in  1993,  when  he  packed 
his  cardboard  model  into  the  back  of  his  Honda  Civic 
and  drove  more  than  600  miles  to  Baltimore  to  attend 
a  conference  on  the  future  of  ballpark  design.  He  hadn't 
been  invited  to  speak.  He  bought  himself  a  $12  ticket  to  get 
in  the  door.  His  plan  was  to  stand  up  at  some  point  during  the 
conference  and  announce  to  all  those  present  that  he  had  seen 
the  future  of  sports  architecture  and  was  more  than  happy  to 
share  it  with  them. 

"This  was  taking  place  right  after  the  whole  Camden  Yards  re- 
development," he  says.  "Everybody  at  the  conference  was  really 
high  on  its  retro  appeal."  Arriving  two  hours  early,  Pollock  tried 
to  set  up  his  model  inside  the  hall,  but  organizers  came  over  and — 
after  confirming  that  he  wasn't  a  panelist — made  him  hide  it  in  a 
cloakroom.  When  he  tried  to  make  his  case  during  the  confer- 
ence's closing  Q&A,  it  was  too  late:  He  had  already  been  fingered 
as  the  conference's  oddball.  Pollock  couldn't  even  finish  his  sen- 
tence before  being  told,  curtly,  that  his  time  was  up. 

"They  wouldn't  let  me  talk,"  he  says  today.  "They  didn't  want 
anybody  to  stand  up  and  say,  'Hey,  wait  a  minute,  even  though 
[Oriole  Park  at  Camden  Yards]  is  a  beautiful-looking  park, 
there's  a  better  way.'" 

Since  that  day,  Pollock  has  continued  to  pitch  his  plan  when- 
ever the  opportunity  has  arisen.  And,  undaunted,  he  has  even 
doubled  down,  expanding  the  idea  into  a  sprawling,  modular 
multiuse  complex  that  encompasses  his  original  arena-plus-foot- 
ball-field, a  baseball  diamond,  a  space  for  track  and  field  events, 
and  even  a  performing  arts  amphitheater — all  built  according  to 
the  principles  that  originally  inspired  him:  economy  of  materi- 
als, compaction  of  volumes  and  the  natural  seating  preferences  of 
fans.  He  thinks  there  may  be  a  market  for  the  idea  abroad,  in 
countries  seeking  Olympic  venues  or  training  facilities,  or  here 
in  the  United  States  at  Division  II  colleges. 

Pollock  has  met  with  other  successes  as  an  architect  and  city 
planner;  he  has  by  no  means  failed  professionally.  And  he's  self- 
aware  enough  to  know  that  he's  unlikely  to  become,  in  his  mid- 
605,  a  celebrity  architect  on  the  order  of  Peter  Eisenman  or  Frank 
Gehry.  All  he  wants,  he  says,  is  for  someone  to  take  a  chance 
on  his  idea  and  let  sports  fans,  team  owners  and  city  managers 
decide  whether  he's  truly  designed  for  them  the  most  attractive 
and  efficient  venue  possible — as  he's  certain  he  has. 

"At  this  point,  I'd  be  happy  to  let  a  big-name  architect  take  it 
and  run  with  it,  and  ride  on  his  coattails,"  he  says.  "I  just  want 
to  see  it  built."  If  there's  a  Hollywood  ending  to  this  long  and 
bittersweet  talc,  he  just  hopes  that  it  comes  soon.  In  the  movie 
titled  "Mr.  Pollock  Builds  Ills  I)rc;mi  Stadium,"  we're  already 
in  the  middle  of  the  third  reel.  • 
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RESCUING  DA  VINCI 

On  the  trail  of  the 
Nazis'  stolen  art 

Here's  One  yOU  probably  haven't  heard:  How  a  small  cadre  of  mostly  American  (and  some  British)  officers  rescued 
the  cultural  legacy  of  Europe  during  World  War  II.  Robert  Edsel  tells  the  story  in  Rescuing  da  Vinci  (Laurel  Publishing,  2006) 
(and  in  the  future  PBS  documentary  The  Rape  of  Europa,  which  he  co-produced)  of  the  "Monuments  Men" — art  and 
architecture  professionals  who  served  on  the  army's  Monuments,  Fine  Arts  and  Archives  (MFAA)  team — and  labored,  often 
under  fire  and  shell,  to  salvage  historic  buildings  and  to  identify  and  retrieve  stolen  art  treasures.  •  The  Nazis,  who  scaled-up 
murder  to  previously  unimagined  magnitudes,  were  also  the  most  relentless  kleptomaniacs  in  history.  (Addressing  a  Nazi 
Occupation  conference,  Hermann  Goring  famously  stated  that,  "I  intend  to  plunder,  and  to  do  it  thoroughly")  Teams  sent  out 
by  Hitler  and  Goring — with  absolute  carte  blanche  and  in  unacknowledged  competition  with  one  another — systematically 
looted  the  homes,  galleries  and  museums  of  Poland,  Russia,  Belgium,  Holland,  France  and  even  Allied  Italy  to  an  extent  that 
made  the  sack  of  Rome  look  like  a  pleasant  cultural  exchange.  Hitler  stockpiled  thousands  of  objects  to  fill  the  pharaonic 
Fiihrer  Museum  he  planned  for  his  boyhood  hometown  of  Linz,  Austria.  Goring  shipped  thousands  more  to  his  own  home, 
Carinhall.They  stole  masterpieces  by  Da  Vinci,  Michelangelo  and  Vermeer.  They  carted  off  Russia's  magnificent  Amber 
Room,  Van  Eyck's  Gent  Altarpiece,  Cracow's  legendary  Veit  Stoss  altarpiece  and  nearly  everything  else  of  value  they  could 
find  and  pry  off.  As  Edsel  tells  us  in  the  following  excerpt,  the  Monuments  Men  would  uncover  thousands  or  missing 
art  works  in  more  than  five  years  of  labor,  but  many  priceless  creations,  including  the  Amber  Room,  were  never  recovered. 


Left  and  opposite:  At  the  top 
of  Goring's  "shopping  list,"  the 
priceless  Leonardo  da  Vinci 
painting  Lady  with  an  Ermine 
became  a  subject  of  covetous 
dispute  among  several  top 
Nazis.  It  was  finally  returned 
by  MFAA  officers  to  the 
Czartoryski  Collection  in 
Cracow,  Poland,  in  1946  in  a 
railcar  draped  with  Polish 
and  American  flags.  By  then, 
Poland's  postwar  political 
tensions  meant  that  the 
U.S.  officers  had  to  leave  the 
country  on  the  double. 
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Hitler  and  the  Nazis  were  not  the  first  to  plunder 

the  spoils  of  those  they  conquered.  Neither  were  they  the 
first  to  develop  shopping  lists  of  cultural  objects  and  treasures 
prior  to  the  outbreak  of  war.  They  were,  however,  the  first  to 
so  thoroughly  and  systematically  organize  the  theft  of  others' 
possessions.  For  more  than  seven  years  they  stole  at  will.  When 
laws  blocked  their  ambitions,  they  changed  them.  When  people 
resisted,  they  threatened  or,  worse, 
killed  them,  then  took  the  objects  of 
their  desire  by  force.  Looting 
during  the  Third  Reich  became 
institutionalized;  it  was  the 
official  policy. 

By  1940  the  Nazis  were 
stealing  virtually  anything 
of  value  from  their  victims  in 
Eastern  Europe,  while 
accumulating  the  confiscated 
belongings  (mostly  of  Jews) 
in  Western  Europe  for  future 
shipment  and  use  as  needed. 
Words  such  as  "safeguarded," 
"secured,"  "purchased,"  "traded"  and 


"confiscated"  were  frequently  used  as  euphemisms  for  induced, 
bribed,  coerced  and  stolen.  In  the  seven-year  period  from  1938  to 
1945,  Hitler  and  the  Nazis  stole  millions  of  items,  including 
some  of  the  greatest  art  treasures  of  Western  civilization. 

The  endless  list  of  villains  stands  in  contrast  to  the  number 
of  heroes  and  heroines  who  protected,  found  and  returned 
these  art  treasures.  European  museum  officials  and  local 
volunteers  certainly  merit  praise  for  their  efforts  to  minimize 
damage  to  their  collections  and  monuments.  Still,  these 
monuments  and  artworks  were  the  cultural  patrimony 
of  Europe.  Far  more  surprising  were  the  brave  actions  of 
a  few  others,  mostly  led  by  Americans  and  a  key  group 
of  British  officers,  who  at  great  personal  sacrifice 
protected  the  cultural  treasures  of  others.  But  for  their 
actions,  Europe  as  we  know  it  today  might  not  exist. 

The  "Venus  Fixers"  as  they  were  sometimes  called 
by  fellow  troops — "Monuments  Men"  by  most  others — 
were  mostly  young  museum  directors  and  curators, 
art  professors  and  architects  who  volunteered  for 
service.  After  the  war  many  would  become  leaders  of  the 
most  prominent  museums  in  the  United  States.  Virtually 
every  major  American  museum  had  one  or  more  employees 
who  served  as  MFAA  officers.  Among  them  were  Lincoln 
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Cirstein,  future  founder  of  the  New  York  City  Ballet,  James 
lorimer,  future  director  of  the  Metropolitan  Museum  of  Art, 
ind  Charles  Parkhurst,  future  chief  curator  of  the  National 
jallery  of  Art.  The  Monuments  Men  had  pathetically  few 
esources  to  accomplish  their  job  and  little  direction.  There  was 
10  handbook  to  follow.  Those  with  skill  or  knowledge  were 
;iven  authority  to  act. 

More  than  a  thousand  hiding  places  were  discovered  by  the 
\Jlied  forces,  often  the  result  of  a  tip  from  area  residents.  Each 
ime  a  new  repository  was  found,  the  site  was  secured  and  its 
:ontents  inventoried.  The  Monuments  Men  had  to  scrounge  up 
naterials  for  packing  supplies,  find  vehicles  and  drivers,  and 
emove  the  contents  item  by  item  to  one  of  the  collecting  points. 
During  a  time  of  wartime  shortages  and  hazardous  road  conditions, 
his  process  usually  took  months.  That  whole  truckloads  of 
paintings  were  not  damaged  by  potholes  and  bomb  craters  in  the 
oad  or  destroyed  because  of  trucks  careening  off  the  side  of  a 
larrowing  road  in  the  Austrian  Alps  serves  as  a  testament  to  the 
letermination  shared  by  the  Monuments  Men.  Innovation,  hard 
vork  and  a  little  luck  were  their  constant  companions.  • 

Reprinted  with  permission  from  Rescuing  da  Vinci,  by  Robert  Edsel. 


Opposite:  Rembrandt  Van 
Rijn's  1650  Self  Portrait, 
retrieved  from  a  Heilbronn 
mine  shaft.  Above:  the 
1879  masterpiece  In 
The  Conservatory  by  Edouard 
Manet,  stored  in  a  mine 
for  safekeeping  by  the  Kaiser- 
Friedrich  Museum  of  Berlin 


MIXED  MEDIA 

20th-century  design  A  new  name  in  airplane  lit  A  doctor  on  doctors  Daniel  Craig  does  Waugh  A  brain-bruising  puzzle  game 


ASH  WEDNESDAY,  Elvis 
Perkins;  XL;  $15 

Ash  Wednesday  is  a 
somber-sounding  title  for 
a  pop  record,  but  given 
Elvis  Perkins's  history, 
the  surprise  is  that  his 
songs  aren't  more 
downbeat.  His  father,  Psycho  star 
Anthony  Perkins,  died  at  60  of 
complications  from  AIDS;  almost 
nine  years  to  the  day  later,  his 
mother,  fashion  photographer  Berry 

  Berenson, 

crashed  into  the 
North  Tower  of 
the  World  Trade 
Center  aboard 
American  Airlines 

 I   Flight  11.  Loss 

inflects  these  haunting  tracks,  but 
there's  dreaminess  and  a  touch  of 
whimsy  here  as  well.  "While  You 
Were  Sleeping,"  the  album's  standout, 
is  a  Dylan-esque  rambler,  a  simple 
acoustic  guitar  melody  augmented 
by  string  bass,  snare  drum  and  a 
stirring  blast  of  horns.  Warm,  acoustic 
tones  predominate  throughout, 
evoking  Nick  Drake  and  early  Van 
Morrison,  but  the  electric  guitar- 
driven  "May  Day"  and  the  buzzing 
synth  in  the  lovely  closer  "Good 
Friday"  provide  a  modern  edge. 
Most  memorable  here  are  Perkins's 
lyrics,  which  conjure  otherworldly 
images  of  daydreams,  ghosts  and 
flight:  "I  close  my  eyes  to  disappear/ 
into  the  fields  of  stars  between 
my  ears."  —TAYLOR  ANTRIM 
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DOMUS  1928-1999; 
Taschen;  $600 


C/^    At  12  volumes  and  6,960 
pages,  this  set  is  easily  the 
most  comprehensive  survey 
of  20th-century  architecture 
and  design  available  today. 
Composed  of  hundreds  of 
key  articles  published  in  the 
venerable  Italian  journal 
domus  from  its  founding  in 
1928  to  1999,  it  covers  every 
movement  that  matters,  from  Art  Deco 
to  Functionalism  to  Late  Modern. 
No  design  lover's  library  should  be 
without  one,  provided  the  shelf  space  is 
available.  —THOMAS  JACKSON 

THE  LISBON  CROSSING, 

by  Tom  Gabbay;  William  Morrow;  $25 

Who  cares  if  the  pilot  never  turns  otf  the 
seat-belt  light?  You've  got  your  spring 


ill 
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vacation  reading  right  here,  and  by  the 
time  you  look  up,  they'll  be  opening  the 
doors.  Tom  Gabbay,  a  former  television 
comedy  writer  and  producer  at  NBC, 
sets  the  carousel  going  on  this  suspense 
ride  as  his  tough  guy/stuntman/lady- 
killer  character,  Jack  Teller,  is  hired  by 
a  Marlene  Dietrich-like  actress  to 
accompany  her  to  war-torn  1940  Europe 
In  a  Lisbon  crawling  with  Gestapo  agents 
frantic  refugees  and  various  ne'er-do- 
wells  of  uncertain  allegiance,  the 
actress  is  seeking  a  lost  childhood 
friend,  a  quest  that  has  already  resulted 
in  the  spectacular  death  of  Teller's 

predecessor — perhaps 
at  the  hands  of  the 
friend  herself.  The 
many  pitfalls  in  Teller's 
path  include  a  leather 
.  corset-clad  Wallis 
I   *Jr<2Mfl  Warf ield  Simpson,  who 
lures  him  into  a  night 
of  B&D  while  the  Duke 
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f  Windsor  is  out  whooping  it  up  with 
is  Nazi-schmoozing  pals.  Anything  for 
le  cause....  Gabbay  serves  it  all  up 
ith  Raymond  Chandler-esque  dark 
umor,  a  rich  sense  of  place  and  a  fine 
>el  for  the  yawning  chasm  between 
lose  privileged  to  float  above  the 
<igencies  of  that  dark  time  and  those 
ho  were  engulfed  in  its  horrors. 

—  RICHARD  NALLEY 

IOW  DOCTORS  THINK, 

y  Jerome  Groopman;  Houghton 
lifflin;  $25 


» 


How 
Doctors 
Think 


Anyone  who's  ever  had 
an  unsatisfactory 
experience  with  a 
doctor  will  appreciate 
this  book  by  New 
l^i?  Yorker  contributor 

and  practicing  M.D. 

lrome  Groopman.  mo.      .  ~ 

Jerome  Groopman, 
ho  explains  and  critiques  the  methods, 
5Sumptions  and  external  forces 
lat  shape  the  modern  physician's 
:lationship  to  his  or  her  patients, 
sday's  young  practitioners  are  taught 
n  "evidence-based"  approach,  which 
3unds  legitimate  in  a  vacuum  but, 
le  author  argues,  is  too  frequently 
iken  to  an  extreme  where  intuition, 
sk-taking  and  simply  "thinking  outside 
le  box"  are  discouraged,  often  to 
le  detriment  of  the  patient.  (And  yes, 
e  can  blame  the  insurance  companies 
t  least  partly  for  this.)  Groopman  also 
westigates  why  physicians  seem  to 
ave  only  one  standard  set  of  questions 
)r  their  patients,  why  they  don't 
peculate  on  possible  diagnoses  and  are 
iluctant  to  "end-game"  any  scenario — 
n  anxiety-producing  roadblock 
)r  a  patient  with  a  serious  condition, 
nd  though  Groopman  prescribes 
few  questions  that  laymen  can  use  to 
ommunicate  more  effectively  with 
neir  health-care  providers,  it's  revealing 
lat  he  himself  spent  several  years 
isiting  the  country's  leading  hand 
urgeons  in  an  often-frustrating  quest 
Dr  a  diagnosis  of  the  debilitating 
am  in  his  right  hand.  (Doctor  #4 
nally  got  it  right.)  For  those  in  more 
ire  need  of  proper  care,  it's  a  sobering 
^minder  that  despite  efforts  to 
ne  contrary,  medicine  will  always  be 
n  inexact  science. 

—  LORRAINE  CADEMARTOR I 


SWORD  OF  HONOR; 
Acorn  Media;  $40 


^JM    Evelyn  Waugh's  Sword 
MMOfl    °f  Honor  trilogy  marked 
%rjf    tne  culmination  of  his 
extraordinarily  varied 
career  as  a  novelist.  If  you've 
not  read  it,  then  this  superb 
2001  British  TV  adaptation, 
starring  the  now-ubiquitous 
Daniel  Craig  {Munich,  Casino  Royale), 
may  make  you  want  to  give  it  a  go.  The 
story  follows  Guy  Crouchback  through  his 
adventures — misadventures,  for  the  most 
part — in  the  British  Army  during  World 
War  II.  The  script,  by  the  novelist  William 
Boyd,  who  also  adapted  Waugh's  classic 
novel  Scoop  for  British  television,  is 
alternately  charming  and  gripping. 
Thirty-five-year-old  Guy  is  an  old-family 
British  Catholic  living  in  Italy,  devastated 
by  his  divorce  from  Victoria,  played 
with  vixenish  sexuality  by  Megan  Dodds. 
He  pulls  strings  to  get  a  commission 
in  the  Army,  where  he  is  thrown  in  with  a 
truly  Wauvian  menagerie  of  eccentrics, 
incompetents,  bullies,  villains  and 
unlikely  heroes.  Though  trenchantly 


funny  at  times,  Sword  of  Honor 
is  no  comedy.  This  is  pretty 
grim  terrain.  Guy's  adventures 
take  him  to  French  Africa,  to 
Crete,  where  in  real  life  Waugh 
witnessed  the  capture  by 
Germans  of  some  8,000  abandoned 
British  troops,  and  finally  to  Yugoslavia, 
where  Guy  finds  himself  trying  to  save 
displaced  Jews  caught  in  the  maelstrom 
of  history  and  ethnic  hatreds.  As  Frank 
Kermode  wrote  in  his  introduction 
to  the  Modern  Library  edition  of  Sword 
of  Honor,  "Here  in  [Waugh's]  final  work 
there  run  together  the  two  styles,  of 
mischief  and  gravity."  Daniel  Craig  is 
perfectly  cast  as  Guy,  who  with  his  rugged 
blond  looks,  muscularity  and  deep- 
sea-blue  eyes  comes  across  as  a  kind 
of  thinking  man's  Steve  McQueen.  (And 
that's  no  knock  on  McQueen.)  Megan 
Dodds  (American,  amazingly,  Juilliard- 
trained)  is  pure  eye  candy,  and  gives 
cavities  to  everyone  with  whom  she  comes 
into  contact.  Boyd's  script  is, 
unsurprisingly,  brilliant,  as  is  just  about 
everything  here.  How  did  we  manage 
to  miss  this  when  it  came  out?  Thank  God 
for  DVDs.  —CHRISTOPHER  BUCKLEY 


BRAIN  BUSTER  PUZZLE  PAK;  Agetec;  $30  (Nintendo  DS  Lite) 

Boy,  have  I  gotten  smart.  After  a  few  weeks  catching  up  with  one  of 
the  latest  video  game  trends — brain  training — I'm  like  a  walking 
supercomputer,  a  Mensa  heavyweight,  Einstein,  Feynman  and  Hawking 

a all  rolled  into  one.  The  self-improvement  began  when  I  picked  up  a 
DS  Lite — smart  move! — Nintendo's  elegant  handheld  system,  and 
Brain  Age,  a  surprise  best-selling  DS  game  from  early  2006.  A  couple 

a of  days  of  math  drills,  speed  counting  and  quick-draw  verbal  exercises 
later,  I  felt  prepared  to  take  on  Big  Brain  Academy,  with  its  logic 
puzzles,  memorization  games  and  exercises  in  spatial  thinking.  Both 
are  rigorously  evaluative:  Brain  Age  tells  you  how  "old"  your  brain  is; 
Big  Brain  Academy  gives  it  a  letter  grade.  Well,  I  don't  mind 
revealing  that  in  no  time  my  brain  had  improved  from  a  grade-C 
mid-60-year-old  to  a  thirtysomething  with  a  gentleman's  B. 
Still,  I  felt  I  hadn't  reached  my  potential,  so  I  turned  to  the 
new  Brain  Buster  Puzzle  Pak,  which  contains  five  varieties 
of  logic-driven  number  puzzles  created  by  Nikoli,  the  Japanese 
family  firm  that  brought  the  world  sudoku.  That's  here— 
but  also  Light  Up,  Nurikabe,  Kakuro  and  the  fearsomely  difficult  Slitherlink. 
BBPP's  interface  is  clunky,  the  instructions  awkwardly  translated  from  the 
original  Japanese,  but  the  puzzles  themselves  are  so  deeply  addictive  and 
mentally  edifying  that  when  I  returned  to  Brain  Age  and  Big  Brain  Academy, 
I'd  improved  my  brain  to  a  26-year-old  with  a  B+!  I've  since  thrust  my  DS  into 
the  hands  of  dinner  guests  and  coworkers,  challenging  them  to  match  their 
wits  to  mine.  Has  mental  training  turned  me  into  a  bit  of  a  drag?  Only  if  you 
believe  people  with,  as  it  turns  out,  far  older  and  duller  brains  than  mine.  — TA 
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CREDITS 


"THE  WHITES  OF  SPRING,"  PAGES  98-107 

ARTHUR  MENDONCA:  www.mendoni  a.<  a;  Claire 
Dickson,  Lafayette  Hill,  PA;  Grace's,  Nashville, 
TN;  Gigi  of  Mequon,  Mequon,  WI;  Frances  Hcfferman, 
Winnetka,  1L;  Mimi,  New  Orleans;  and  select  Holt 
Renfrew  stores 

B&B  ITALIA:  B&B  Italia,  (800)  872-1697, 
www.bebitalia.com 

BALLY:  Bally,  New  York,  (212)  751-9082 

BELL  &  ROSS:  Bell  &  Ross,  (888)  307-7887, 
www.bellross.com;  Feldmar  Watch,  Los  Angeles, 
(310)  274-8016;  and  Kcnjo,  New  York,  (212)  402-7000 

BEN-AMUN:  Ben  Vmun,  New  York,  (212)  944-6480, 
www.ben-amun.com 

B0TTEGA  VENETA:  Bottega  Veneta  boutiques, 
(877)  362- 171 5,  www.bottegaveneta.com 

BREITLING:  Breitling, (800)  641-7343, 
www.breitling.com 

BRIAN  ATW00D  Jef)  rey,  N,  »  York  and  Atlanta; 
Bob  Ellis,  Charlotte,  NC,  and  Charleston, 
SC;  and  select  Intermix  stores,  (212)  249-7858, 
www.intermixonline.com 

CARTIER:  Cartier  boutiques,  (800)  CARTIER, 
www.cartier.com 

CHANEL:  select  Chanel  boutiques,  (800)  550-0005; 
dress  also  at  select  Neiman  Marcus  stores;  watch  also  at 
Chanel  Fine  Jewelry  boutiques 

DAVID  YURMAN:  David  Yurman,  New  York  and 
Beverly  Hills,  (888)  DYURMAN,  www.davidyurman.com 


DOLCE  &  GABBANA:  Dolce  &.  Gal 

(877)  70-DGUSA,  www.dolcegabbana.it,  and  select 

Barneys  New  York  stores 

GIORGIO  ARMANI:  (  iiorgio  Vrmani  boutiqi 
www.giorgioarmani.com 

GUCCI:  select  Gucci  stores,  (800)  234-8224, 
www.gucci.com 

HERMES:  Hermes  stores,  (800)  441-4488, 
www.hermes.com',  suit  by  special  order 

J.  MENDEL:  J.  Mendel  boutiques,  New  York,  Chicago 
and  Aspen,  (800)  J-MENDEL,  www.jmendel.com; 
Bergdorf  Goodman,  New  York;  Hirshlcifer's, 
Manhasset,  NY;  and  select  Neiman  Marcus  stores 

JOHN  HARDY:  John  I  lardy,  (866)  4JHARDY, 
www.johnhardy.com 

JOHN  LOBB:  John  Lobb,  New  York,  (212)  888-9797, 
www.johnlobb.com 

JOHN  VARVATOS:  Bergdorf  Goodman  Men,  New  York 

KAUFMANFRANCO:  Saks  Fifth  Avenue,  New  York 

MAISON  MARTIN  MARGIELA:  Bergdorf  Goodman 
Men,  New  York,  and  Douglas  Fir,  Los  Angeles 

MALO:  Malo,  Palm  Beach,  (561)  655-3312 

MISSONI:  Missoni,  New  York,  (212)  517-9339 

NARCISO  RODRIGUEZ:  Bergdorf  Goodman,  New  York, 
and  Ikram,  Chicago 

PERFIDO  DESIGN:  Perfido  Design,  New  York, 
(718)  383-2318,  www.perfidodesign.com;  New  Museum 
Store,  New  York,  (212)  343-0460,  www.newmuseum 
store.org;  Annie  O,  New  York,  (212)  475-3490;  and 
United  Bamboo,  www.unitcdbamboo.com 


RALPH  LAUREN  PURPLE  LABEL:  elect  Ralph  Lauren 

stores,  (888)  475-7674,  www.polo.com 

ROGER  VIVIER:  Roger  Vivier,  New  York,  (212)  861-5371 

SALVATORE  FERRAGAMO:  Salvatore  Ferragamo, 
New  York,  (212)  759-3822,  www.ferragamo.com 

SERGIO  ROSSI:  Sergio  Rossi  boutiques, 
www.sergiorossi.com 

TEMPLE  ST.  CLAIR:  Temple  Sr.  C  lair,  New  York, 
(800)  590-7985,  www.templestclair.com,  and  Paul  Carter 
Jewels,  Houston,  (713)  627-7495 

TSE:  TSE,  South  Coast  Plaza,  Costa  Mesa,  CA, 
(800)  801-8873,  www.tsecashmcre.com 

VALENTINO:  Valentino  boutiqes, 

(800)  997-0140;  and  select  Barneys  New  York  and 

Saks  Fifth  Avenue  stores 

ZEGNA  SPORT:  select  Ermenegildo  Zegna  boutiques, 
(888)  880-3462,  www.zegna.com 

"A  ROOM  OF  OUR  OWN,"  PAGES  108-111 

ALESSI:  Alcssi,  www.alessi.com;  DIVA/Alessi, 
Los  Angeles,  www.divafurniture.com 

B&B  ITALIA:  B&H  Italia,  www.bebitalia.com; 
DIVA/B8cB  Italia,  Los  Angeles, 
www.divafurniture.com 

I.M.  CHAIT  GALLERY:  I.M.  Chait  Gallery,  Beverly  I  tills, 
(310)  285-0182,  www.chait.com 

MISSONI:  DIVA,  Los  Angeles,  www.divafurniture.com 

MONTGOLFIER  FRANCE:  DIVA,  Los  Angeles, 
www.divaturniture.com 
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pparel 

avazzolo 

isit  www.ravazzolo.com 
r  call  our  agent  for  the  U.S.: 
uciano  Moresco  &  Co.,  Ltd. 
£12-397-4300 

egna 

nown  worldwide  for  top  quality 
abrics,  this  Italian  menswear  design 
ouse  offers  the  ultimate  in  luxury 
id  style.  From  Made-to-Measure 
lits  to  sportswear  to  shoes,  Zegna 
in  dress  a  man  for  any  occasion. 
•888-880-3462.  zegna.com 

utomotive 

ston  Martin  North  America 

ston  Martin  is  the  world's  most 

cclusive  sports  car  company.  Since 

?14,  it  has  created  motoring  legends 

llminating  in  today's  DB7  Vantage 

id  VI 2  Vanquish. 

all  1  - 866 -NA- Aston  or  visit 

ww.astonmartin.com 

Jonsumer  Electronics 

ang  &  Olufsen 

isit  www.bang-olufsen.com 

lonsumer  Products/Services 

igelow  Tea 

ind  an  ever  changing  array  of 
istinctive  tea-themed  gifts, 
'iscover  recipes  and  entertainment 
leas,  that  will  make  an  occasion 
lemorable. 

all  1-888-244-3569  or  visit 
•ww.bigelowtea.com 


Fragrances 

euphoria  men 

A  new  fragrance  from  Calvin  Klein. 
Masculine  and  provocative,  the 
addictive  scent  blends  crisp,  modern 
freshness  and  a  rich,  sexy  signature. 
Available  at  Nordstrom's. 
Visit  Nordstrom.com 

Hotel 

Evergreen  Laurel  Hotels 

Evergreen  International  Hotels  in 
Taiwan,  Bangkok,  Penang,  Paris,  and 
Fukuoka,  decor,  facilities  and 
ergonomic  design  give  customer  a 
"home  away  from  home"  feeling. 
Call  1-886-2-25048800  or  visit 
www.evergreen-hotels.com 

Jewelry/Watches 

Ball  Watch 

Ball  Watch  is  considered  by  many  to 
be  one  of  the  most  rugged  watches  in 
the  world.  Started  in  Cleveland  in 
1891.  For  a  dealer  near  you  visit 
www.ballwatchusa.com  or  call 
1-727-896-4278. 

Breitling 

Breitling  has  created  precision 
timepieces  since  1884  and  continues 
its  long  history  with  the  aviation 
world  where  accuracy,  technical 
innovation  and  reliability  are  critial. 
Visit  www.Breitling.com 

Tutima  USA,  Inc. 

An  industry  leader  since  1927, 
TUTIMA  has  set  standards  for 
innovation,  craftsmanship  and 
design. Tutima  offers  professional 
aviation,  diving  and  everyday 
timepieces,  all  hand-assembled 
in  Germany. 

wwvv.tutima.com 


Luxury  Residential 
Development 

Sentosa  Cove 

Visit  www.sentosacove.com.sg 

Retail 

Davidoff 

To  purchase  Davidoff  handmade 
premium  cigars  and  cigar 
accessories,visit  www.davidoffmadi- 
son.com  or  to  find  the  nearest 
Davidoff  store  location,  call 
1-800-213-2340. 

Tourism 

Bermuda  Department  of  Tourism 

In  just  under  two  hours  from  the 
East  Coast,  find  beautiful  pink  sand 
beaches  and  refreshing  turquoise 
waters.  Come  feel  the  love  of 
Bermuda. 

Call  1-800-Bermuda  or  visit 
www.bermudatourism.com 

Ministry  of  Tourism  &  Culture, 
Govt  of  India 

Visit  www.incredibleindia.org 

Travel 

British  Airways 

We  offer  you  softer  flat  beds  for 
a  deeper  sleep.  And  for  extra 
comfort,  we  included  plumper 
pillows  and  cozier  blankets. 
Business  class  is  < 
British  Airways. 
Call  1-800- AIRWAYS  or  visit 
www.ba.com/clubworld 
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Hsy  began  his  career  at  Sotheby's  in 
London  more  than  40  years  ago,  eventually  rising  to 
head  of  the  Old  Masters  Paintings  department. 
In  1983  he  took  an  unusual  professional  sidetrack,  becoming 
an  Episcopal  rector  at  the  Church  of  the  Heavenly  Rest  on 
Fifth  Avenue  in  New  York.  Twelve  years  later  he  returned 
the  few  blocks  east  to  Sotheby's,  where  today  he  is  an  executive 
vice  president,  senior  auctioneer  and  author  of  The  Complete 
Guide  to  Buying  and  Selling  at  Auction  (W.W.  Norton), 
regarded  as  the,  ahem,  bible  of  the  industry.  He  spoke  with 
ForbesLife  executive  editor  Patrick  Cooke. 

Any  hot  trends  you  ve  witnessed  over  the  past  couple  of  years? 
Chinese  contemporary  art  wasn't  on  anybody's  radar  five  years 
ago,  but  today  you  have  living  Chinese  contemporary  artists 
selling  at  over  a  million  dollars  per  painting.  Russian  art,  too, 
has  increased  rapidly,  and  the  Indian  market  is  erupting  now. 

What  about  other  areas  at  auction?  Are  they  in  retreat? 
Not  at  all.  Old  Masters  have  been  absolutely  blossoming. 
And  American  art.  Who  would  have  thought  you  could 
spend  $15  million  for  a  Norman  Rockwell?  You  could  buy 
a  rather  good  Rembrandt  for  that. 

I  once  saw  you  work  a  fund-raising  auction  in  a  hall  full  of  restless, 
semi-inebriated fly fishermen.  You  calmed  them  like  sheep. 
The  benefit  auctioneer  must  a)  gain  control  of  the  room  b) 
entertain  the  90  percent  of  people  who  don't  want  to  buy 
anything  and  then  c)  conduct  the  sale  to  the  other  10  percent 
quickly.  If  you  take  more  than  two  minutes  per  item,  you'll 
lose  the  room. 

What's  the  mood  of  the  room  the  day  of a  big  auction  at  Sotheby's? 
You  have  a  highly  motivated  audience.  I  can  sell  up  to  120  lots 
an  hour.  A  good  auctioneer  here  is  expected  to  do  300  lots  in 
three  hours  without  a  pau 


What  skills  do  you  need? 
The  auctioneer  has  to  know 


to  hold  em  and  when  to 


fold  em.  If  you've  got  a  really  important  item  you  take  longer; 
slow  down  for  the  good  stuff,  speed  up  for  the  regular  stuff. 
So  it's  pace,  but  also  knowing  when  to  put  the  hook  out  there. 

Do  you  ever  glare  at  a  bidder  to  motivate  him? 
I  do  not  glare,  no.  But  eye  contact  is  absolutely  essential.  Your 
eyes  must  convey  the  message:  "Are  you  sure  you  wouldn't 
want  to  make  one. ..last.. .bid?" 

What's  the  biggest  mistake  rookie  buyers  make? 
They  jump  in  too  soon.  They  declare  their  interest  early,  and 
the  competition  beats  up  on  them.  If  it's  a  really  good  piece 
of  art  and  several  people  are  bidding,  you  should  just  stay  back, 
because  the  little  guys  will  fight  it  out  at  the  lower  levels.  It'll 
finally  get  down  to  two  people,  and  just  when  the  person  who 
is  most  hesitant  is  about  to  fold  because  it's  getting  too  hot 
and  the  bidder  who  thinks  they've  got  it  is  starting  to  relax,  in 
you  go.  It  knocks  the  lower  bidder  out  and  it  puts  the  presumec 
winner  off  his  balance,  thinking  you  didn't  even  bother 
until  it  was  almost  over  and  you  must  have  endless  resources. 

That  must  require  pretty  delicate  timing. 
Yes,  you  wouldn't  do  this  on  your  first  auction.  But  people 
mainly  jump  in  too  soon  because  they're  terrified  the  auctionee 
won't  see  them.  If  it's  a  major  work  of  art,  they  shouldn't 
worry;  a  good  auctioneer  can  smell  a  bid  in  the  room. 

You  left  Sotheby's  to  become  an  Episcopal  minister.  The  pastor's 
pulpit  and  the  auctioneers  stand  must  have  some  similarities. 
Well,  the  dress  code  is  a  bit  different,  but  I've  found  you 
pray  in  both  places.  Mainly,  it's  the  ability  to  make  contact 
with  your  audience  or  congregation. 

There  must  be  many  of  the  same  virtues  and  vices  at  work,  and 

lessons  about  human  greed  and  love  and  beauty  and  envy  

Back  in  the  old  days  there  used  to  be  a  currency  converter 
board  in  the  sales  room  at  Sotheby's.  At  the  bottom  of  the 
board  was  a  wonderful  notation  that  read,  "All  conversions  ar 
approximate."  I  think  that  applies  to  both  worlds.  • 
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iturity  isn't  just  about 

DANIEL'S  is  a  registered  trademark  ©loor  Jack  Daniel's  Single  Barrel  Tennessee  Whiskey  Ale.  4.7%  by  Vol.  [94. proof] 
led  and  Bottled  by  Jack  Daniel  Distillery,  Lynchburg  [POP.  jtfi],  Tennessee.  Visit  us  at  jdsinglebarrel.coil) 
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With  network  security,  if  you're  not 

ahead  of  the  threat. 


Let  Internet  Security  Systems  stop 
network  threats  before  they  shut  down  your  business. 

How  do  you  ensure  compliance  and  manage  costs  when  your  security  is  less  than  certain? 
Even  "zero-day"  solutions  aren't  fast  enough  to  protect  against  losses  once  an  Internet  attack  hits. 
The  alternative  is  preemptive  security  from  Internet  Security  Systems  (ISS).  Because  our  enterprise  solutions  are 
based  on  the  world's  most  advanced  vulnerability  research,  only  ISS  can  offer  preemptive  security  and  stop 
threats  before  they  impact  your  business.  So  why  rely  on  "reaction"  when  security  can  be  a  sure  thing? 

Need  proof?  Get  a  free  whitepaper,  Preemptive  Security: 

Changing  the  Rules,  at  www.iss.net/proof  or  call  today  at  800-776-2362. 


NETWORK  &  HOST  INTRUSION  PREVENTION 


MANAGED  SECURITY  SERVICES 


VULNERABILITY  MANAGEMENT 


Q  INTERNET  |  SECURITY  | SYSTEMS® 

Ahead  of  the  threat." 
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THE  WORLD'S  RICHEST  PEOPLE 

104  j  The  World's  Billionaires 

It's  been  a  busy  year  in  the  fortune-hunting  business. 
Edited  by  Luisa  Kroll  and  Allison  Fass 

105  j  Billionaires  Top  20  Gatefold 

The  20  richest  people  in  the  world  come  from  1 1  nations  and  are  worth  a 
combined  $537  billion. 
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112  Off  Beat 

Richard  Desmond  has  built  a  British  publishing  empire  by  playing 
his  own  tune.  It  doesn't  play  quite  as  well  in  the  U.S.,  but  give  him 
time.  By  Tatiana  Serafin 

122  |  How  Flavio  Briatore  Gets  Rich 

How  do  you  feel  like  a  billion — without  the  ten  figures? 
Flavio  Briatore  can  show  you.  By  Michael  Freedman 

134  |  Mexico's  Richest  Man  Closes  In 

Carlos  Slim  Helii's  fortune  is  up  almost  $20  billion  in  a  year,  built 
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Chicken  Accounting 

TO  WHAT  CAN  WE  ASCRIBE  THE  HANDSOME  FORTUNES  OF 
hedge  fund  operators?  Columnist  James  Grant  has  a  theory,  one 
that,  interestingly,  does  not  hinge  on  the  collective  brilliance  of 
the  profession.  Some  of  these  guys,  he  postulates,  are  (or  were, 
until  a  week  ago)  engaging  in  the  yen  carry  trade. 

The  yen  carry  is  a 
marvelous  way  to  coin 
money:  borrow  at  the 
low  interest  rates  that 
prevail  in  Japan,  then 
lend  out  at  the  higher 
rates  that  can  be  had 
elsewhere.  Marvelous, 
that  is,  until  the  chick- 
ens come  home  to 
roost.  If  the  value  of 

the  yen  suddenly  rises,  yen  borrowers  (or,  if  those  are  hedge  fund 
operators,  their  customers)  suffer  a  whack  to  principal.  Grant 
recommends  that  you  bet  against  these  speculators  by  buying 
yen.  Credit  him  with  some  prescience:  He  submitted  the  original 
draft  of  the  piece  that  appears  on  page  216  six  days  before  the 
market  meltdown  that  sent  the  yen  spiking  upward. 

Were  it  not  for  the  poultry  problem,  we  could  all  be  rich. 
There's  a  $100  million  oil  rig  in  the  Gulf,  and  once  in  20  years  a 
hurricane  will  knock  it  over.  You  could  write  an  insurance  policy 
for  $5  million  a  year.  So  long  as  the  weather  behaves,  the  pre- 
mium is  pure  profit,  right?  Not  really.  In  economic  terms  you  are 
only  breaking  even,  even  when  the  sun  shines. 

But  wait.  If  the  insurance  policy  covers  a  financial  event,  you 
might  be  able  to  register  the  $5  million  as  profit,  and,  if  you're 
running  a  hedge  fund,  pocket  a  $1  million  performance  fee. 
When  the  storm  comes,  the  $100  million  loss  belongs  to  the  lim- 
ited partners.  Someone  borrowing  yen  is,  in  effect,  underwriting 
the  risk  that  the  yen  will  rise.  Another  kind  of  insurance  policy 
guarantees  junk  bonds  against  default.  Using  default  swaps, 
hedge  funds  have  been  writing  these  policies  as  if  recessions  were 
forbidden  by  law. 

For  a  stretch  of  time,  just  long  enough  for  the  hedge  fund 
manager  to  advertise  his  accomplishments  and  collect  a  perform- 
ance bonus,  bets  on  junk  bonds  and  the  yen  can  do  very  well. 
Over  a  long  enough  period,  however,  housing  the  chickens  is  a 
material  cost.  In  August  2003  Credit  Suisse  Tremont  started  an 
index  of  investable  hedge  funds,  meaning  real-money  results,  not 
the  selective  or  hypothetical"  performance  numbers  that  usually 
come  out.  Average  annual  return  to  date:  6.8%.  Who  needs  all  the 
junk  and  the  carry  trades?  A  stock  index  fund  would  have  done 


twice  as  well. 
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Potential  Energy  of  Wind/sec 
P  =  Va  (pflV)  V2  =  <h  p  fl  V3 


flir  Density_[p,  kg/m3] 
Wind  Velocity_[V,  m/sec] 


Flir  Temp 
59°F 

flir  Density 
1.225  kg/m 


It  can  shape  mountains. 
It  can  move  oceans. 
Now  the  wind  can  even 
heat  up  your  toaster. 


Together,  all  the  GE  Energy  wind  turbines  in  the 
world  could  produce  enough  power  for  2 A  million 
US  homes.  Something  maybe  to  chat  about  over 
your  next  round  of  toast.  It's  yet  another  example 
of  our  blueprint  for  a  better  world: 


imagination  at  work 


ecomagination.com 
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Ticked  Off 


Lyme  specialist  Dr.  Joseph  Jemsek  gets  an 
earful  at  his  license  disciplinary  hearing. 


"Lyme  Inc."  (Mar.  12,  p.  96)  un- 
fairly linked  my  investigation 
into  the  Infectious  Diseases 
Society  of  America's  (IDSA) 
Lyme  disease  guidelines  to  dis- 
ciplinary proceedings  against  a 
small  group  of  Lyme  disease 
specialists.  These  cases  played 
no  role  in  my  decision  to  launch 
this  investigation.  Your  implica- 
tion that  the  true  purpose  of  my  investigation  is  to  shield  doctors  from  sanc- 
tion was  untrue  and  irresponsible. 

My  investigation  seeks  to  assure  that  all  scientific  and  medical  facts  were 
and  are  considered  in  their  formulation.  My  office  launched  the  investigation 
after  receiving  complaints  from  medical  experts  and  patients  alleging  that  the 
IDSA  excluded  or  ignored  certain  information,  resulting  in  flawed  guidelines. 
I  have  a  legal  obligation  to  investigate  these  serious  allegations,  including 
possible  antitrust  violations  that  would  arise  if  insurers  or  others  improperly 
influenced  the  process  by  excluding  competing  views  and  information  for 
their  economic  benefit.  Lyme  disease  is  a  persistent  and  prevalent  medical 
problem  in  Connecticut.  My  office  has  a  duty  to  ensure  that  the  thousands  of 
state  residents  stricken  with  this  sometimes  crippling  disease  receive  the  most 
medically  effective  treatment. 

RICHARD  BLUMENTHAL 
Connecticut  Attorney  General 
Hartford,  Conn. 


Loan  Rangers 

As  attorneys  representing  Velma  Vardi- 
man,  the  consumer  described  in  "The 
Mortgage  Nanny"  (Feb.  26,  p.  40),  we 
believe  your  story  exaggerates  the 
responsibilities  that  may  be  placed  on 
lenders  should  new  legislation  pass 
requiring  them  to  exercise  fiduciary 
obligations  to  the  consumer.  Your  story 
describes  how  such  legislation  would 
require  loan  officers  to  spend  a  great 
deal  of  time  determining  whether  a  loan 
is  suitable  for  a  borrower — time  well 
worth  the  final  result.  Lending  parame- 
ters have  already  been  established  by 
reputable  lenders,  such  as  loan-to-value 
and  debt-to-income  ratios.  Lenders 
should  follow  those  parameters  and 
require  that  brokers  document  the 
information  presented  to  them,  abol- 
ishing loans  that  encourage  brokers  to 
falsify  information.  Requiring  lenders 


to  make  a  more  accurate  assessment  of 
loans  to  residential  borrowers  would 
protect  investors,  reputable  lenders  and 
consumers. 

DEBRA  K.  LUMPKINS 
PHILIP  C.  GRAHAM 
Attorneys  at  Law 
Gateway  Legal  Services 
St.  Louis,  Mo. 

Language  Lesson 

In  "The  UnCarly"  (Mar.  12,  p.  82)  we 
said  Hewlett-Packard  deploys  69,000 
consultants  and  programmers  in  India 
and  China  who  convert  old  software 
into  new  languages.  In  fact,  these  69,000 
perform  all  services  and  are  stationed 
worldwide. 


I  Forbes 


Send  e-mail  to  readers@forbes.com  or  visit 
www.forbes.com/letters.  Letters  will  be  edited. 
Please  include  address  and  phone  number. 
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WHILE  YOU  CREATE  MEMORIES, 
LET  OUR  BOND  FUNDS  CREATE  INCOME. 

Build  a  better  portfolio  with  Franklin  Templeton  bond  funds™ 


franklin     If  you're  planning  to  retire,  or  already  retired, 

TEMPLETON 

fixed      it's  time  to  think  about  how  important  bond 

INCOME  ^ 

FUNDS      funds  are  to  your  investment  mix.  In  addition 
to  providing  a  regular  monthly  income  stream,  they  can 
augment  other  sources  of  income  and  help  lower  overall 
portfolio  volatility. 

As  a  leading  bond  fund  manager  for  over  35  years, 
Franklin  Templeton  has  specialized  expertise  in  all  fixed 
income  sectors,  including  tax-free,  global  and  high-yield. 

For  information  on  how  Franklin  Templeton  bond 
funds  can  help  you  build  a  better  portfolio,  see  your 
financial  advisor,  call  1-800-FRANKLIN  or  visit 
franklintempleton.com. 


FRANKLIN  TEMPLETON 
INVESTMENTS 

<  GAIN  FROM  OUR  PERSPECTIVE®  > 


Strong  Performance  vs.  Peers 

Upper  Total  Return  Rankings'-12/31/06 

Percentage  of  funds  in  top  two  quartiles  of 
Lipper  Peer  Group  (Class  A) 


1-year: 
3-year: 
5-year: 
10-year 


86% 
89% 
100% 
98% 


You  should  carefully  consider  a  fund's  investment  goals,  risks,  charges  and  expenses 
before  investing.  You'll  find  this  and  other  information  in  the  fund's  prospectus,  which 
you  can  obtain  from  your  financial  advisor  Please  read  the  prospectus  carefully 
before  investing.  Past  performance  does  not  guarantee  future  results. 

Bond  prices  generally  move  in  the  opposite  direction  of  interest  rates.  As  the  prices  of  bonds  in  a  fund 
adiust  to  a  rise  in  interest  rates,  the  fund's  share  price  may  decline. 

t  Source:  Lipper,  Inc.  Figures  do  not  include  sales  charges  and  are  for  Class  A  shares  only.  Of  the 
eligible  Franklin  Templeton  non-money  market  fixed  income  funds  tracked  by  Lipper,  26, 32, 33 
and  29  funds  ranked  in  the  top  quartile;  17, 10, 11  and  12  ranked  in  the  second  quartile;  6, 4, 0  and 
0  ranked  in  the  third  quartile;  and  1, 1,  0  and  1  ranked  in  the  fourth  quartile  of  their  respective 
Lipper  peer  groups  for  the  1-,  3-,  5-  and  10-year  periods,  respectively,  for  cumulative  total  return. 

Franklin  Templeton  Distributors,  Inc.,  One  Franklin  Parkway,  San  Mateo,  CA  94403. 


Fact  and  Comment 

By  Steve  Forbes,  Editor-in-Chief 
"With  all  thy  getting  get  understanding." 


Soviet  Unionism 


FOR  DECADES  ORGANIZED  LABOR  INSISTED  THAT  SECRET  BALLOTS 
were  a  sacrosanct  necessity  in  determining  whether  workers  really 
wanted  to  join  unions.  Without  a  secret  ballot,  union  leaders 
feared,  management  would  intimidate  pro-union  workers.  Now 
labor  bosses  want  to  chuck  the  secret  ballot;  unionization  would 
instead  be  decided  by  workers  signing  a  petition  or  pro-union  sig- 
nature cards.  No  more  elections.  Labor  bigwigs  have  little  faith  they 
can  win  secret  ballots  in  the  private  sector,  where  labor-union  par- 


ticipation is  now  a  paltry  7.4%.  (In  contrast,  more  than  35%  of  gov- 
ernment workers  are  unionized.)  Workers  will  come  under  even 
more  intense  pressure,  from  both  management  and  the  unions. 

The  House  of  Representatives  has  passed  this  blatantly  anti- 
democratic proposal.  Senate  Republicans  should  let  the  thing  come 
up  for  a  vote— Democrats  know  most  Americans  despise  this  idea, 
but  the  Dems  are  loath  to  offend  Big  Labor.  If  it  passes,  President  Bush 
should  veto  it.  Then  Republicans  will  have  a  delicious  issue  for  2008. 


Bronx  Cheers  for  Ben 


ON  THE  OCCASION  OF  HIS  FIRST  ANNIVERSARY  AS  FEDERAL 
Reserve  Chairman  in  February,  Ben  Bernanke  was  saluted  by  Wall 
Street  and  most  of  the  business  media  for  controlling  inflation.  The 
celebration,  alas,  was  painfully  premature.  The  inflation  set  off  by 
Alan  Greenspans  mistaken  monetary  extravagance  in  2004  has 
not  been  fixed  by  his  successor.  The  Fed's  excess  money  creation  is 
still  roiling  and  distorting  economies  and  financial  markets  around 
the  world.  The  destructive  political  repercussions  are  unfolding. 

The  most  notorious  symptom  of  the  Greenspan-Bernanke  blun- 
der is  the  still  high  price  of  oil.  But,  of  course, 
the  monetary  extravagance  fired  up  commodi- 
ties across  the  board — all  the  major  ones  are  sig- 
nificantly higher  than  they  were  three  years  ago. 

Commodities  are  the  first  to  feel  monetary 
mistakes.  The  best  barometer  of  these,  histori- 
cally, has  been  the  price  of  gold.  In  2004  its 
j  rolling  ten-year  average  was  under  $350  an 
ounce.  Today  its  up  more  than  80%  from  that 
level,  hovering  between  $625  and  $700  an  ounce. 

Remember  that  famous  quote  by  John 
Maynard  Keynes:  "There  is  no  subtler,  no 
surer  means  of  overturning  the  existing  basis 
of  society  than  to  debauch  the  currency.  The 
process  engages  all  the  hidden  forces  of  eco- 
nomic law  on  the  side  of  destruction,  and  does  it  in  a  manner 
which  not  one  man  in  a  million  is  able  to  diagnose." 

The  latest  debauching  of  the  currency  is  indeed  being  misdi- 
agnosed by  almost  everyone.  Higher  oil  and  gasoline  prices  are 
blamed  on  greedy  oil  companies  and  the  voracious  consumption 
of  India  and  China.  These  two  countries  are  also  blamed  for  send- 
ing other  commodities  into  the  stratosphere.  The  Feds  culpability 
has  been  ignored.  Anyway,  observers  say,  increases  in  the  cost  of 
living  are  still  small  and  therefore  not  anything  to  worry  about. 

But  inflation  indexes  are  seriously  flawed.  The  faulty  method- 
ologies in  the  way  they're  put  together,  such  as  underplaying 
improvements  in  products  and  services  and  the  crazy  way  in 


Inflation  twins:  Alan  started  it  in  2004; 
Ben  has  yet  to  slay  it. 


which  we  measure  housing,  have  long  been  noted.  The  indexes 
are  rearview-mirror  measures.  If  the  Fed  messes  up,  it  takes  a 
year  or  two  for  the  mistake  to  become  apparent  in  the  broader 
economy.  Moreover,  given  the  extraordinary  increases  in  produc- 
tivity, the  general  price  level,  if  anything,  should  be  going  down. 

Nor  are  the  various  money  supply  numbers  all  that  helpful.  A 
dollar  created  by  the  Fed  can,  in  effect,  be  multiplied  several  hun- 
dredfold around  the  world,  thanks  to  a  bewildering  array  of  finan- 
cial instruments  that  permit  mind-boggling  layers  of  leveraging. 

Before  becoming  Fed  head,  Ben  Bernanke 
wrote  papers  about  "excess"  savings  world- 
wide: People  aren't  spending  and  investing 
enough,  and  that's  why  global  financial  systems 
are  awash  in  cash.  Alas,  those  excess  savings 
are  a  euphemism  for  excess  money  creation  by 
central  banks,  particularly  the  Federal  Reserve. 

The  Greenspan-Bernanke  mistake  has 
already  increased  short-term  interest  rates 
nearly  fivefold  since  2004.  It  overheated  the 
housing  market,  now  undergoing  a  painful 
correction.  It  induced  lenders  to  extend  credit 
overeagerly,  overgenerously  to  "subprime"  bor- 
rowers. It  fanned  the  hothouse  growth  of  hedge 
and  equity  funds.  It  shattered  GM,  Ford  and 
DaimlerChrysler  by  shooting  up  gas  prices,  which  cratered  sales 
of  their  high-margin  SUVs.  The  artificial  oil  boom  has  given  the 
criminal  regimes  of  Iran  and  Venezuela  lethally  large  cash  wind- 
falls to  stoke  terrorism.  It  has  also  loosed  a  gusher  of  government 
subsidies  for  "alternative  energies"— most  of  which  will  be  unviable. 

Before  year's  end  the  Fed  will  probably  raise  short-term  interest 
rates  again.  But,  as  the  1970s  and  early  1980s  agonizingly  demonstrated, 
increasing  the  nominal  cost  of  money  does  not  necessarily  undo  the 
debauching  of  the  dollar.  Mopping  up  excess  greenies,  which  the  Fed 
could  do  by  selling  some  of  the  government  bonds  it  holds  in  its  port- 
folio, will  cure  the  disease— quickly,  too.  Otherwise,  major  defaults  from 
excess  debts  may  destructively  extinguish  some  of  the  excess  money. 
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Fact  and  Comment 


An  Astounding  Fantasy 


The  illusionist:  Gore  deserves  an  Oscar 
for  making  fiction  look  like  fact. 


THE  ACADEMY  AWARDS  CEREMONY  MAY  HAVE  HAILED  AL  GORE 
as  a  prophetic  hero,  but  history  will  treat  him  as  the  personifica- 
tion of  an  incredible  delusion:  the  idea  that  carbon  dioxide 
emissions  fundamentally  affect  the  Earths  weather  patterns. 

While  much  of  the  media 
treats  this  theory  as  catastrophic 
fact,  the  fact  is  it  ain't— it's  an 
unproved  theory.  Over  die  last 
few  decades  carbon  dioxide 
emissions  have  risen,  and  there 
has  been  a  slight  increase  in  the 
Earth's  temperature.  Ergo,  goes 
the  dieory,  it  must  be  cause  and 
effect  and — ergo,  ergo — we 
must  take  draconian  meas- 
ures to  reduce  the  emissions, 
even  if  that  means  sharply  cut- 
ting our  standard  of  living  and 
massively  increasing  bureaucratic  controls  over  our  lives. 

Green  socialism  has  now  replaced  the  Red  variety. 

As  near  as  anyone  can  figure,  the  Earth's  surface  temperature  in- 
creased 1  degree  Fahrenheit  in  the  20th  century.  But  about  half  of  that 
increase  came  before  1 940,  when  carbon  dioxide  emissions  were  a  frac- 
tion of  the  level  they  are  today.  Temperatures  declined  slightly  after 
1940  until  the  mid-1970s,  even  though  emissions  were  increasing,  hi 
die  real  world  this  would  be  pretty  flimsy  proof  of  a  cause-effect  rela- 
tionship. But  human  beings  are  prey  to  hysteria  and  delusions.  Gore- 
ites  have  taken  to  calling  doubters  of  their  apocalyptic  vision  "global- 
warming  deniers,"  a  demagogic  allusion  to  "Holocaust  deniers!'  Doubting 
climatologists  are  often  hounded  in  government  and  in  academia. 

You'd  never  know  from  all  the  shrill  hullabaloo  that  weather 
patterns  have  been  changing  for  about  as  long  as  the  Earth  has 
existed.  From  about  A.D.  900  to  1300  the  Earth's  temperatures  were 
even  warmer  than  they  are  today,  which  is  one  reason  Greenland 
was  named  Greenland.  Southern  England  in  those  years  was  a 
wine-growing  region.  Last  we  looked,  however,  there  was  no  evi- 
dence of  knights  in  shining  armor  having  ridden  around  medieval 
Europe  in  SUVs.  Then  from  about  1 300  to  the  mid- 1 800s  there  was 
a  mini-ice  age.  Famines  in  Europe  were  far  more  frequent  because 
of  the  colder  weather.  Since  then  the  weather  has  gotten  warmer. 


Experts  still  don't  know  for  sure  what  has  caused  the  Earth's 
ice  ages.  In  the  mid-1970s,  for  example,  the  media  was  full  of  sto- 
ries about  an  impending  ice  age.  Models  used  to  predict  Gore-ite 
futures  have  been  unable  to  predict  past  weather  patterns. 

But  weather  does  respond  to  changes  in  the  solar  radiation  ac- 
tivity of  the  sun.  It  also  appears  to  be  affected  by  slight  changes  in 
the  tilt  of  the  Earth.  As  for  carbon  dioxide  emissions,  their  impact 
is,  at  worst,  minimal.  In  fact,  even  the  UN's  Intergovernmental  Panel 
on  Climate  Change  acknowledges  that  pollutant  particles  reflect  sun- 
light back  into  space,  which  has  a  cooling  effect.  Yet  Gore's  vividly 
illustrated,  award-laden  documentary,  An  Inconvenient  Truth,  treats 
us  to  images  of  the  seas  rising  by  20  feet.  However,  the  UN's  latest 
report  has  revised  downward — from  36  inches  to  17  inches — its 
estimates  of  how  much  the  seas  are  going  to  rise  in  the  next  100  years. 

We  are  told  that  global  warming  is  putting  polar  bears  on  the 
road  to  extinction,  even  though  the  overall  polar  bear  population  today 
is  higher  than  it's  been  in  decades.  Glaciers?  Despite  Gore-y  images  of 
them  all  rapidly  melting  away,  the  inconvenient  truth  is  that  many  of 

them  are  expanding. 

This  hysterical 
belief  in  unproved 
theories  is  not  new. 
For  centuries  Euro- 
peans and,  later, 
North  Americans 
believed  in  the  exis- 
tence of  witches.  In 
the  1970s  most  ex- 
perts were  convinced 
the  Earth  faced  im- 
minent mass  famine.  In  the  first  half  of  the  20th  century  many  ed- 
ucated people  believed  in  eugenics — the  theory  that  human  beings 
could  be  improved  if  "inferior"  people  with  low  IQs  were  forcibly 
sterilized  (or,  in  the  case  of  the  Nazis,  exterminated).  In  the  late  1920s 
Supreme  Court  Justice  Oliver  Wendell  Holmes  said  during  a  case  in- 
volving forced  sterilization,  "Three  generations  of  imbeciles  are  enough." 

Thankfully,  despite  all  the  widespread  misconceptions  about  weather, 
we  are  not  going  to  submit  to  Gore-ite  socialist  global  government 
regulations.  In  fact,  some  good  may  come  out  of  this:  a  major  push 
for  nuclear  power — a  proved,  ultraclean,  nonemitting  energy  producer. 


Polar  bear  populations  proliferate  even  as 
Goremongers  say  they  are  endangered. 


RESTAURANTS:  GO,  ,  STOP 

Edible  enlightenment  from  our  eatery  expert  Tom  Jones  and  colleagues  Patrick  Cooke  and  Monie  Begley, 

as  well  as  brothers  Bob,  Kip  and  Tim. 


•  Abboccato  Ristorante— 136  West  55th  St.  (Tel.:  212-265- 
4000).  The  perfect  spot  for  dinner  before  or  after  a  performance 
at  City  Center.  The  setting  is  upmarket  wine  cellar,  with  pale  brick 
walls,  wrought-iron  embellishments  and  cream-colored  leather 
banquettes.  The  chef  is  quite  creative,  but  if  you  are  less  adven- 
turesome in  your  dining,  select  from  the  delicious  traditional  fare, 
such  as  the  buffalo  mozzarella  and  the  tagliatelle  bolognese. 
The  Russian  Tea  Room— 150  West  57th  St.  (Tel.:  212-581- 


7100).  The  interior  space  still  sparkles,  but  the  service  is  sloppy. 
Things  take  forever  to  arrive  and  when  they  do,  they  are  not 
served  in  unison  and  are  often  presented  to  the  wrong  person. 
The  food  is  uniformly  disappointing. 

ft  Nino's — 1354  First  Ave.,  between  72nd  and  73rd  streets  (Tel.: 
212-988-0002).  This  large,  bustling  standby  in  the  neighbor- 
hood of  Sotheby's  deserves  its  popularity.  The  fare  is  very  good 
with  delicious  pasta  and  first-rate  steak  and  lobster.  F 
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Other  Comments 


With  all  of  the  mud-slinging  on  Capitol  Hill,  you  could  almost  forget  the  gun-slinging  in  Baghdad. 


-RALPH  PETERS,  New  York  Post 
wmmtmmmmmmmmmmmKmimmlMm 


Falling  Short  Repealing  a  right — to  secret  ballots — long 
considered  fundamental  to  democratic  culture  would  be  a  radical 
act.  But  labor  is  desperate.  The  card-check  shortcut  to  unionization 
comes  before  Congress  after  [the]  announcement  that  union  mem- 
bership declined,  yet  again,  in  2006,  by  326,000.  Todays  workforce 
is  marvelously  flexible.  People  entering  the  labor  market  at  age  18 
will  have,  on  average,  10  employers  by  the  time  they  are  38.  Such 
mobile  workers  often  do  not  see  what  value  union  membership  would 
add  to  their  lives.  What  unions  are  trying  to  sell  is  decreasingly 
attractive  to  potential  members,  so  unions  are  doing  what  declin- 
ing businesses  often  do:  They  are  seeking  government  protection, 
in  the  form  of  a  law  to  insulate  them  from  the  rigors  of  competi- 
tion. They  want  government  to  allow  them  to,  in  effect,  silence  the 
employers'  side  of  debates  about  the  merits  of  unionization. 

—GEORGE  F.  WILL,  Washington  Post 

The  Gorey  Truth  How  "inconvenient."  Former  Vice 
President  Al  Gore,  preacher-in-chief  of  the  carbon-footprint 
gospel,  himself  owns  a  mansion  which  burns  through  more 
electricity  in  a  month  than  the  average  American  family  uses  in  a 
year.  You  didn't  hear  that  [at  the  Academy  Awards],  of  course.  Mr. 
Gore's  Oscar  acceptance  speech  for  An  Inconvenient  Truth  instead 
claimed  that  climate  change  is  a  "moral  issue."  Mr.  Gore  apparently 
thinks  he  should  be  exempted  personally  from  his  own  carbon 
morality.  Gas  and  electricity  for  Mr.  Gores  20-room  Nashville  manse 
cost  nearly  $30,000  last  year.  Heating  and  powering  the  pool  house 
alone  cost  Mr.  Gore  $544  a  month.  The  estate's  total  2006  power 
consumption  was  almost  221,000  kilowatt-hours.  The  average 
American  household  uses  less  than  1 1 ,000.  But  then,  average  folks 
weren't  busy  inventing  the  Internet.  This  is  a  "let  them  eat  cake" 
moment,  and  it  should  be  remembered  every  time  Mr.  Gore  scolds 
the  rest  of  us  for  overconsumption  of  electricity. 

— Washington  Times 

Honesty  in  Taxation  Texas'  new  Margins  Tax — passed 

under  pressure  from  a  state  court  that  wanted  more  money  spent 
on  schools — grabs  1%  of  every  dollar  a  Texas  company  brings  in, 
whether  the  company  is  profitable  or  not.  It  kicked  in  Jan.  1  and 


"They're  good,  I  just  wish  there  wasn't  so  much  packaging.' 


is  starting  to  show  up  in  prices.  One  company  has  even  dared  to 
list  it  as  a  separate  line  item  on  bills  so  that  its  customers  know 
exactly  why  the  price  has  risen.  Sprint  Nextel  now  adds  this  text 
each  month  next  to  a  1%  add-on:  "Texas  margin  fee  reimburse- 
ment." Good  for  them — a  little  honesty  in  taxation. 

Honesty  in  taxation?  The  Texas  Comptroller's  office  won't  stand 
for  that!  New  comptroller  Susan  Combs  is  having  a  conniption  over 
the  new  phone  bill  line  item,  and  her  threatening  letter  to  Sprint 
Nextel  declares,  "No  such  reimbursement  for  franchise  tax  has  ever 
been  approved  by  the  comptroller's  office"  and  "could  result  in  both 
audit  and  collection  action  by  this  office."  In  other  words,  she  con- 
siders herself  to  be  the  decider  for  the  wording  of  phone  bills,  and 
she  wants  companies  to  bury  the  tax  in  their  own  charges. 

Even  if  Sprint  Nextel  is  coerced  and  intimidated  into  chang- 
ing the  text  on  its  phone  bills,  the  customers  will  still  be  paying 
the  1%  tax.  But  it  will  be  hidden,  merged  into  the  actual  charges 
for  service,  and  soon  people  will  forget  about  the  tax  compo- 
nent— which  is  exactly  what  the  comptroller  wants. 

—WILLIAM  AHERN  and  CURTIS  S.  DUBAY,  Tax  Foundation 

Wolves  in  Sheep's  Clothing  Pharmaceutical 

research  saves  lives.  The  Democrats  propose  to  drive  down  prices 
for  prescription  drugs  today  even  if  it  means  there  will  be  fewer 
new  medicines  tomorrow.  The  idea  is  to  buy  the  votes  of  today's 
seniors  without  tomorrow's  seniors  catching  wise. 

—MICHAEL  CANNON,  Cato  Institute 

Conduct  UN-Becoming  On  the  occasion  of  the 

annual  meeting  of  the  UN's  Commission  on  the  Status  of  Women, 
the  American  delegation  decided  to  organize  a  panel  on  the  sub- 
ject of  "State-Sanctioned  Mass  Rape  in  Burma  and  Sudan."  After 
years  of  reporting  by  human-rights  organizations  about  atrocities 
committed  by  government  forces  against  women  in  both  countries, 
that  sounds  like  a  reasonable  topic  to  discuss.  Enter  UN  bureau- 
crat Sylvie  Cohen  of  the  Division  for  the  Advancement  of  Women. 
Ms.  Cohen  refused  to  list  the  panel  discussion  on  the  UN's  Web 
site  because  it  "would  be  perceived  as  offensive  to  named  member 
states."  Besides,  "the  name  of  one  member  state  concerned  is  not 
mentioned  in  accordance  with  its  official  country  name."  That  name 
is  "Myanmar,"  which  is  what  the  military  junta  that  seized  power 
in  Burma  renamed  the  country  in  1988.  Even  more  amazing  is  that 
a  UN  organization  that  purports  to  look  out  for  the  interests  of 
women  seems  more  concerned  about  defending  the  sensibilities 
of  the  governments  who  harbor  and  support  their  rapists. 

— Wall  Street  Journal 

Pied  Piper  That  is  the  one  thing  that  people  who  know 
Hillary  always  say  about  her:  that  she  thinks  people  have  to  be  led 
and  guided. 

—PEGGY  NOONAN,  The  Case  Against  Hillary  Clinton  F 
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Who  puts  more  fuel 
efficiency  on  the  road  and 
fewer  pollutants  in  the  sky? 
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Innovations  from  Siemens  can  be  found  everywhere.  Including  the  open  road. 
Siemens  is  dedicated  to  providing  highly  efficient  and  cost-effective  solutions  for 
the  development  of  alternative  fuel  technologies  and  design  of  hybrid  vehicles. 
And  our  innovations  are  designed  to  minimize  their  impact  on  the  environment. 
At  Siemens,  we're  driving  the  industry  toward  a  brighter,  safer  tomorrow. 
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ADVERTISEMENT 


"Data  volumes  are  growing  at 
exponential  rates.  With  these 
vast  stores  of  data,  businesses 
are  seeking  ways  to  turn  data 
into  useful  information  that 
can  be  exploited  for  competi- 
tive advantage.  The  2005 
WinterCorp  TopTen  survey 
results  reveal  significant 
strengths  for  Microsoft  SOL 
Server  in  the  very  large 
database  market  for  both 
data  warehousing  and 
OLTP  systems." 

-  Richard  Winter 
President 

Winter  Corporation 


To  find  out  how  solutions  from 
HP,  Intel  and  Microsoft  can  help 
future-proof  your  company, 
visit  www.futureproofnow.com 


Future-Proo 


The  information  age  is  here. 
But  are  you  ready  for  the  information 
demands  of  tomorrow? 

For  many  companies,  access  to  information  means  everything.  Not  just  mark* 
and  financial  information,  but  also  customer  buying  trends  and  competitivi 
intelligence.  Information  needs  to  be  instantly  available  anytime,  day  or  nigh) 
Building  an  information  architecture  that  will  meet  today's  demands  and  w 
easily  scale  for  future  needs  reguires  a  team  with  experience  building  high! 
advanced  data  center  solutions.  HP,  Intel  and  Microsoft  have  proven  solution 
that  deliver  enterprise-class  performance  and  reliability  at  lower  co 
through  the  use  of  the  latest  industry-standard  technology. 

Ten  Terabytes  of  Customer  Data 


And  Growing  -  No  Problem  for 
PREMIER  Bankcard 

For  PREMIER  Bankcard,  Inc.  (PBI),  rapid 
access  to  customer  information  is  vital.  With 
more  than  5  million  customers  and  over  10  tera- 
bytes of  data,  sifting  through  it  all  for  just  the 
right  information  is  no  easy  task.  PBI  is  con- 
stantly adding  customers  and  additional  data  to 
support  analytics,  which  increases  the  size  of  its 
database  by  over  300  gigabytes  each  month.  In 
order  to  design  a  robust  system  that  could  handle 
its  current  data  and  transaction  loads,  and  scale 
well  into  the  future,  PBI  chose  a  solution  from 
HP,  Intel  and  Microsoft. 

PREMIER  Bankcard  needed  a  complete  data 
warehouse  to  conduct  complex  analyses  of  its 
credit  card  customer  base.  PBI  chose  the  HP 
Integrity  rx8620  server  powered  by  16  Intel® 
Itanium*  2  processors,  an  HP  StorageWorks 
EVA5000  SAN  system,  Microsoft*  Windows 
Server™  2003  Datacenter  Edition  and  Microsoft 
SQL  Server™  2005. The  deep  analysis  is  completed 
in  layers,  with  over  30  power  users  performing 
elaborate  queries  directly  in  the  data  warehouse 
and  over  2,000  users  running  hundreds  of 
unique  reports  via  SQL  Server  2005  Reporting 
Service.  PBI  is  using  all  aspects  of  Microsoft's 
Business  Intelligence  offerings  including  SQL 
Server  Integration,  Reporting  and  Analysis 
Services  and  Microsoft  Office  BI  products. 


While  the  single  16-processor  server  provid 
more  than  enough  power  for  PBI's  curre 
needs,  the  opportunity  to  move  to  an  H 
Integrity  server  in  the  future  with  64  or  mo 
multi-core  Itanium  processors  gives  PBI  tl 
option  to  scale  to  virtually  any  level.  "This  sol 
tion  is  proving  to  contain  the  perfect  combin 
tion  of  flexibility,  scalability  and  performanc 
required  to  support  the  high  growth  rate  that 
have  been  enjoying,"  says  Dan  Zerfas,  vice  pre 
ident  of  Software  Development  at  PREMIE 
Bankcard,  Inc. 


A  Major  Transformation  Toward 
Standards-Based  Platforms 

One  reason  PREMIER  Bankcard  has  been  s 
successful  m  building  a  scalable,  yet  affordabli 
database  solution  is  that  it  leveraged  industry 
standard  components.  Standards-based  computed 
systems  have  matured  to  the  point  where  the 
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four  Business 


in  now  handle  the  most  demanding  enterprise  applications  and 
'orkloads  at  lower  cost  and  with  greater  flexibility  than  proprietary 
ISC  and  mainframe  systems.  This  fundamental  shift  in  computing 
ipability  is  helping  many  of  the  world's  largest  companies  substan- 
ally  reduce  their  total  costs.  Standards-based  computing  systems  are 
so  helping  companies  to  future-proof  their  data  centers  by  enabling 
lem  to  easily  scale  up  or  down  in  response  to  business  needs  and 
Market  dynamics. 

Enterprise  server  solutions  from  HP,  Intel  and  Microsoft  are  at 
rie  center  of  this  transformation.  HP  Integrity  servers  with  dual- 
Dre  64-bit  Intel®  Itanium®  2  processors  and  the  Microsoft® 
Windows  Server  2003  operating  system  not  only  cost  less  than 
aditional  enterprise  systems  —  they  also  deliver  comparable  or 
etter  performance,  scalability  and  availability.  They  are  supported 
y  a  larger  community  of  vendors,  and  reduce  life-cycle  costs 
irough  simplified  management. 


Standardization  can  also  provide  substantial  benefits  for  users 
who  need  to  access  business  data.  By  using  a  standardized  reporting 
system  based  on  SQL  Server  Reporting  Services,  reports  have  a 
consistent  look  and  feel,  and  users  are  more  productive.  As  a  result, 
PBI  has  reduced  the  time-to-market  of  its  analytic  work  by  more 
than  90%.  A  report  that  took  a  week  to  do  manually  can  now  be 
completed  in  as  little  as  three  hours.  In  addition,  round-the-clock 
system  dependability  means  analysis  is  available  whenever  PBI 
needs  it.  "A  data  warehouse  is  only  as  good  as  the  data  provided  to 
the  end  user,"  says  Zerfas.  "The  reliability  and  performance  of 
Reporting  Services  running  on  an  HP  Integrity  server  allows  our 
users  to  spend  their  time  analyzing  and  managing  information 
instead  of  pulling  data." 

For  PREMIER  Bankcard,  rapid  data  access  is  everything.  With  the 
help  of  HP,  Intel  and  Microsoft,  the  company  has  built  a  solution  that 
will  carry  it  successfully  into  the  future. 


Future-Proofing  at  Work:  PREMIER  Bankcard,  Inc. 
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With  more  than  5  million  customers,  PREMIER  Bankcard, 
Inc.  (PBI)  is  one  of  the  leading  credit  card  companies  in  the 
United  States.  PBI  needed  online  transaction  processing 
(OLTP)  and  data  warehouse  solutions  that  could  handle 
over  10  terabytes  of  customer  information  spread  across 
several  databases.  With  its  new  IT  infrastructure  using  an 
ltanium*-based  HP  Integrity  server  running  Microsoft® 
Windows  Server™  2003  and  SQL  Server™  2005,  PBI  is  able 
to  handle  its  current  and  future  data  management  needs. 

"The  technology  in  this  HP/lntel/Microsoft  solution  is 
built  to  grow  with  our  business.  We  don't  have  to  worry 
about  it,"  savs  Ron  Van  Zanten,  managing  officer  of 
Business  Intelligence  at  PREMIER  Bankcard,  Inc. 

Challenges 

•  A  system  to  handle  over  10TB  of  data  that  grows 
300GB  per  month 

•  Performance  and  reliability  to  allow  instant,  anytime 
access  to  customer  reports  and  data 

•  A  standards-based  system  to  simplify  management 
and  the  user  experience 


Solution 

•  HP  Integrity  rx8620  server  with  16  Intel*  Itanium®  2 
processors  and  64GB  of  RAM 

•  HP  StorageWorks  EVA5000 

•  Microsoft  Windows  Server  2003  Datacenter  Edition 

•  Microsoft  SQL  Server  2005 

Results 

•  Expandable  infrastructure 

•  Stable  environment  with  data  that's  more  accessible 

•  Easier-to-use  database  systems  that  increase 
employee  productivity 

•  Mission-critical  system  availability 

•  90%  faster  production  of  data  reports 

•  64-bit  power  resulting  in  100%  to  800%  increase  in 
performance  for  data  warehouse  queries 

To  find  out  how  to  extend  volume  economics 
to  your  most  mission-critical  computing, 
visit  www.futureproofnow.com 
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YOU  USED  TO  THINK 
IME  WAS  MONEY. 
NOW,  MONEY  IS  TIME. 


S^ndm^bo-fh  w'\<>o\^  MADE  possible  WITH  WACHOVIA 

A  shift  in  perspective  comes  after  successfully  managing  both 
wealth  and  life.  Wachovia  Wealth  Management  works  closely  with 
your  attorney,  CPA  and  other  advisors  to  actively  assist  you  with 
your  financial  future.  Combining  our  expertise  with  theirs  to  create 
opportunities  for  you  and  your  family.  As  your  trusted  advocate, 
we'll  help  you  realize  your  personal  definition  of  success. 

To  talk  with  us,  please  call  888-283-9633. 
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Current  Events 


By  Ernesto  Zedillo,  Former  President  of  Mexico 

S  DIRECTOR,  YALE  CENTER  FOR  THE  STUDY  OF  GLOBALIZATION 


Debating  the  Price  of  Global  Warming 


PARTICIPANTS  AT  JANUARY'S  WORLD  ECONOMIC  FORUM  ANNUAL 
meeting  voted  climate  change  to  be  not  only  the  issue  that  will 
have  the  greatest  global  impact  in  coming  years  but  also  the  one 
for  which  the  world  is  least  prepared.  I  voted  differently,  since  I'm 
more  worried  about  other  threats  to  humanity,  such  as  nuclear 
weapons  and  the  persistence  of  abject  poverty  in  many  parts  of 
the  world.  But  I  admit  that  the  Davos  vote  reflects  a  shift  in  pub- 
lic opinion  that's  increasingly  putting  more  pressure  on  govern- 
ments and  businesses  to  decisively  address  the  consequences  of 
human-induced  climate  change.  However,  since  moving  to  a  less 
fossil-fuel-dependent  economy  will  not  be  without  cost,  it's 
essential  that  the  policies  and  business  decisions  adopted  rely  on 
sound  climate  science  and  good  economic  analysis — a  binomial 
that  has  heretofore  been  absent  from  many  public  discussions. 

A  valuable  attempt  at  rectifying  this  deficiency  became  avail- 
able last  fall  with  the  publication  of  a  study  commissioned  by  the 
U.K.  government  and  headed  by  Sir  Nicholas  Stern,  a  respected 
British  economist.  The  study,  known  as  the  Stern  Review,  sum- 
marizes the  scientific  findings  on  climate  change  caused  by  the 
accumulation  of  greenhouse  gases  (carbon  dioxide  and  others) 
in  the  atmosphere;  provides  calculations  of  the  economic  impact 
of  climate  change  and  the  possible  cost  of  reducing  emissions  and 
eventually  stabilizing  the  concentrations  of  those  gases  in  the 
atmosphere;  and  explores  a  range  of  policy  options  for  mitigating 
and  adapting  to  climate  change. 

The  Stern  Review  concludes  that  rising  average  temperatures  con- 
stitute a  serious  global  threat  meriting  immediate  and  drastic  action. 
It  claims  that  lack  of  such  action  will  commit  the  world  to  overall  costs- 
due  to  natural  disasters  of  increasing  ferocity,  damage  to  food  produc- 
tion, the  spread  of  diseases  and  the  destruction  of  ecosystems — equiv- 
alent to  a  loss  of  between  5%  and  20%  of  global  GDP  each  year.  To 
prevent  these  catastrophic  consequences,  emissions  need  to  be  reduced 
soon  so  that  the  stock  of  greenhouse  gases  in  the  atmosphere  never 
rises  beyond  twice  the  level  it  was  prior  to  the  Industrial  Revolution. 
To  stabilize  at  that  limit  by  midcentury  will  require  significant,  sus- 
tained effort  over  a  long  period.  Emissions  per  unit  of  GDP  will  need 
to  be  one-fourth  current  levels  by  2050,  and  energy  production  will 
have  to  be  up  to  75%  less  dependent  on  hydrocarbons  than  it  is  today. 

The  review  estimates  that  with  the  right  policies  the  annual 
cost  of  achieving  emissions  stabilization  will  be  around  1%  of 
global  GDP  for  the  next  50  years  and  perhaps  for  as  long  as  the 
next  100.  Yet  according  to  the  review  this  cost  is  small,  relative  to 
the  value  of  the  economic  and  human  losses  avoided.  Achieving 
these  goals  will  require,  above  all,  making  emitters  pay  for  the 


true  social  cost  of  their  carbon  emissions,  either  through  direct 
taxation  or  the  trading  of  emissions  allowances.  Carbon  pricing 
would  be  complemented  with  incentives  for  the  development  of 
new  low-carbon  technologies,  as  well  as  the  adoption  of  more 
stringent  energy  standards. 

Cheers  and  Chills 

The  Stern  Review  has  been  applauded  enthusiastically  by  environmen- 
talists but  received  rather  critically  by  more  than  a  few  of  the  leading 
climate-change  economists.  These  researchers'  analyses,  best  repre- 
sented by  the  impressive  studies  of  Yale  professor  William  Nordhaus, 
have  repeatedly  concluded  that  although  the  risks  of  climate  change 
must  be  mitigated,  the  economically  optimal  approach  is  to  imple- 
ment policies  that  first  aim  at  small  decreases  in  emissions  rates,  mak- 
ing them  gradually  greater  over  time.  In  their  critiques  Nordhaus  and 
others  rightly  observe  that  the  Stern  Review's  case  for  sizable  and  ur- 
gent action  rests  crucially  on  the  use  of  too  low  a  rate  of  discount 
throughout  its  cost-benefit  calculations  of  climate-change  mitigation. 

The  review's  approach  to  discounting  implies  that  the  present  gen- 
eration should  cut  its  consumption  to  benefit  future  generations — 
no  matter  that  those  generations,  by  virtue  of  economic  growth,  will 
be  much  richer  than  ours.  In  contrast,  mainstream  environmental 
economic  analysis,  in  which  the  discounting  of  fumre  costs  and  ben- 
efits is  calculated  with  higher  rates,  suggests  that  our  generation  should 
certainly  contribute  to  ameliorating  the  risk  of  global  warming,  but 
also  that  the  proportion  of  resources  diverted  to  this  should  be  stepped 
up  only  as  subsequent  generations  become  richer.  From  this  view- 
point it's  better  to  invest  now  in  solving  growth  and  development  prob- 
lems, thereby  bequeathing  bigger  economies  to  future  generations 
who  will  be  better  endowed  to  mitigate  and  adapt  to  climate  change. 

Interestingly,  an  important  caveat  to  this  orthodox  prescription 
is  being  developed  by  other  mainstream  economists.  Professor 
Martin  Weitzman  of  Harvard  has  suggested  that  if  investing  in 
climate-change  mitigation  were  seen  less  as  a  problem  of  long-term 
cost-benefit  analysis  and  more  as  a  problem  of  deciding  how  much 
insurance  to  buy  to  offset  the  slight  chance  of  a  future  catastrophe 
that  could  ruin  the  entire  world,  then  perhaps  it  would  be  more  ef- 
ficient and  fair  for  our  generation  to  more  seriously  entertain  harsher 
measures  than  those  it's  now  willing  to  undertake.  Weitzman  thus 
suggests  that  Sir  Nicholas  may  be  right  for  the  wrong  reason! 

What's  clear  is  that  the  Stern  Review  has  reignited  the  debate 
and  serious  study  of  the  economics  of  climate  change.  And  the  de- 
bate has  served  to  remind  us  that  what  is  being  done  to  address 
this  issue  is  too  little,  even  in  the  light  of  orthodox  analysis.  F 
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Ernesto  Zedillo,  director,  Yale  Center  for  the  Study  of  Globalization,  former  president  of  Mexico;  Lee  Kuan  Yew,  minister  mentor 

of  Singapore;  Paul  Johnson,  eminent  British  historian  and  author;  and  David  Malpass,  chief  economist,  Bear  Stearns  &  Co.,  Inc.,  rotate  in 

writing  this  column.  To  see  past  Current  Events  columns,  visit  our  Web  site  at  www.forbes.com/currentevents. 
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Digital  Rules 

By  Rich  Karlgaard,  Publisher 


Where  Are  the  JFK  Democrats? 


OUR  35TH  PRESIDENT,  JOHN  E  KENNEDY,  WAS  PRO-FREEDOM, 
pro-defense,  pro-trade  and  a  tax  cutter.  On  taxes,  JFK  had  this  to 
say  to  the  Economic  Club  of  New  York  on  Dec.  14,  1962:  "Our 
present  tax  system  exerts  too  heavy  a  drag  on  growth.  It  siphons 
out  of  the  private  economy  too  large  a  share  of  personal  and  busi- 
ness purchasing  power.  It  reduces  the  financial  incentives  for  per- 
sonal effort,  investment  and  risk-taking." 

No  class  warrior  was  JFK.  He  wanted  cuts  "for  those  in  the 
middle  and  upper  brackets,  who  can  thereby  be  encouraged  to 
undertake  additional  efforts  and  . . .  invest  more  capital."  The  JFK 
tax  cuts  were  enacted  in  February  1964  and  touched  off  an  eco- 
nomic and  investment  boom. 

Where  are  the  JFK  Democrats 
today?  The  party's  likely  presidential 
candidate  in  2008,  Hillary  Clinton 
(D-N.Y.),  is  not  one  of  them.  On 
taxes,  Clinton  had  this  to  say:  "Tax 
cuts  are  not  the  cure-all  for  everything 
that  ails  the  American  economy. . . . 
We  need  policies  that  only  all  of  us 
acting  together  through  our  govern- 
ment can  make  to  set  the  stage  for 
future  prosperity."  [Emphasis  added.] 

Revealing  her  feelings  about  capital- 
ism's lifeblood,  profits,  Clinton  said  this  about  oil  companies  at  Feb- 
ruary's Democratic  National  Committee  retreat:  "I  want  to  take  those 
profits,  and  I  want  to  put  them  into  a  strategic  energy  fund."  Note 
the  action  verb  "take."  Did  she  really  say  take'?  Go  to  YouTube.com, 
type  in  "Hillary  on  oil  profits"  and  see  for  yourself.  Scary. 

Clinton  is  supported  by  34%  of  likely  primary-voting 
Democrats.  Trailing  her,  at  26%,  is  Barack  Obama  (D-IU.),  whose 
U.S.  Senate  voting  record  is  portside  of  Clinton's.  Next  is  John 
Edwards,  at  15%.  The  ex-trial  lawyer's  platform  is  one  of  clamp- 
down  protectionism  and  soak-the-rich  populism.  If  these  three 
worthies  stumble,  look  for  Al  Gore  to  jump  in. 

You  have  to  go  far  to  find  a  Democratic  presidential  candidate 
who  even  remotely  resembles  JFK  in  his  embrace  of  capitalism.  In  fact, 
you  have  to  cross  the  Mississippi  River  and  the  Continental  Divide  to 
find  the  new  breed  of  pro-business  Democrats,  led  by  New  Mexico's 
governor,  Bill  Richardson.  Richardson  is  hard  to  find  even  then. 
He  pulls  only  3%  support  among  likely  Democratic  primary  voters. 

This  is  astonishing.  Richardson  is  hugely  popular  in  New 
Mexico.  First  elected  governor  in  2002,  he  won  reelection  in 
November  with  69%  of  the  vote.  What  makes  that  figure  impres- 
sive is  that  New  Mexico  tilts  only  slightly  Democratic.  In  contrast, 
Hillary  Clinton  dropped  $40  million  on  her  Senate  reelection 
campaign  in  New  York  and  pulled  67%  of  the  vote — in  a  state 


Go  west!  New  Mexico's  Bill  Richardson  (left)  is  a  tax- 
cutter,  like  JFK.  Montana's  Brian  Schweitzer  vows  energy 
independence  within  ten  years. 


that  leans  heavily  Democratic.  Clinton's  numbers  look  good  until 
you  compare  them  with  Richardson's. 

Like  JFK,  Richardson  is  a  tax  cutter.  He  whacked  New  Mex- 
ico's top  income-tax  rate  by  40%  and  capital  gains  by  50%.  As 
FORBES  wrote  in  2004:  "He  knows  the  importance  of  free  trade, 
having  bucked  his  party  a  decade  ago  to  support  Nafta."  In  2006 
Cato  Institute,  the  libertarian  think  tank,  rated  Richardson's  fiscal 
performance  ahead  of  such  Republican  governors  as  Mississippi's 
Haley  Barbour,  Massachusetts'  Mitt  Romney,  California's  Arnold 
Schwarzenegger  and  Florida's  Jeb  Bush.  (Richardson's  willingness 
to  confront  the  world's  dictators  is  another  story.  Regarding  this, 
he  is  more  Jimmy  Carter  than  JFK.) 

Substance  and  Animal  Spirits 

Good  economic  governance  also  em- 
braces a  certain  style — a  can-do  optimism 
that  ignites  the  animal  spirits  of  investors, 
producers  and  consumers.  FDR  inflicted 
bad  fiscal  policy  on  the  country,  but  he 
had  that  uplifted  chin  and  grin  that 
saved  the  day.  America's  most  popular 
recent  Presidents  excited  our  animal 
spirits:  JFK,  Ronald  Reagan,  Bill  Clinton. 
Richardson  exudes  business  mojo. 
He's  a  big  man,  blunt  and  salty.  Even  his  sins — such  as  his  penchant 
for  speeding — exhibit  high  testosterone.  He's  a  hit  with  New  Mexico's 
business  leaders  because  of  his  tireless  promotion  of  the  state.  Under 
Richardson,  New  Mexico  has  lured  cutting-edge  manufacturers,  such 
as  Tesla  Motors,  as  well  as  a  growing  share  of  movie  location  work 
Other  Western  Democrats  have  caught  on — in  style,  if  not  sub- 
stance. Montana's  governor,  Brian  Schweitzer,  looks  and  talks  like  a 
Western  libertarian  but  actually  gets  an  F  from  Cato  for  ballooning 
his  state's  budget.  A  better  Schweitzer  grade  comes  from  the  Moody's 
bond- rating  service,  which  has  upped  Montana  to  Aa2  status. 

Schweitzer  is  popular  among  Montanas  business  leaders.  He  might 
be  the  best  show  in  politics.  I  recently  spent  90  minutes  with  him  in 
his  office  at  the  state  capitol  in  Helena.  Wearing  working  boots  and 
frayed  jeans,  his  dog,  Jag,  at  his  side,  Schweitzer  explained  his  vision 
of  energy  independence  by  way  of  coal:  "We  are  the  Saudi  Arabia  of 
coal,"  he  booms.  "We  can  turn  everything  from  anthracite  to  dog- 
sh*t  lignite  into  gas.  We  know  how  to  bury  the  carbon  dioxide,  too." 

JFK's  urbane  eloquence  this  is  not.  But  neither  is  it  Hillary's 
hostility  or  Obama's  banality. 

Democrats,  your  future  is  in  the  West.  F 


I  Forbes 


Read  Rich  Karlgaard's  daily  blog  at 
http://blogs.forbes.com/digitalrules  or  visit 
his  home  page  at  www.karlgaard.com. 
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Speed  Traps:  the  Proof 

A  new  academic  study  says  out-of-town  speeding  drivers 
pay  higher  fines,  especially  when  the  police  are  from  a 
town  that  can't  easily  raise  taxes  and  isn't  dependent  on 
tourism.  George  Mason  economists  Michael  Makowsky 
and  Thomas  Stratmann  looked  at  64,000  traffic  stops  dur- 
ing 2001  in  Massachusetts,  where  cops  have  much  discre- 
tion in  setting  fines.  The  profs  suggest  police  stick  it  to 
nonresident  motorists  because  they  would  have  to  spend 
more  time  and  money  fighting  tickets — and  can't  vote 
against  the  cops'  politician  bosses.      — William  P.  Barrett 


Informer 


Whm 

Looking  for  green:  Richard  J.  Egan. 


INFORMER@FORBES.COM 

Luck  of  the  Irish— Not! 

Boston  billionaire  Richard  J.  Egan  (see  p.  168)  is  in  a  fresh  legal  fight 
over  a  ploy  to  defer  tax  on  $69  million  of  income  from  EMC  Corp., 
which  he  cofounded.  That's  atop  his  ongoing  battle,  first  reported  here, 
over  an  Internal  Revenue  Service  claim  he  used  abusive  shelters  to 

duck  what's  now  a  total  of  $76 
million  in  taxes.  As  outlined  in 
a  new  U.S.  Tax  Court  case,  back 
in  2001  Egan  had  to  exercise — 
or  lose — options  on  6  million 
EMC  shares  so  he  could  become 
U.S.  ambassador  to  Ireland. 
But  share  prices  had  tanked.  So 
a  helpful  EMC  hastily  amended 
its  executive  deferred  compen- 
sation plan  to  cover  Egan — by 
then  a  board  member  only — and  let  him  convert  options  into  income 
for  2005, 2006  and  2007.  Saying  the  bounty  should  have  been  booked 
in  2001,  the  feds  seek  $30  million  in  back  taxes  and  penalties.  Egan, 
71,  says  the  deal  was  blessed  by  KPMG.  — Janet  Novack 

Horse-and-Buggy  Stock 

Since  going  public  on  Halloween,  Amish  Naturals  shares  have 
jumped  65%  to  $1.98,  generating  an  $86  million  market  value. 
The  Holmesville,  Ohio  company  got  its  listing  via  a  reverse 
merger  with  a  shell  firm  that  had  run  a  fashion  Web  site.  Amish 
Naturals  now  touts  organic  pasta  as  the  product  line,  but  nothing 
has  been  sold,  a  significant  factor  in  its  nil  revenues  and  negative 
net  worth.  One  apparent  winner  so  far:  a  mysterious  outfit  called 
Firstsummit  Ltd.  that  paid  $690,000  to  promote  the  stock. 
Investors  in  Hong  Kong  and  Vancouver  also  seem  to  be  involved. 
An  Amish  Naturals  rep  disclaims  any  connection  with  the  hype. 
Despite  bearing  the  same  name  as  the  reclusive  sect  famous  for 
eschewing  modern  conveniences,  Amish  Naturals  does  have 
working  telephones.  However,  we  couldn't  lure  boss  David  Skin- 
ner to  one.  And  he  isn't  Amish.  —Matthew  Rand 


Handicapping  the  Handicapped 

Compiling  the  net  worth  valuations  for  billionaires  requires  a 
huge  amount  of  legwork  and  estimation,  but  determining  their 
golf  handicaps  is  a  lot  easier  and  far  more  precise.  That's  thanks 
to  the  U.S.  Golf  Association's  online  database,  which  also  shows 
when  they've  played  at  other  than  their  home  courses — a  possible 
clue  in  this  era  of  private  equity  mania  to  unannounced  business 
negotiations.  Warren  Buffett's  handicap  index  is  20.8.  Henry  R. 
Kravis  strokes  at  a  low  6.8.  Microsoft  twins  Bill  Gates  and  Steve 
Ballmer  clock  in  at  10.3  and  1 1.2,  while  Denver's  Philip  Anschutz 
uses  12.1.  One  of  the  the  lowest  we  saw:  Donald  J.  Trump,  who 
controls  a  few  courses  himself,  at  4.4.  — W.P.B. 

You  Get  What  You  Pay  For 

Computer  security  firm  Authentium  in  Palm  Beach  Gardens, 
Fla.  warns  about  an  emerging  Wi-Fi  fraud  aimed  at  air  passen- 
gers. What  road  warriors  sitting  in  a  departure  lounge  think  is  a 
free  authorized  Internet  connection  turns  out  to  be  an  "ad  hoc" 
network  broadcasting  from  the  laptop  computer  of  a  scamster 
sitting  nearby.  Besides  collecting  passwords  and  credit  card  num- 
bers, the  crook  might  even  install  software  that  will  later  forward 
other  private  data.  One  tip-off:  The  wireless  connection  window 
the  unwary  traveler  often  sees  labels  the  tainted  free  site  a  "com- 
puter-to-computer" network.  — W.P.B. 


Billions— But  Largely  on  Paper 

The  growing  corps  of  ten-figure  tycoons  is  mirrored  by  some  interesting  registrations  at  the 
U.S.  Patent  &  Trademark  Office.— Michael  Freedman  and  W.P.B. 


WORD  OR  MARK 

PRODUCT 

LEAD  REGISTRANT  |  LOCATION 

Billionails 

hand  nail  treatment 

Essie  Cosmetics  |  New  York,  N.Y. 

Billionaire 

playing  cards 

Crown  &  Andrews  |  Australia 

|  Billionaire  Bootcamp 

educational  seminars 

Norvell  Brown  Sr.  |  New  Orleans,  La. 

Billionaire  Boys  Club 

musical  group 

Sherif  Fanous  |  Jersey  City,  N.J. 

Billionaires 

candy 

Whitman  Candies  |  Kansas  City,  Mo. 

The  Billionaires 

gaming  machines 

Play  Mechanix  |  Glen  Ellyn,  III. 

Gazillionaire 

computer  game 

Lavamind  |  San  Francisco,  Calif. 

Xillionaires 

database  of  the  wealthy 

IXI  Corp.  |  McLean,  Va. 

Source:  U.S.  Patent  &  Trademark  Office. 
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rrom  menus  created  by  world-renowned 
Star  Chefs  to  extensive  entertainment 
Dptions  and  more,  Lufthansa  truly  brings 
/vorld-class  service  to  international  travel, 
/isit  lufthansa.com. 


On  My  Mind  

By  Eric  Werker,  assistant  professor  in  the  business,  government  &  international  economy  unit  at 

Harvard  business  School. 


KPMG  for  Mayor! 

Corporations  could  do  a  good  job  of  running  corrupt  Third  World  governments. 


corruption  rules  in  too  many 
of  the  world's  democratically  elected 
governments.  From  Achocalla,  Bolivia 
to  Mayuge,  Uganda  voters  pick  their 
leaders  through  the  ballot  box,  but  an 
entrenched  system  of  kickbacks, 
bribes  and  graft  means  that  citizens 
are  cheated  out  of  a  fair  government 
that  operates  efficiently  and  in  the 
public  interest. 

It's  time  to  consider  a  radical 
idea:  Corporations  and  nonprofit 
groups,  in  addition  to  individuals, 
should  be  allowed  to  run  for  office  in 
local  elections.  Such  firms  as  KPMG, 
Ernst  &  Young  or  McKinsey  should 
all  get  a  shot  at  becoming  candidates 
to  run  cities  and  districts  with  a  his- 
tory of  corruption.  Entities  that  are 
experts  at  municipal  accounting, 
consulting  to  foreign  governments  or 
providing  services  like  procurement 
support  and  corruption  moni- 
toring might  consider  becoming 
candidates — for  example,  Trans- 
parency International,  a  corrup- 
tion watchdog,  or  CARE,  which 
regularly  cooperates  with  gov- 
ernmental entities.  While  I  am  targeting  my  proposal  at  cor- 
rupt places  in  the  developing  world,  in  theory,  it  could  also 
work  in  the  U.S. 

This  is  not  a  call  for  privatization  of  services  (like  trash 
pickup),  which  is  already  widespread.  Instead,  it's  a  suggestion 
that  the  job  of  mayor  itself  be  awarded  by  voters  to  a  private 
firm.  Unlike  other  privatizations,  this  would  not  be  a  one-off 
event.  Every  several  years  voters  would  get  the  chance  to  choose 
their  administrator  of  choice. 

While  I  am  serious  about  this  idea,  I  know  that  it  can't  work 
without  the  input  of  visionary  policymakers  who  would  hammer 
out  all  the  details.  If  a  company  or  nonprofit  is  elected  mayor  of 
Lagos,  Nigeria,  wh  '  d  do  the  job?  An  individual,  a  group  of 
people  or  some  sort  of  board?  Where  would  those  people  come 
from?  New  York?  Nigeria?  London?  To  my  mind,  it  should  be 
left  up  to  the  elected  entity.  If  KPMG  wanted  to  fly  in  a  vice  pres- 
ident from  the  Chicagi       :e,  it  could  do  so,  or  it  could  hire  a 


This  isn't  privatization  of 
services.  Instead,  private 
entities  could  run  for  office 


group  of  three  Nigerians.  It  could  lay 
out  its  management  plan  as  part  of  its 
election  campaign,  and  voters  would 
take  that  into  account  in  making  their 
decision. 

Why  would  locals  vote  for  a  for- 
eigner? If  they  felt  it  was  their  only 
option  to  get  out  of  the  high-corrup- 
tion, low-efficiency  rut.  Keep  in  mind 
that  in  African  villages,  store  owners 
paint  Coca-Cola  signs  on  the  sides  of 
their  tin  shacks.  These  signs  are  not 
sanctioned  or  paid  for  by  the  com- 
pany. They  are  seen  by  locals  as  a  sign 
of  credibility. 

Companies  and  nonprofits  have 
stronger  incentives  than  do  individuals 
to  steer  clear  of  bribes  and  kickbacks.  A 
corruption  scandal  in  Lagos  could 
harm  KPMG's  reputation  in  New  York 
or  Shanghai.  Moreover,  foreign  firms 
are  bound  by  many  laws  of  their  home 
country  and  by  international  laws, 
notably  the  antibribery  convention 
of  the  Organisation  for  Economic 
Co-operation  &  Development.  In 
addition,  a  company  or  nonprofit 
must  demonstrate  to  its  share- 
holders or  donors  that  it  can  perform  efficiently. 

To  state  the  obvious,  companies  must  make  money.  How 
could  running  a  local  government  be  a  profitable  enterprise?  In 
a  word:  taxes.  Voters  in  corrupt  municipalities  currently  pay 
taxes  to  finance  mediocre  government  as  well  as  embezzlement. 
They  might  very  well  be  willing  to  pay  the  same,  or  higher, 
taxes  to  finance  good  government,  which  would  include  a  profit 
margin  to  the  elected  firm. 

Corporations  might  find  that  some  parts  of  running  a  city  are 
less  costly  than  running  a  business.  For  example,  successful  firms 
or  nonprofits  would  get  free  advertising  through  the  popular 
press,  eliminating  their  need  for  private  marketing  while  at  the 
same  time  increasing  their  ability  to  win  elections  in  other  locales 
around  the  world. 

Citizens  in  mismanaged  locales  deserve  the  option  to  elect 
competent,  noncorrupt  management,  from  anywhere  in  the 
world,  and  to  remunerate  them  as  the  job  requires.  F 
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Follow-Through 


Down  on  His  Luck 


It's  been  a  rough  year  for  Calvin  Ayre,  the  Canadian  online  gam- 
bling mogul  we  put  on  the  cover  of  the  2006  billionaires  issue. 
The  publicity  might  have  netted  Ayre  a  few  more  paying  cus- 
tomers (People  magazine  later  dubbed  him  one  of  the  world's 
hottest  bachelors,  and  ABC's  Nightline  profiled  him),  but  it  also 
resulted  in  a  visit  by  the  police  in  San  Jose,  Costa  Rica.  Though 
Ayre  wasn't  arrested  (the  police  found  a  party  but  not  the  illegal 
poker  game  they  were  looking  for),  the  contretemps  was  a 
harbinger  of  problems  with  the  authorities. 

Next  came  a  crackdown  by  the  U.S.  government  on  online 
gambling.  A  new  law  forbidding  financial  institutions  from  facil- 
itating payments  to  and  from  offshore  gambling  Web  sites  has 
slashed  in  half  market  valuations  of  publicly  traded  gambling 
outfits  Sportingbet  and  PartyGaming,  and  presumably  cut  into 


gambling  revenues  at  Ayre's  Bodog  Entertainment  Group, 
which  previously  pulled  in  95%  of  its  bets  from  the  U.S. 

Ayre's.  rival,  David  Carruthers,  former  chief  of 
BetonSports.com,  is  under  house  arrest  and  awaiting  trial  in  j 
St.  Louis,  after  being  nabbed  by  federal  agents  at  the  Dallas- 
Fort  Worth  airport.  Carruthers  is  charged  with  conspiracy, 
racketeering  and  fraud  for  taking  bets  from  U.S.  citizens  (he 
has  denied  the  charges).  After  Carruthers'  arrest  in  July,  Ayre 
canceled  his  third  annual  Bodog  Online  Gambling  Confer- 
ence in  Las  Vegas,  and  he  is  believed  to  have  avoided  the 
U.S.  since. 

In  an  e-mail  declining  an  interview  Ayre  says  Bodog  has 
refocused  its  strategy  on  Europe  and  Asia,  where  online 
gambling  is  legit.  So  as  not  to  attract  the  attention  of  U.S.  law 
enforcement,  Ayre  no  longer  advertises  in  magazines  or  on 
television  here.  He  has  also  moved  his  operation  from 
Costa  Rica  to  Antigua. 

We  estimate  that  Ayre's  fortune  has  slipped  well  below 
$1  billion.  Ayre  insists  otherwise. 

—Matthew  Miller 


Bear  Trapped 


In  2000  we  exposed  a  potential  thorn  in  the  side  of  Bear  Stearns. 
The  investment  bank  had  served  as  prime  broker  to  a  failed  hedge 
fund,  the  $500  million  Manhattan  Investment  Fund.  A  bankruptcy 
trustee  for  the  fund  had  sued  Bear  Stearns,  insisting  it  be  held 
responsible.  The  fund's  founder,  an  Austrian  immigrant  in  his  20s 
named  Michael  Berger,  had  already  pleaded  guilty  to  federal  fraud 
charges,  admitting  he  had  used  new  investors'  money  to  cover  losses 
while  inflating  returns  to  conceal  mistakes  he'd  made  shorting  tech- 
nology stocks  between  1996  and  1999.  Though  Bear  Stearns  had 
served  as  Berger's  main  clearinghouse,  we  predicted  the  investment 
bank  would  not  be  held  liable. 


FLASHBACKS 


85  YEARS  AGO  IN  FORBES  |  FEBRUARY  18,  1922 

Productivity  Counts  The  United  States  leads  the  world 
in  wages  and  in  purchasing  power  of  wages,  because  we  lead 
the  world  in  production  per  man.  To  continue  this  we  must 
keep  our  home  market  for  our  home  industries,  and  get  and 
hold  our  share  of  the  foreign  market  for  the  products  of  our 
factories,  farms,  mills  and  mines.  Foreign  wages  are  low;  raw 
materials  are  comparatively  cheap;  and  the  scale  of  living  is 
low.  We  cannot  maintain  our  high  wages  against  low  foreign 
wages,  unless  we  increase  and  maintain  production  per  man 
high  enough  to  offset  the  wage  difference. 

30  YEARS  AGO  IN  FORBES  |  JANUARY  1, 1977 

Food  Fight  A&P  knows  about  price  wars:  It  nearly  wrecked 
itself  and  the  industry  in  1972  with  its  clumsy  price-slashing 
campaign.  This  time  it  concentrated  on  closing  1,450  marginal 
stores  and  opening  120  large  new  ones.  The  results  included  a 


20%  sales  gain  and,  partly  because  of  its  eastern  location  away 
from  the  price  wars  in  the  West,  an  improvement  in  profitabil- 
ity from  abysmal  to  merely  low. 

A&P  is  buying  Pathmark  in  a  deal  valued  at  $1.3  billion. 
10  YEARS  AGO  IN  FORBES  |  MAY  19, 1997 

Nice  Aroma  Starbucks  Corp.,  coffee  shop  to  the  stars,  may 
be  running  out  of  steam.  Shares  in  the  $970  million  (1997  esti- 
mated sales)  company  have  dropped  from  $40  in  October  to  a 
recent  $28.  The  shares  could  go  lower.  Why?  Higher  bean  prices 
and  a  slowdown  in  same-store  sales  growth.  Same-store  sales 
growth  has  slowed  from  19%  in  1994  to  an  estimated  5%  this 
year.  Not  exactly  the  stuff  for  which  investors  are  willing  to  pay 
41  times  earnings. 

A  leaked  memo  from  Howard  Schultz  revealed  the  Starbucks 
chairman's  concern  that  the  brand  is  being  diluted.  But  its  stock 
price  has  soared  a  split-adjusted  775%  since  our  story. 
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There  is  no  one  exactly  like  you.  Raymond 
James  financial  advisors  understand  your 
financial  needs  are  just  as  unique.  That's  why 
they  have  the  complete  freedom  to  offer 
unbiased  advice  that's  right  for  you  and  your 
retirement.  There's  a  culture  of  independence 
here.  One  that's  focused  on  the  individual. 
One  that's  as  unique  as  you  are. 
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Windows  Mobile.  The  only  way  to  get  the  mobile  version  of  Microsoft  Office  Outlook.  JP^>^ 

Manage  your  Outlook  e-mail,  calendar,  and  contacts  while  on  the  go.  Now  when,  where,  and  g? 
how  you  work  is  entirely  up  to  you.  Learn  more  at  vzwshop.com/windowsmobile 
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Follow-Through 


We  were  wrong.  Burton  R.  Lifland,  a 
bankruptcy  judge  in  New  York's  Southern 
District,  has  ruled  that  Bear  Stearns  owes 
the  funds  investors  $160  million  because 
H  it  knew  that  Berger  was  running  a  fraudu- 
lent enterprise.  According  to  the  ruling  a 
Bear  Stearns  broker  even  told  investors 
that  hed  suspected  fraud  at  the  fund  as 
early  as  1998.  Bear  Stearns'  defense:  Hold- 
ing the  bank  responsible  for  snitching  on 
its  clients  will  destroy  the  prime  brokerage 
industry.  Bear  Stearns  plans  to  appeal. 

—Michael  Maiello 

NOVEMBER  13  2006 

Taking  Care  Of 
Business 

We  scrutinized 
Rudolph  W.  Giu- 
liani's businesses 
interests,  suggest- 
ing that  his  Giu- 
liani Capital,  an 
investment  bank, 
would  be  problem- 
atic for  a  presiden- 
tial candidate.  In 
March  Giuliani  unloaded  the  outfit  on 
Macquarie  Group,  an  Australian  invest- 


a  i 

Rudy  Giuliani: 
selling  the  bank. 


ment  bank.  Terms  of  the  deal  have  not 
been  released,  but  Macquarie's  press  release 
said  the  transaction  will  not  have  a 
material  impact  on  Macquarie's  balance 
sheet.  "The  Mayor  is  focusing  his  efforts  on 
his  candidacy,"  says  a  Giuliani  Partners 
official.  —Nathan  Vardi 

SEPTEBfl BER  S,  SO® 5 

Subprime  Results 

In  the  fall  of  2005  the  conventional 
wisdom  held  that  the  housing  market  was 
about  to  blow  up  and  investors  should 
steer  clear  of  mortgage  lenders.  But 
contrarian  money  man  Samuel  Lieber 
thought  there  was  money  to  be  made  if 
investors  picked  carefully:  Look  for 
sustainable  dividends  that  have  risen 
steadily  over  time,  and  steer  clear  of  most 
subprime  lenders,  particularly  NovaStar 
Financial  of  Kansas  City,  Mo.  Last  month 
NovaStar  announced  heavy  losses,  tank- 
ing its  stock  and  triggering  a  half-dozen 
class  actions.  But  Lieber's  clairvoyance 
didn't  save  him  from  delivering  a  disap- 
pointing return:  His  Alpine  U.S.  Real 
Estate  Equity  Fund  has  averaged  a  -4.5% 
annual  return  since  our  story,  to  the  mar- 
ket's 10.9%.  Lieber  did  not  respond  to 
requests  for  comment.    — Stephane  Fitch 


Lieber's  picks  (top  group)  and  pans  have  yielded  mixed  results. 

COMPANY 

-  BASED  ON 
PURCHASE1  AUG.  9, 2005 

LATEST  CLOSE 

TOTAL  RETURN2 

Accredited  Home  Lenders 

$43 

$22 

-48% 

Countrywide  Financial 

35 

38 

13 

Impac  Mortgage  Holdings 

16 

7 

-52 

iStar  Financial 

41 

48 

32 

MortgagelT  Holdings3 

18 

15 

-7 

Average 

-13 

Annaly  Capital  Management           1 5 

14 

-3 

Anworth  Mortgage  Asset 

9 

9 

3 

Capital  Trust 

32 

46 

65 

Newcastle  Investment 

29 

29 

18 

NovaStar  Financial 

39 

8 

-72 

RAIT  Financial  Trust 

29 

33 

33 

Average 

7 

'Prices  quoted  in  Sept.  5,  2005  article;  differ  from  close.  'Includes  dividends.  3As  of  Dec.  29,  2006 
(last  day  traded);  Deutsche  Bank  completed  acquisition  on  Jan.  3,  2007.  Source:  Bloomberg. 
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Filth  and  the  FCC 

Amid  a  Web  video  explosion  and  shockingly  explicit  shows  on  cable,  a  frumpy 
agency  tries  to  mount  a  new  crackdown  By  Tim  Doyle  and  Scott  Woolley 


I  S  THIS  ANY  WAY  TO  PRESIDE  OVER  ONE 
I  of  the  most  important  sectors  of  the 
I  economy?  The  Federal  Communica- 
I  tions  Commission,  created  seven 
■H  decades  ago  to  oversee  America's 
scarcity  of  airwaves,  now  sits  astride  a  teem- 
ing trillion-dollar  industry  in  an  era  of 
bandwidth  opulence.  Yet  the  FCC  has  spent 
five  years  bickering  with  the  Fox  broadcast 
network  over  a  naughty  word. 

The  2002  Billboard  Music  Awards  had 
singer  Cher  uttering  a  popular  obscenity  on 
Fox;  at  the  same  event  a  year  later,  on  Fox, 
Nicole  Richie  dropped  the  f-bomb,  too.  The 
FCC  ruled  that  a  Fox  station  had  been  "will- 


ful" in  its  "violation"  of  federal  law  and  agency 
rules  but  stopped  short  of  imposing  a  fine. 

Fox's  owner,  News  Corp.,  challenged  the 
ruling.  In  the  Second  Circuit  Court  of  Ap- 
peals, lawyers  for  Fox  and  the  FCC  debated 
whether  Nicole  Richie  was  describing  sex  or 
merely  being  exclamatory.  "You  never  know 
ahead  of  time  what's  going  to  set  the  com- 
missioners offT  says  Fox  attorney  Carter 
Phillips.  "It's  inherendy  arbitrary." 


FCC  head  Kevin  Martin  (right)  aims 
to  expand  his  assault  on  indecent 
programming  to  include  violence 
on  cable.  Possible  targets  (clock- 
wise from  top  left)'  Dirt  on  FX; 
24  on  Fox;  NiplTuck  on  FX;  and 
Two  and  a  Half  Men  on  CBS. 
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Every  part  of  the  Accord  is  ingeniously  designed  to  bring  peace  of  mind  to  the  driver.  From  the 
standard  side  curtain  airbags  to  the  highly  efficient  engine,"  every  detail  is  deeply  contemplated. 
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Yet  Fox's  sibling  cable  network,  FX,  airs 
shows  that  would  make  a  longshoreman 
blush— and  the  FCC  legally  can  do  little 
about  it.  If  you  want  dirt,  check  out  the  star- 
tlingly  explicit  new  drama,  Dirt,  on  FX.  The 
show's  heroine,  a  gossip  magazine  editor 
played  by  Courteney  Cox,  formerly  Amer- 
ica's sweetheart  on  Friends,  has  frenzied 
(fake)  sex  with  a  sinewy,  bare-derriered  actor. 
She  utters  plenty  of  bad  words.  In  one  scene 
she  finds  a  creepy,  black-leather  bondage 
hood  under  her  mom's  bed. 

Not  to  worry,  for  FCC  Chairman  Kevin 
Martin  has  a  plan:  more  regulation.  Martin 
now  is  maneuvering  to  extend  FCC  oversight 
to  basic  cable  for  the  first  time.  The  bespec- 
tacled, boyish  Republican,  who  is  40,  and  the 
FCC  soon  will  issue  a  report  to  Congress  rec- 
ommending that  the  FCC  be  allowed  to  reg- 
ulate violence  on  broadcast  and  basic  cable 
(doing  so,  the  FCC  says,  won't  violate  the  First 
Amendment).  That  could  spark  a  legal  war 
among  regulators,  cable  and  broadcasters  and 
may  end  up  at  the  U.S.  Supreme  Court,  which 
sometimes  takes  a  dim  view  of  federal 
statutes  intended  to  curb  indecency. 

The  FCC  is  making  "a  calculated  decision 
to  use  violence  as  the  stalking  horse  to  try 
to  get  greater  censorship  authority"  and  gain 
"regulatory  power  over  basic  cable,"  says  FX 
chief  John  Landgraf.  Stuart  Benjamin,  a  law 
professor  at  Duke  University,  adds:  "There  is 
no  case  saying  the  FCC  has  any  authority  to 
regulate  violence."  He  says  the  effort  just 
might  backfire. 

Dirt  unearths  a  dirty  secret  at  the  FCC. 
Arguably  at  its  zenith  in  the  era  of  Leave  It 
to  Beaver,  when  the  three  broadcast  networks 
held  almost  100%  of  the  TV  audience,  the  FCC 
is  utterly  outdated,  outflanked  and  over- 
whelmed in  the  Internet  Age. 

Racy  fare  is  but  one  front  in  this  losing 
battle.  In  parceling  out  the  airwaves,  the  FCC 
devotes  skimpy  spectrum  to  the  booming 
market  for  200  million  cell  phone  users  in 
the  U.S.  yet  preserves  barely  used  bandwidth 
for  old  UHF  channels.  In  regulating  phone 
service,  the  FCC  rides  herd  over  Verizon  and 
AT&T  but  doesn't  regulate  cable  systems  that 
provide  the  same  thing.  In  ruling  on  AT&T's 
buy  of  BellSouth,  the  FCC  issued  a  decree  that 
AT&T  must  not  raise  prices  to  some  busi- 
ness customers,  as  if  AT&T  were  the  all-pow- 
erful monopolist  it  was  in  196.0.  Oid  anyone 


at  the  commission  notice  the  sprouting 
array  of  new-tech  rivals  to  the  old  phone 
companies? 

Cable  companies  are  in  the  same  com- 
munications business  but  are  far  less  regu- 
lated, says'  AT&T  Chairman  Edward  E. 
Whitacre.  FCC  officials  "are  trying  to  do  their 
duty,  but  they  don't  even  regulate  half  the 
damned  industry"  he  says.  "You  tell  me  if  the 
system  is  broken  or  not.  I  think  the  answer 
is  yes." 

Only  12%  of  U.S.  homes  get  TV  over  the 
airwaves  as  they  did  decades  ago.  Basic  cable 


Breast  friends:  Jackson  and  Timberlake  at  Super  Bowl  in  2004 

is  now  in  70  million  homes,  and  30  million 
homes  get  direct-broadcast  satellite.  Yet  the 
FCC  has  17  lawyers  plus  a  staff  of  16  poring 
over  obscenity  and  indecency  complaints. 

Some  327,000  gripes  were  filed  in  the 
first  half  of  2006.  In  a  three-year  period  the 
FCC  scrutinized  28  offending  shows— in- 
cluding an  episode  of  the  Fox  cartoon  The 
Simpsons  in  which  Mr.  Burns  and  Smithers 
enter  a  strip  club.  (The  solons  ruled  that 
show  not  too  offensive.) 

This,  amid  a  profusion  of  filth  among  the 
more  than  500  cable  channels,  millions  of 
videos  online,  and  satellite  radio,  iPod  down- 
loads, cell  phone  downloads  and  more.  The 
old  networks  get  the  contradiction:  On  Sat- 
urday Night  Live  on  NBC  in  December,  singer 
Justin  Timberlake  and  a  cast  member  sang  a 
Christmas  parody  called  "Dick  in  a  Box."  That 
drew  7  million  viewers  and  16  bleeps.  Since 


then  it  has  run  intact  on  YouTube  and  has 
been  seen  17  million  times — and  it  was  postec 
that  way  by  NBC  itself. 

The  networks  still  deploy  dozens  of  in 
house  censors  to  comply  with  FCC  rules.  CBSj 
stung  by  the  $550,000  FCC  fine  it  paid  foil 
Janet  Jackson's  wardrobe  malfunction  in  2004, 
slaps  a  six-second  delay  on  the  telecast  o{ 
Macy's  Thanksgiving  Day  parade.  That  gives 
the  producers  time  to  zap  any  streaker 
crossing  the  camera's  path. 

Federal  regulators  have  held  sway  over 
indecent  broadcast  content  since  the  radio  era 
of  the  1920s.  In  1973  come 
dian  George  Carlin  did  his 
famous  "Seven  Dirty  Words' 
rant,  and  the  Supreme  Court 
agreed  with  the  FCC  thati 
Carlin's  bit  was  indecent  (Hed 
be  down  to  five  today,  since 
the  popular,  crasser  words  for 
"pee"  and  "boob"  are  now 
kosher  on  the  airwaves.) 

In  1988  the  Supreme 
Court  scolded  the  FCC  for  its 
vague  definition  of  inde- 
cency and  advised  restraint 
In  1994  the  court  ruled  that 
the  FCC,  created  in  1934  to 
oversee  the  airwaves,  has  no 
right  to  hassle  cable  channels 
on  indecent  fare. 

Now  the  FCC  will  esca- 
late its  war  on  TV  violence, 
but  any  effort  to  tread  on  basic  cable  could 
rile  the  Supremes.  "The  dominant  thrust 
of  the  cases  has  been:  No  you  can't,"  says 
Eugene  Volokh,  a  First  Amendment  law 
professor  at  UCLA.  ABC,  CBS,  NBC  and  Fox 
"use  airwaves  the  court  says  belong  to  the 
public.  That  quite  expressly  distinguishes 
them  from  cable."  Let's  hope  the  commis- 
sion's lawyers  don't  notice  that  overhead 
cables  use  public  airspace,  too. 

The  Supreme  Court  took  a  similarly  stern 
viewof  Congress'  ham-handed  effort  to  curb 
smut  on  the  Net,  now  used  by  210  million 
people  in  the  U.S.  The  court  in  1997  ruled 
9-0  to  strike  down  the  Communications 
Decency  Act,  passed  in  1996.  Fox  argues  the 
FCCs  "ban  on  broadcast  indecency"  is  "sub- 
stantively identical"  to  the  restrictions  the  high 
court  rejected  for  the  Internet. 

Undaunted,  the  FCC  has  issued  indecency 
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fines  totaling  $1 1.9  million  since  the  Jackson 
episode  in  2004— more  than  five  times  the 
sum  in  the  preceding  decade.  Congress  con- 
curs: In  June  it  raised  the  maximum  per-sta- 
tion  fine  tenfold  to  $325,000. 

Besides  decency  laws,  the  government 
offers  decency  technology,  too.  The  V-chip, 
imposed  on  TV  makers  in  1996  to  let  parents 
block  raunchy  shows,  is  a  flop  in  the  market- 


place (parental  groups  claim  the  rating  sys- 
tem is  inaccurate,  rendering  the  chip  moot). 
Its  more  effective  to  use  the  parental  control 
options  that  come  with  the  cable  subscription. 

So  the  courts  may  end  up  ruling  on  the 
whole  mess  .yet  again,  and  they  are  leaning 
in  the  opposite  direction  from  the  FCC  and 
Congress.  The  old  broadcast  networks  were 
regulated  because  of  their  "pervasiveness  and 


accessibility,"  but  they  possess  nothing  of  the 
sort  today.  So  the  courts  are  more  likely  to 
"raise  the  First  Amendment  protections  for 
broadcast  than  they  are  to  lower  the  protec- 
tions for  cable,"  says  Duke's  Benjamin. 

Which  raises  the  question:  Wouldn't  the 
FCC  be  better  off  simply  freeing  up  more 
airwaves — instead  of  passing  more  anti- 
quated rules?  F 


Is  There  Another  Doctor  in  the  House? 

Hillary  Clinton,  Barack  Obama  and  John  Edwards  are  all  campaigning  to  get  health  insurance  to  the  48  million 
Americans  who  otherwise  wouldn't  have  it  in  2009.  Several  business-led  coalitions  have  appeared  with  the  same 
message.  Massachusetts,  California  and  other  states  are  at  work  on  their  own  universal  insurance  schemes. 

Urban  Institute  scholar  Jack  Hadley  estimates  that  insurance  for  the  uninsured  would  cost  $170  billion  a  year. 
Subtract  the  $125  billion  already  spent  by  or  for  the  uninsured  and  the  net  increase  in  demand  for  medical  services 
is  $45  billion. 

Apart  from  the  question  of  who's  going  to  pay  for  all  this  health  care  is  who  is  going  to  supply  the  labor.  Doctors 
are  already  in  short  supply — experts  say  an  additional  5,000  more  are  needed  each  year.  Sitting  unfilled  are  150,000 
nursing  jobs.  Pharmacist  shortages  have  pushed  many  starting  salaries  up  into  six-figure  territory.  Timothy  Dall, 
vice  president  at  the  Lewin  Group  in  Falls  Church,  Va.,  which  studies  the  economics  of  health  care  campaign 
promises,  ran  these  numbers  for  FORBES.  — David  Whelan 


To  service  the  demand  created  by  universal  health  coverage  the  U.S.  would  need  to  add: 


35,000 
40,000 

15,000 
125,000 
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physicians,         increase  costing  $9  billion 

nurses  at  hospitals  and  doctors'  offices.      /  U  increase  costing  $3  billion 

60/ 
/O  increase  costing 

3%  increase  costing  $6  bUllOU 


pharmacists. 


$2  billion 


health  aides  and  technicians. 


4,000 


dentists. 


increase  costing 


$700  million 


0 


hospital  beds.  The  uninsured  are  assumed  to  already  use  their  share  of  hospital  services. 

00  fewer  ER  doctors.  Uninsured  use  ER  disproportionately. 

j    decrease   $500  mill! 
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JUNK  BONDS 


Don't  Worry,  Be  Happy 

The  equity  market  is  wobbly.  Easy  money  may  be  coming  to  an  end. 
But  billionaire  buyout  artist  Denis  O'Brien  has  his  cash  in  hand. 

By  Bernard  Condon 


WHEN  THE  STOCK  MARKET  TOOK  A  DIVE  THE 
week  of  Feb.  26,  and  junk  bond  yields  shot  up, 
one  man  was  sitting  on  the  sidelines  smiling.  A 
jocular  48-year-old  Dubliner  named  Denis 
O'Brien  had,  a  week  before,  sold  $1.4  billion  of 
junk  bonds  in  a  mobile  phone  company  he  runs  in  22  Caribbean 
countries.  It  raised  enough  to  fund  his  bold  buyout  of  minority  own- 
ers of  the  Bermuda-domiciled  company — with  enough  leftover  to 
put  $800  million  in  his  pocket.  His  timing  was  impeccable.  The  day 
he  sold  the  bonds,  Feb.  22,  junk  spreads  against  Treasurys  narrowed 
to  their  lowest  in  ten  years.  No  problem.  Investors  were  so  eager  for 
debt  in  his  company,  called  Digicel,  that  he  says  he  could  have  sold 
his  bonds  five  times  over. 

"Look,  when  the  ducks  are  hungry  you  have  to  feed  them," 
O'Brien  says.  "You  feed  them  with  pieces  of  paper." 

They're  not  quacking  quite  so  much  anymore.  Four  days  after 
the  sale,  with  stock  market  jitters  infecting  debt  markets,  junk 
spreads  widened.  Bonds  rated  CCC  or  lower  are  now  trading  to 
yield  4.98  percentage  points  over  Treasurys,  up  57  basis  points 
(hundredths  of  a  percent)  from  a  month  ago,  according  to  Merrill 
Lynch.  Digicel  bond  prices  have  fallen  enough  to  send  the  yields 
up  smartly — by  93  basis  points  to  9.8%. 

Buyout  buccaneers  like  our  lucky  Irishman  used  to  have  to 
wait  to  turn  around  a  company  and  take  it  public  before  taking 
their  cut.  Now  they  take  out  a  bunch  at  the  buyout,  or  soon  alter. 

Sort  of  like  a  home  equity 
loan  for  the  fabulously 
wealthy.  The  key:  persuading 
lenders  to  pile  more  debt  than 
necessary  on  your  target  com- 
pany. No  mean  feat  for  a  com- 
pany like  Digicel.  It's  had 
nothing  but  losses  in  its  short, 
five-year  life,  and  has  a  nega- 
tive net  worth. 

O'Brien's  $800  million  cash 
hoard,  combined  with  stakes 
in  publicly  held  companies, 
vaults  him  into  the  ranks  of  the 
world's  richest  (although  too 
late  to  be  included  before  the 
Feb.  9  cutoff  date  for  this  year's 
billionaires  list).  He  joins  sev- 
eral buyout  kings  on  the  list 
who  have  benefited  from 
cheap  loans  in  just  this  way. 


Cash  Kings 


Thanks  to  low  interest  rates,  private  equity  firms  have 
mastered  the  art  of  extracting  cash  from  the  companies  they 
acquire.  The  trick:  pile  on  the  debt. 


Timing  is  everything:  D  is  O'Brien, 
Digicel's  new  100% 


LEON  BLACK 
APOLLO  MANAGEMENT 
Buyout:  Rexnord  (July  '06) 
Purchase  price:  $1.8  billion 
Cash  grab:  $400  million 
Date:  Jan.  '07 


DAVID  BONDERMAN 
TEXAS  PACIFIC  GROUP 
Buyout:  Burger  King  (Jan.  '02) 
Purchase  price:  $2.2  billion 
Cash  grab:  $400  million,  split 
with  two  other  buyout  firms 
Date:  Feb.  06 


DAVID  RUBENSTEIN 
CARLYLE  GROUP 
Buyout:  Hertz  (Dec.  '05) 
Purchase  price:  $15  billion 
Cash  grab:  $1  billion, 
with  two  others 
Date:  July  '06 


STEPHEN  SCHWARZMAN 

BLACKSTONE 

Buyout:  Houghton  Mifflin 

(Dec  '02) 

Purchase  price:  $1.7  billion 
Cash  grab:  $300  million, 
with  two  others 
Date:  April  '06 

Sources:  Standard  &  Poor's  LCD; 
company  reports. 
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Dual-core. 
Do  more. 


A/hen  he  has  the  time, 
*ete  works  on  his 
dea  for  an  application 
hat  would  allow 
eamless  collaboration 
between  offices. 

iut  he  spent  most  of 
oday  riding  in  the 
levator  between  his 
office  and  the  data  center. 

5et  IT  free 


I! 


The  HP  BladeSystem  c-Class,  powered  by  the  Dual-Core  Intel1  Xeon'  Processor,  gives  your  IT  department  the 
freedom  to  spend  less  time  on  day-to-day  operations  so  they  can  focus  more  time  on  pursuing  innovations  for  the 
company.  The  HP  BladeSystem  comes  equipped  with  features  like  Virtual  Connect  Architecture,  which  virtualizes 
LAN/SAN  settings  and  drastically  improves  IT  response  times  and  service  levels.  Just  imagine  the  possibilities 
when  you  set  IT  free. 


BladeSystem  c7000  Enclosure  with 
and  BL480c  server  blades 


Call  1 -866-356-6091 
Visit  hp.com/go/setlTfree24 
Find  a  reseller:  hp. com/go/ reseller 


ual-Core  is  a  new  technology  designed  to  improve  performance  of  multithreaded  software  products  and  hardware-aware  multitasking  operating  systems  and  may  require  appropriate  opeiating  system  software  for  lull  benefit,  check 
Wth  software  provider  to  determine  suitability;  not  all  customers  or  software  applications  will  necessarily  benefit  from  use  of  this  technology.  Intel's  numbering  is  not  a  measurement  of  higher  performance.  Intel,  the  Intel  Logo,  Xeon 

nd  Xeon  Inside  are  trademarks  or  registered  trademarks  of  Intel  Corporation  or  its  subsidiaries  in  the  United  States  and  other  countries  The  information  contained  herein  is  subject  to  change  without  notice.  ©2007  Ho'/irtett-Packard 
Sevelopmen!  Company,  LP. 


Last  year  private  equity  firms  like  Black- 
stone  (led  by  Stephen  Schwarzman,  num- 
ber 249  on  our  list)  took  $56  billion  out  of 
companies  they  controlled  by  loading 
them  with  debt,  up  40%  from  the  previous 
year,  according  to  Standard  &  Poor's.  The 
cash-out  deals  this  year  are  on  pace  to 
nearly  double,  based  on  two  months  of 
data— that  is,  before  investors  rediscov- 
ered risk. 

The  sprint  to  riches  for  O'Brien  began 
in  November.  He  had  just  filed  documents 
to  take  Digicel  public  on  the  NYSE,  touting 
the  fact  its  prepaid  calling  plans  have  cap- 
tured more  than  half  the  customers  in  4  of 
its  22  Caribbean  markets.  But  then  two 
bids  came  in  from  private  equity  firms  to 
buy  the  company,  each  for  $3.8  billion,  he 
says.  With  78%  of  the  company  he  would 
have  been  set  for  life.  Reading  an  e-mail 


detailing  the  offers  while  on  vacation  in 
Barbados  with  his  wife  and  three  kids,  he 
had  an  inspiration. 

"I  saw  how  much  debt  they  planned 
to  put  on  and  thought,  Why  not  do  this 
myself."  So'he  called  his  board.  "I  said, 
'Pull  the  trigger.'  We  did  a  seven-  or  eight- 
day  road  show  [pitching  bonds].  Bang." 

He's  timed  things  well  before.  He  ran 
another  mobile  phone  company  called 
Esat  Telecom,  before  selling  it  to  BT  Group 
for  $2.9  billion.  The  date:  January  2001, 
not  far  off  a  peak  in  the  value  of  telecom 
companies.  He  says  success  in  that  ven- 
ture, another  big  debt  issuer,  is  one  reason 
his  latest  offering  went  so  well.  "People 
bought  the  bonds  because  they've  made 
money  with  me,"  he  says. 

That  may  explain  why  his  eager  cred- 
itors were  able  to  overlook  some  warning 


signs  in  the  Digicel  prospectus.  Like  the 
fact  that  over  a  quarter  of  the  bonds  are 
in  the  form  of  "toggle"  notes,  which 
allows  Digicel  to  avoid  cash  payments  by 
adding  to  principal.  Or  that  the  com- 
pany's biggest  growth  market  now  is 
Haiti,  better  known  for  coups  than  calls. 
Or  that  total  debt,  at  $2.8  billion,  is  8.5 
times  putative  earnings  before  interest, 
taxes  and  depreciation.  We  say  putative 
because  the  annual  Ebitda  number  is  4 
times  Ebitda  in  the  three  months  that 
will  end  Mar.  31. 

In  an  interview  an  hour  after  announc- 
ing the  close  of  his  bond  deal,  O'Brien 
offered  a  few  words  on  all  the  cheap 
financing  of  late,  fueled  by  investors 
desperate  for  yield. 

"Walls  of  money,"  he  said.  Then  he 
added:  "Not  sustainable."  F 


Sleepy  Markets 

The  S&P  500  s  3.5%  drop  on  Feb.  27  reminded  investors  what  risk  means.  But  when  examined  with  a  wide  lens  the 
market  looks  a  lot  less  volatile  than  it  used  to  be.  In  the  late  1980s  the  S&Ps  volatility  (the  annualized  standard  devi- 
ation of  the  daily  percentage  change  in  prices,  tracked  over  the  trailing  12  months)  lurched  into  40%  territory  as  a 
result  of  the  flukish  crash  on  Oct.  19, 1987.  But  in  recent  years  volatility  has  been  between  10%  and  12%.  As  for 
bonds,  ten-year  Treasury  notes  are  only  two-thirds  as  volatile  as  they  were  a  decade  ago.  Why  have  markets  become 
sleepy?  The  use  of  derivatives  and  the  globalization  of  equity  markets  have  probably  helped  alleviate  big  hiccups  in 
stock  prices,  while  the  taming  of  inflation  likely  explains  less  tumult  with  bonds.  —Michael  K.  Ozanian 
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HERE'S  TO  THE  ROAD  WARRIORS  WITH  SPINES  OF  STEEL. 

AND  DELICATE  BACKS. 
Toting  briefcases  and  carrying  barely  carry-onable  luggage  through 
a  hundred  airports.  It's  enough  to  make  a  business  traveler  tough  as  nails. 
And  weak  as  a  kitten.  Courtyard's  thicker  new  mattresses,  and  softer  new 
pillows  and  sheets  are  designed  to  soothe  and  support  them  every  night. 

So  they  can  get  up  every  day  and  conquer  the  world. 
NEW  BEDS  AND  BEDDING  AT  COURTYARD? 
REDESIGNED  BY  BUSINESS  TRAVELERS  FOR  BUSINESS  TRAVELERS™ 


COURTYARD 


For  reservations,  call  1-800-MARRIOTT  or  visit  Marriott.com/courtyard. 
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HEDGING  BETS 

Candle  Burning 
At  Both  Ends 

When  a  hedge  fund  attacks  a  company,  guess  who 
wins  twice?  By  Nathan  Vardi 


HEN  HEDGE  FUND  AGITATORS 
lay  siege  to  a  company,  there  are 
I  winners  and  losers.  And  then 
there's  Goldman  Sachs,  which  scores  big 
no  matter  how  the  game  plays  out.  At  least 
if  it's  lucky  enough  to  be  called  on  to  pro- 
vide services  to  both  sides  in  a  given  battle. 

When  Daniel  Loeb's  $4  billion  New 
York  hedge  fund  Third  Point  spent 
$181  million  to  buy  a  7.2%  stake  in  Pogo 
Producing  Co.,  it  relied  on  its  prime  bro- 
kerage margin  account  at  Goldman.  Loeb 
then  demanded  board  seats  and  called  for 
the  Houston  oil  explorer  to  sell  itself.  Not 
long  after  the  attack,  in  February,  Pogo's 
board  of  directors  announced  that  it  had 
decided  to  hire  Goldman  to  defend  itself 
from  Loeb. 

Odd  coincidence,  no  doubt — except 
that  it's  happened  before.  Starting  in  2005, 
Loeb  spent  $229  million  to  buy  5.9%  of 
Massey  Energy  Co.  of  Richmond,  Va.,  the 
nation's  fourth-biggest  coal  producer.  To 
pay  for  it,  he  dipped  into  margin  accounts 
at  Goldman  and  Bear  Stearns.  Last  year 
Loeb  complained  about  Massey  Chief 
Don  L.  Blankenship's  compensation,  per- 


sonal use  of  the  corporate  jet  and  com- 
pany-provided house — and  picked  up  a 
couple  of  seats  on  the  board  for  his  trou- 
bles. In  October  Massey  hired  Goldman 
to  "review  strategic  opportunities"  and 
help  deal  with  Loeb's  concerns. 

Goldman's  prime  brokerage  business, 
which  assists  and  finances  hedge  fund 
stock  purchases,  has  been  racking  up  fees 
and  interest  rate  spreads.  It  is  largely 
responsible  for  a  22%  net  revenue  jump,  to 
$2.2  billion,  last  year  in  Goldman's  secu- 
rity services  unit.  Meantime,  the  firm's 
financial  advisory  revenue  rose  35%  in 
2006  to  $2.6  billion  as  corporate  defense 
and  merger  advice  lit  up  the  growth  in 
investment  banking  fees. 

Is  it  kosher  for  one  part  of  Goldman  to 
help  a  board  fend  off  advances  made  by  a 
hedge  fund  that  another  part  of  Goldman 
is  aiding?  "There  is  no  conflict,"  snaps 
Lucas  van  Praag,  Goldman  Sachs'  chief 
spokesman.  "The  suggestion  that  there 
might  be  a  conflict  can  only  be  described 
as  an  attempt  at  mischief-making  or  a 
fundamental  lack  of  understanding  about 
how  this  business  is  conducted."  F 


GENE  MACHINE 

CSI:  Utah 

JAMES  SORENSON  built 
a  $4.5  billion  fortune 
from  medical  devices  and 
real  estate.  These  days 
he's  obsessed  with 
i  solving  murder  mysteries. 
By  Matthew  Miller 

ON  FEB.  17,  1986  TIFFANY  HAM- 
bleton,  a  14-year-old  in  Salt  Lake 
City,  went  missing  after  a  night 
partying  at  a  Kiss  concert.  Six  weeks 
later  her  body  was  found  decomposing 
in  a  ditch,  her  death  the  result  of  stab 
wounds  to  the  neck  and  chest.  The 
investigation  led  only  to  dead  ends,  and 
the  case  went  cold. 

Investigators  finally  caught  a  break 
earlier  this  year,  thanks  to  a  new  DNA 
testing  lab  created  by  Utah  billionaire 
James  LeVoy  Sorenson.  Technicians  at 
Sorenson  Forensics  were  able  to  iden- 
tify DNA  found  on  Hambleton  as  that 
of  Dan  L.  Peterson,  who  had  given  her  I 
a  ride  from  a  postconcert  party  that 
night  in  1986.  Police  arrested  him  last 
month  and  charged  him  with  murder. 
He  has  pleaded  not  guilty  and  is  await- 
ing trial. 

Sorenson,  85,  amassed  the  bulk  of 
his  $4.5  billion  fortune  inventing  med- 
ical devices  like  the  plastic  catheter  and 
shrewdly  investing  profits  from  them  in 
real  estate  (see  p.  156).  Now  he's  turned 
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lASY  WEEKENDS.  EASY  PLANNING.  EASY  RETIREMENT. 

ransamerica  offers  insurance,  investment,  and  retirement 
trategies  designed  with  one  thing  in  mind — helping  you  get 
/hat  you  want. 


ontact  your  financial  professional  today 
br  call  1-800-PYRAMID. 


Transamerica 

The  Power  of  the  Pyramid 


surance  products  underwritten  by  Transamerica  Occidental  Life  Insurance  Company,  Cedar  Rapids,  IA  52499, 
id  affiliates.  In  New  York,  products  underwritten  by  Transamerica  Financial  Life  Insurance  Company, 
jrchase,  NY  10577  Products  may  not  be  available  in  all  jurisdictions. 


Member  of  the  AEGON®  Group 
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Looking  for  murderers  and  other  miscreants:  a  DNA  lab  at  Sorenson  Forensics. 


into  a  high-tech  private  eye.  Since  last 
October  Sorenson  Forensics  has  helped 
identify  suspects  in  two  other  cold  cases. 
"It  soothes  the  soul  to  help  people  like 
this,"  says  Sorenson.  "It  is  wonderful  to  be 
able  to  see  justice  done."  The  company  is 
currently  investigating  a  few  dozen  cases 
from  across  the  country. 

The  lab  is  an  outgrowth  of  Sorenson's  in- 
terest in  genetics.  A  Mormon  with  47 
grandchildren  and  26  great-grandchildren, 
he  founded  Sorenson  Genomics  in  2002  to 
prove  through  DNA  the  close  genetic  con- 
nection of  people  from  all  over  the  world, 
something  he  says  can  stave  off  global  con- 
flict. He  hired  a  slew  of  computer  scientists 
and  geneticists,  who  created  one  of  the 
largest  DNA  databases  in  the  world.  The 
company  identified  the  remains  of  1,200 
Thais  who  died  in  the  December  2004 
tsunami.  Today  the  for-profit  company  is  in 
talks  with  Norway  to  create  a  DNA  profile 
of  that  entire  country. 

Last  year,  when  Sorenson  heard  that 
forensics  operation  Myriad  Genetic  Labo- 
ratories was  shutting  down,  he  hired  the 
lab's  nine  scientists  to  form  Sorenson 
Forensics  as  an  offshoot  of  Sorenson 


Self-Defense 


David  Einhorn:  a  better  class  of  shareholder. 


Genomics.  His  goal:  to  use  the  DNA  tech- 
nology to  help  solve  crimes  and  grab  a 
piece  of  the  multimillion-dollar  genetic 
testing  industry. 

State  and  federal  authorities  often  out- 
source DNA  work  to  commercial  outfits 


that  are  better  equipped  to  handle  high- 
volume  or  scientifically  difficult  cases.  Salt 
Lake  City  Mayor  Ross  C.  Anderson  is 
grateful.  "By  going  to  the  private  sector  for 
help,  we  can  now  give  Tiffany  Hambleton's 
family  some  peace,"  he  says.  F 


David  Einhorn,  the  38-year-old  manager  of  the  $4  billion  Greenlight 
Capital  hedge  fund,  has  often  found  himself  at  war  with  the  managers  of 
the  companies  he  invests  in. 

He  filed  a  whistleblower  lawsuit  against  Allied  Capital  and  won  himself  a 
seat  on  the  board  of  real  estate  firm  New  Century  Financial  after  trying 
(unsuccessfully)  to  force  the  company  out  of  the  risky  subprime  lending 
business.  In  Canada  he's  in  a  court  fight  with  Frank  Stronach  of  real  estate 
development  company  MI  Developments.  Using  his  supervoting  shares, 
Stronach  beat  back  Einhorn's  push  to  reorganize  the  company  into  a 
real  estate  investment  trust. 

So  now  here  comes  Einhorn's  plan  to  bring  his  reinsurer,  Greenlight  Capi- 
tal Re,  public  later  this  year.  It  turns  out  that  after  the  planned  $175  million 
offering  Einhorn  will  hold  Class  B  shares,  with  ten  votes  to  every  one  vote  for 
common  shares  held  by  the  public.  Don't  worry,  says  the  prospectus,  Einhorn 
will  never  use  those  shares  to  account  for  more  than  9.5%  of  any  shareholder 
vote.  Except  to  defend  against  a  takeover.  As  the  prospectus  warns,  under 
Cayman  Islands  law  any  merger  would  have  to  be  approved  by  each  class  of 
shares — and  Einhorn  will  own  all  of  the  Class  B  shares.      —Michael  Maiello 
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TATA 

WHERE  DO  7  OF  THE  "TOP  10  FORTUNE*  100 
TURN  FOR  THEIR  IT  NEEDS? 

TO  THE  BIGGEST  IT  COMPANY  YOU'VE  PROBABLY  NEVER  HEARD  OF... 

Presenting  Tata  Consultancy  Services,  TCS,  the  creator  of  the  Network  Delivery  Model 
for  software  development.  For  over  37  years  TCS  has  been  the  provider  of  choice  for 
hundreds  of  customers  around  the  globe,  including  seven  of  the  top  ten  FORTUNE R 100 
companies.  TCS,  with  revenues  of  $2.97  billion  in  FY  2005/06,  serves  its  customers 
with  over  78,000  expert  associates  from  60  countries  around  the  globe,  including 
10,000  employees  in  50  locations  throughout  the  U.S. 


It's  time  you  got  to  know  the  biggest  IT  company  you've  probably  never  heard  of. 
For  a  more  complete  introduction,  email  marketing@usa-tcs.com  or  visit  us  online 
at  www.tcs.com. 


TATA  CONSULTANCY  SERVICES 


IT  Services  /  Business  Solutions  /  Outsourcing 

e  2007  Tata  Consultancy  Services  Ltd.  All  rights  reserved.  lata  Consultancy  Services  and  the  Tata  Consultancy  Services  logo  are  registered  trademarks  of  Tata  Consultancy  Services  Ltd. 
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EURO  POWER 


Crouching  Tigers 

The  sick  men  of  Old  Europe  are  learning  to  love  tax 
cuts  and  deregulation,  at  least  a  little.  Could  they 
beat  the  go-go  U.S.?  By  Stephane  Fitch 


w 


rHILE  CONGRESS  WEIGHS 
tax  hikes  and  legislation 
to  make  it  easier  for  labor 
unions  to  strong-arm 
employees,  Europe 
is  running— okay,  it's  more  like  speed- 
walking— in  the  other  direction.  By 
year's  end  its  real  growth  rate  touched 
3.3%  (annualized),  beating  the  U.S.' 
3%  in  the  fourth  quarter. 

It's  not  just  the  Czechs  and 
Poles  discovering  the  virtues  of 
capitalism.  Germany  and  France  are  V 
becoming  more  pro-industry:  lower  ^ 
taxes,  fewer  employment  strictures, 
more  room  for  business  to  maneuver. 

"The  reason  growth  has  done  so  well 
in  the  U.S.  is  that  we're  so  flexible,"  says 
Thomas  Higgins,  chief  economist  at  Payden 
&  Reygel,  a  Los  Angeles  investment  firm. 
"Now  the  Europeans  are  figuring  out  that 
flexibility  really  works,  so  watch  out."  Pay- 
den, which  manages  $50  billion  in  assets,  has 
lifted  the  amount  of  stock  it  has  in  Europe 
from  10%  four  years  ago  to  30%  now. 

Western  European  countries  have 
reduced  corporate  tax  rates  from  an  aver- 
age 38%  in  1995  to  29.5%  last  year.  The 
movement  has  been  prompted  by  smaller 
countries  like  Ireland,  which  cut  its  corpo- 
rate taxes  by  nearly  30  percentage  points,  and 
Poland  and  Slovakia,  which  each  lopped  off 
20  points.  The  lesson  is  sinking  in. 

Now  Angela  Merkel  is  pushing  tax 
cuts  in  Germany.  She  was  criticized  last 
year  for  hiking  the  value-added  tax  by 
3  points  to  19%,  a  change  that  sucked 
buying  power  from  already  too-frugal 
German  consumers.  Now,  emboldened 
by  neighboring  Austria,  which  in  2005 
cut  its  corporate  income  tax  from  35%  to 
24%,  Merkel  drafted  a  law  that  cuts  the 
German  corporate  rate  from  39%  to  30%. 
With  approval  by  her  cabinet  on  Mar.  14, 
it  will  need  ratification  by  Germany's 


New  Guy  in  Town 

Europe's  growth  rate  beat  the  U.S.' 
in  the  fourth  quarter,  as  govern- 
ments there  are  slowly  moving  to 
become  more  pro-industry. 
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'13  countries  using  the  euro. 
Source:  Organisation  for  Economic 
Co-operation  &  Development. 

parliament  in  June. 

Aware  of  her  fragile  hold  on  the  chan- 
cellorship via  a  coalition  with  the  Social 
Democrats  and  Greens,  Merkel  is  soft-sell- 
ing the  cuts  as  "reforms"  rather  than  "tax 
cuts."  Indeed,  the  law  would  eliminate 


accelerated  depreciation  and  some  interest 
expense  deductions.  Her  opponents  say 
she'll  bankrupt  Germany's  social  programs. 
Deutsche  Bank  estimates  that  German 
companies  would  save  about  $1 1  billion  a 
year  in  payments  to  the  government- 
meaning  the  companies  in  Germany's 
DAX  stock  index  would  get  a  5.5%  lift  to 
their  net. 

Even  France,  long  the  Tax  Misery  king 
in  this  magazine's  annual  survey  of  tax 
rates,  is  getting  religion.  Since  1995  Presi- 
dent Jacques  Chirac  has  cut  the  corpo- 
rate tax  rate  by  2  points,  to  34%,  and 
wants  to  get  it  to  25%.  Last  year  his 
government  lowered  the  personal 
tax  rate  on  income  over  $53,000  a 
year  from  48%  to  40%.  It's  also1 
trying  to  soften  the  country's  35- 
hour  workweek  maximum — only 
requiring  it  be  met  on  average  by 
year's  end,  using  comp  days. 

All  the  promised  future  tax  cuts 
and  labor  flexibility  would  probably 
die  if  the  French  elect  Socialist  Segolene 
Royal  (see  related  story,  p.  68)  as  Chirac's 
successor.  She's  running  close  in  the  polls 
to  center-right  candidate  Nicolas 
Sarkozy,  a  onetime  protege  of  Chirac. 
Sarkozy  is  likely  to  cut  taxes,  though  he 
isn't  harping  on  this  as  a  campaign 
theme.  He  has  also  hinted  that  he  would 
reintroduce  rules  to  make  it  easier  to  fire 
workers  when  they're  underperforming. 
Last  year  those  rules  led  to  riots  in  the 
streets  of  Paris. 

The  U.S.  has  retained  a  corporate  rate 
of  35%  for  14  years,  even  as  it  has  reduced 
personal  levies  under  George  W.  Bush. 
Democrats  want  to  scuttle  those  cuts. 

Of  course,  other  factors  matter  to  eco- 
nomic success,  such  as  interest  rates  and 
currency  values.  Europe  has  had  a  looser 
monetary  policy  for  a  while  now,  but 
there  are  hints  that  the  central  bank  will 
tighten  things. 

The  U.S.  still  has  a  margin  for  error, 
says  Baring  Asset  Management  Chief 
Investment  Officer  Michael  Hughes,  but  it 
can  lose  the  edge.  "In  1990  I  thought  of 
the  States  as  the  best  emerging  market  in 
the  world,"  he  says.  "Now,  today,  I  think 
there's  a  serious  chance  for  catch-up  in 
Europe."  F 
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Shanghai  Surprise 

Chinese  stocks  are  wild  now.  Wait  until  Beijing's  new 
accounting  rules  take  effect  By  Elizabeth  MacDonald 


Bad  times  on 
the  Shanghai 
exchange. 


EHIND  THE  RECENT,  GUT- 
clenching  stock  market  volatil- 
ity in  China  is  a  disquieting 
reality:  Chinas  rotten  account- 
ing. If  you  thought  the  Shang- 
hai index's  8.8%  drop  in  late  February  was 
bad,  wait  until  a  bunch  of  rickety  Chinese 
companies  collapse. 

That's  the  dour  outlook  from  ace 
China-watcher  Brian  Hamilton,  who  runs 
stock  research  firm  Sageworks  in  Research 
Triangle  Park,  N.C.  "Investors  in  China 
tend  to  buy  and  sell  according  to  price 
movements,  not  fundamentals,"  Hamilton 


says.  "But  too  often  with  China's  stocks, 
there  are  no  fundamentals  to  be  found." 

Stocks  are  a  big  fad  in  China — a  worri- 
some situation.  The  old  warning  holds 
true:  Once  the  shoeshine  guy  is  playing 
the  market,  it's  time  to  step  out.  The  stock- 
buying  frenzy  began  early  last  year,  when 
the  Chinese  government  converted  $250 
billion  in  nontradable  shares  in  mostly 
state- owned  enterprises  into  tradable  ones. 

Since  then  investors  have  been  pour- 
ing into  China's  Shanghai  and  Shenzhen 
stock  markets.  With  price  gains  and  new 
issues  the  combined  market  value  of  these 


exchanges  climbed  from  $400  billion 
at  the  end  of  2005  to  $1.5  trillion  on 
Mar.  4.  The  average  price/earnings 
ratio  in  China  is  63.  All  this  has 
spooked  government  officials.  To 
drain  liquidity  out  of  the  market, 
China  has  been  moving  to  reduce  its 
banks'  lending  capacity  by  forcing 
them  to  keep  more  capital  in  reserve, 
as  investors  opened  50,000 
retail  brokerage  accounts  a  day 
in  December,  and  mutual 
funds  raised  a  record  $50  mil- 
lion last  year,  quadruple  the 
2005  amount. 

But  Hamilton  thinks  that 
move  still  won't  stop  market 
swings.  That's  because  investors 
are  about  to  see  much  more 
detail  on  China's  corporate 
earnings,  and  the  picture  may 
not  be  pretty.  With  its  accession 
to  the  World  Trade  Organiza- 
tion in  2001  China  promised  to 
open  up  its  accounting  sector 
to  foreign  accounting  firms. 
China  decreed  Jan.  1  that  its 
listed  companies  must  book 
their  profits  under  a  new  set  of 
accounting  rules.  But  what's 
eventually  unearthed  just  might 
set  off  panics  among  small 
investors. 

The  new  rules  are  based  on — but  not 
identical  to— the  international  accounting 
standards  increasingly  used  in  most  mar- 
kets. That  means  much  more  detail  in  a 
secret  economy,  where  even  the  most  basic 
line  items  like  debt  and  development  costs 
were  hard  to  come  by,  says  Stephen  Chip- 
man,  an  expert  on  China's  financial  systems 
at  Grant  Thornton.  Now  companies  will 
have  to  do  things  like  quickly  write  off 
obsolete  inventory  and  uncollectible 
receivables.  That's  a  novel  concept  there. 

Financial  fraud  has  been  plaguing 
Chinas  effort  to  mingle  freewheeling  cap- 
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italism  with  its  murky  centrally  planned 
economy.  The  country's  police  recently 
announced  that  they  have  uncovered 
400,000  cases  of  economic  crimes  and 
arrested  370,000  suspects  over  the  past 
seven  years,  recovering  $12.9  billion.  The 
harsh  prison  sentences  meted  out  to 
Enron's  Jeffrey  Skilling  and  WorldCom's 
Bernard  Ebbers  are  nothing  compared 
with  the  sentences  Chinese  authorities 
handed  two  embezzlers:  Zhou  Limin,  a  for- 
mer branch  president  of  China  Construc- 
tion Bank,  and  Liu  Yibin,  an  accountant, 
will  be  executed  for  filching  $25  million. 

Given  the  radical  shift  that  the  new 
rules  call  for,  compliance  will  hardly  be 
perfect.  Since  the  1949  revolution  China 
generally  hasn't  had  an  objective  accounting 
profession  because  it  discourages  dissent. 
Accountants  were  routinely  packed  off  to 
reeducation  camps  in  the  1960s.  Would  a 
place  that  still  jails  reporters  for  revealing 
corruption  really  protect  accountants  who 

tare  just  doing  their 

'job?  China  has  only 

1 70,000  accountants, 

;  say  state-run  media. 

;  On  a  per  capita  basis, 

fthe  U.S.  has  40  times 

.  as  many. 

After  getting  an 

|M.B.A.    at  Duke, 

i  Hamilton,  now  44, 

j  founded  a  firm  to 

j  oversee  the  financial 
work  of  small  compa- 

|  nies.  Then  he  started 
up  Sageworks,  which 

;  sells  financial  re- 
search to  the  likes  of 
Citigroup.  In  2003  it 
tackled  the  enigmatic 
world  of  Chinese  in- 
vesting. To  rate  the 
shares  traded  in 
Shanghai  and  Shen- 
zhen, Hamilton  uses 


software  to  assess  26  metrics  like  profit 
margins,  debt  and  assets. 

Despite  his  qualms  about  the  account- 
ing, Hamilton  still  thinks  fast-growing 
China  is  a  good  investment  opportunity. 
He  has  a  list  of  five  such  stocks,  and 


Brian  Hamilton: 
Good  China  stocks 
are  hard  to  find. 


another  quintet  to  avoid  or  sell  (see  table). 
Most  of  them  are  available  as  American 
Depositary  Receipts  and  generally  recon- 
cile their  numbers  according  to  U.S. 
accounting  rules. 

The  good  five  show  increasing  sales, 
an  average  net  margin  of  38%,  a  low  ratio 
of  accounts  payable  to  sales  and  a  high 
ratio  of  sales  to  assets,  among  other  things. 
Example:  NetEase.com,  which  operates  an 
interactive  online  and  wireless  commu- 
nity. Net  income  doubled  to  $120  million 
in  2005  and  shot  to  $161  million  in  2006. 
And  the  bad?  Hamilton  singles  out  China 
TechFaith  Wireless  Communication  Tech- 
nology, a  telecom  company  that  dipped 
into  the  red  last  year.  The  problem:  It  can't 
get  a  grip  on  costs.  For  2006  its  cost  of 
goods  sold  rose  57%  to  $55  million  while 
its  top  line  decreased  10%  to  $81  million 
in  2006.  For  a  company  struggling  with 
costs,  tougher  accounting  rules  can  only 
bring  bad  news.  F 


The  Yin-Yang  of  Investing 


The  top  tier  of  Chinese  stocks  have  proved  to  be  well-run  companies  with  good  results,  in  a  nation 
where  that  is  often  problematical.  The  bottom  five  are  examples  of  Chinese  stocks  to  avoid. 

PRICE 


52-WEEK 

ENTERPRISE1 

COMPANY/BUSINESS 

RECENT 

HIGH 

MULTIPLE 

1  Buy 

CHINA  MOBILE/telecom  services 

$49.91 

$51.78 

10 

CNOOCol  &  gas 

82.85 

96.20 

5 

NETEASE.COM/computer  services 

21.26 

25.49 

13 

PETROCHINA/oil  &  gas 

120.52 

142.60 

6 

QIAO  XING  UNIVERSAL  TELEPHONE/telecom  equipment 

19.53 

19.70 

13 

1  Sell 

ASAT  HOLDINGS/semiconductors 

1.71 

3.90 

15 

BRILLIANCE  CHINA  AUTOMOTIVE/auto 

28.06 

29.98 

NM 

CHINA  EASTERN  AIRLINES   li  ne 

34.35 

41.45 

9 

|  CHINA  TECHFAITH  WIRELESS  COMM  TECH/comm  equip 

9.94 

15.50 

NM 

1  SEMICONDUCTOR  MANUFACTURING  INTL/semiconductors 

7.19 

8.30 

4 

Prices  as  of  Feb.  23.  All  figures  in  U.S.  dollars.  Except  for  Qiao  Xing,  all  are  available  as  American  Depositary  Receipts. 
'Enterprise  value  (market  value  plus  net  debt)  divided  by  operating  income  (earnings  before  interest,  taxes,  depreciation 
and  amortization).  NM:  Not  meaningful.  Sources:  Sageworks;  Reuters  Fundamentals  via  FactSet  Research  Systems. 
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Defensive  Stocks 

A  Democratic  Congress  likely  will  shift  spending 
priorities  for  homeland  security.  Here's  a  way  to  cash 
in  on  the  change  in  direction  By  Tatiana  Serafin 


(HE  REPUBLICANS'  VERSION  OF 
homeland  security  is  to  seal  off 
the  Mexican  border,  beef  up 
protection  of  military  bases 
and  limit  screening  at  ports 
and  transportation  lines.  The  Democrats' 
version  is  to  focus  more  on  the  ports  and 
transit  systems,  especially  by  using  gee- 
whiz  tech  devices.  That  contrast  may 
oversimplify  things,  but  with  the  new 
Democratic  Congress  there's  sure  to  be  a 
push  to  spend  federal  dollars  on  technol- 
ogy to  thwart  terrorists. 

So  says  Oppenheimer's  William  L. 
Peters,  a  young  analyst  who  has  emerged 
as  one  of  the  most  respected  voices  in  the 
budding  homeland  security  sector.  "This 


is  not  a  short-term  problem,"  says  Peters, 
29.  "Terrorism  is  not  going  to  go  away." 

Partisanship  aside,  change  is  afoot  in 
this  area.  After  all,  the  initial  phase  of 
erecting  an  antiterror  apparatus  is  over. 
The  Department  of  Homeland  Security, 
created  in  2002,  first  set  out  to  plug  the 
holes  in  U.S.  law  enforcement  and  beef  up 
manpower.  Now  the  agency  is  refining  its 
mission,  and  Congress  is  eager  to  kibitz. 

After  the  Dubai  Ports  World  fiasco 
lawmakers  have  harbor  protection  on  the 
brain.  (When  the  United  Arab  Emirates- 
owned  company  took  over  six  U.S.  ports, 
it  touched  off  a  political  firestorm  and  was 
forced  to  put  them  up  for  sale.)  Congress 
is  turning  its  attention  to  the  screening  of 


seaborne  cargo.  Meanwhile,  the  airport 
scanning  detection  gear  rushed  into  place 
post-Sept.  1 1  is  now  being  upgraded.  Bet- 
ter technology  is  coming  on  the  market. 

A  lot  of  money  is  involved.  President!. 
Bush  is  proposing  a  9%  increase  in  thd 
department's  budget,  to  $34.6  billion. 
Jockeying  for  those  dollars  are  some  50 
publicly  traded  tech  firms,  many  of  them 
small  and  many  still  in  the  red.  Giants  like 
General  Electric  and  Honeywell  are 
involved,  too,  but  Peters  argues  that  the 
best  chance  for  investors  to  cash  in  on  the 
security  trend  is  with  the  pure-play  small 
fry  (albeit  ones  with  commercial  applica- 
tions, too).  His  favorites  have  market  caps 
of  $2  billion  or  less  (see  table,  p.  66). 

Peters'  firm  created  the  Oppenheimet 
Homeland  Security  Index  in  2004  tc 
measure  stocks  involved  in  the  sector 
Backtrack  the  31 -stock  index  to  Januar\ 
2001  and  it  shows  that  homeland  security 
issues  have  advanced  fourfold,  far  outpac- 
ing the  S&P  500.  Much  of  the  increase 
came  after  the  March  2003  Iraq  invasion. 

The  sector  is  volatile.  The  index  tend; 
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Clearly,  risk  doesn't  play  by  the  rules.  Within  every  investment,  risk  continually  finds  new  and  devious  places  to  hide. 
To  manage  it,  you  need  a  deeply  specialized  understanding  of  each  market's  unique  risks  and  opportunities.  From 
municipal  bonds  to  value  and  growth  equities,  Nuveen  Investments  can  offer  investors  and  advisors  the  deep  insights 
and  expertise  that  come  only  from  decades  of  experience  and  highly  focused  research.  So  we  can  help  you  find  risk. 
Before  it  finds  you.  Learn  about  other  smarter  ways  to  be  conservative:  contact  your  financial  advisor  or  visit  nuveen.com. 


NUVEEN 


Investments 


Smarter  ways  to  be  conservative: 


There  are  risks  in  any  investment,  and  it  is  important  to  evaluate  the  risks  against  any  potential  rewards 
and  to  determine  your  tolerance  for  risk  when  selecting  an  investment.  ©2007  Nuveen  Investments,  Inc. 


to  climb  in  the  fall,  when  new  federal 
budgeting  plans  gain  visibility  on  Wall 
Street,  then  to  drop  back  in  the  beginning 
of  a  new  year — unless  a  terror  attack 
occurs,  such  as  the  March  2004  Madrid 
train  bombings.  If  the  pattern  holds,  a 
buying  opportunity  should  appear  soon. 

Security  concerns  are  in  Peters'  blood. 
His  father  fought  in  Vietnam  in  the  1960s. 
His  younger  brother  is  in  the  Navy  ROTC 
and  wants  to  serve  on  a  nuclear  submarine. 
His  older  brother  is  a  New  York  State 
Trooper,  who  serves  as  his  reality  check  for 
the  security  schemes.  One  was  a  radar  sys- 
tem for  police  cars  that  brother  Gregory 
found  wanting.  Reason:  The  device  took 
the  place  of  a  cruisers  stereo,  and  cops  on 
patrol  want  to  listen  to  music. 

Peters  homes  in  on  three  areas:  bio- 


irises.  Helping  the  company  land  federal 
business  are  two  big  names  it  has  signed 
up  as  board  members:  former  FBI  director 
Louis  Freeh  and  former  CIA  chief  George 
Tenet.  These  hires  "can  do  nothing  but 
good  for  this  company"  says  Peters. 

L-l  s  four  acquisitions  in  2006  helped 
triple  revenue  to  $164  million  but  put  the 
company  further  in  the  red  ($31  million 
last  year),  mainly  from  merger-related 
costs.  One  growing  application  is  for  back- 
ground checks  for  truck  drivers  applying 
to  transport  hazardous  materials.  Another 
plus  for  the  company,  Peters  says,  is  its  lock 
on  U.S.  passport  production.  New  U.S. 
passports  have  biometric  features.  Volume 
for  the  documents  is  rising:  Now  you  need 
a  passport  to  cross  from  Mexico  or  Canada. 
Before,  a  drivers  license  would  do. 


Manning  the  Barricades 


The  best  homeland  security  plays,  says  analyst  Peters,  are  small  companies  that  focus  mainly  on  the 
subject.  These  outfits  are  mostly  not  profitable  yet,  but  they  have  room  to  grow. 

COMPANY/BUSINESS 

PRICE 

52-WEEK 
RECENT  HIGH 

MARKET 
PRICE/  VALUE 
SALES  (SMIL) 

|  AMERICAN  SCIENCE  &  ENGINEERING/scanning 

$51.16  $93.86 

3.1  $467 

ARMOR  HOLDINGS  safety  gear 

63.56  68.07 

1.0  2,252 

L-1  IDENTITY  SOLUTIONS/iris,  fingerprint  recognition 

15.81  19.25 

7.3  1,191 

|  LASERCARD  laser  cards 

12.59  22.75 

3.9  145 

1  ON  TRACK  INNOVATIONS  chip  cards 

6.49  16.50 

2.7  100 

OSI  SYSTEMS/scanning 

25.00  27.97 

0.9  423 

Prices  as  of  Feb.  28.  Source:  Reuters  Fundamentals  via  FactSet  Research  Systems. 

and  plastic  guns  is  still  in  its  infancy.  In 
seaports  the  U.S.  currently  scans  only  5% 
of  containers.  In  airports  less  than  10%  of 
checked  baggage  is  scanned.  Congress 
wants  to  boost  this  to  100%. 

That  equals  a  lot  of  customers  for 
American  Science  &  Engineering.  Petersi 
likes  its  X-ray  technology  called  the 
Z  Backscatter,  which  goes  beyond  tradi-< 
tional  security  X  rays  because  it  can  pick 
up  nonmetallic  objects.  The  Z  Backscatter 
is  able  to  detect  explosives  and  contra- 
band, rendering  them  as  photolike  images 
and  giving  them  a  special  bright  hue  so 
inspectors  can  readily  spot  them.  The 
machines  are  mounted  in  vans  deployed 
in  the  Middle  East  and  in  large  U.S.  cities 
to  monitor  bridges  and  tunnels. 

The  company,  which  is  profitable,  has  a 
large  order  backlog. 
Peters  expects  sales  to' 
climb  substantially  by 
2008.  The  Transporta- 
tion Security  Admin- 
istration is  testing 
American  Science'si 
Z  Backscatter  for  use; 
on  passengers  pulled1 
at  the  gate. 

Then  there's  OSII 
Systems,  half  of  whose: 
revenue  comes  from 
homeland  security 
and  half  from  med- 
ical applications  like 


metrics,  scanning  and  protection  (mean- 
ing armor  and  the  like  for  cops  and  terror 
targets).  Because  the  companies  rely  on 
iffy  government  orders,  Peters  also  looks 
at  potential  commercial  uses. 

BIOMETRICS 
This  is  Peters'  favorite,  the  stuff  of 
Mission:  Impossible.  An  electronic  eye  can 
read  random  patterns  in  a  person's  iris. 
These  unique  markers  can  substitute  for 
fingerprints  in  identifying  people.  In 
commercial  applications  biometrics  is  still 
mostly  fingerprint-based.  Peters  likes 
L-l  Identity  Solutions,  founded  by  the  for- 
mer chief  financial  officer  of  Pentagon 
supplier  L-3  Communications.  L-l  has 
built  a  portfolio  of  biometrics  companies 
via  acquisition  and  is  still  on  the  prowl. 
L-l  products  include  machines  that  rec- 
ognize people  by  their  fingers,  faces  and 


An  Israeli  outfit  called  On  Track  Inno- 
vations has  developed  chips  that  carry 
biographical  and  biometric  data  to  be 
inserted  in  ID  documents.  The  technology 
is  also  used  by  trucking  companies  as  a 
fraud-prevention  method  to  monitor  how 
much  fuel  a  driver  puts  into  his  tank. 
Some  of  these  guys  have  reportedly  used 
their  employers'  cards  to  fill  up  vehicles 
other  than  the  company  trucks. 

A  third  promising  company  here  is 
LaserCard.  It  burns  data  onto  a  strip  in  a 
card  via  laser.  While  this  may  seem  anti- 
quated compared  with  chips,  the  laser  ver- 
sion is  apparently  more  difficult  to  forge. 
The  government  employs  laser  burning 
for  temporary  work  visas  and  green  cards. 
SCANNING 

The  science  of  probing  containers  and 
luggage  for  bombs,  radioactive  material 


anesthesia  machines.  The  security  side  of 
the  business,  Rapiscan  Systems,  sells  a 
range  of  scanners  from  walk-through 
metal  detectors  to  those  for  large  cargo 
inspection  areas.  In  December  the  company 
announced  contracts  worth  $10  million 
with  several  large  (undisclosed)  interna- 
tional airports  for  its  new  screening  system 
for  checked  baggage. 

FORCE  PROTECTION 
Peters  is  a  fan  of  Armor  Holdings,  a 
profitable  company  that  makes  products 
like  body  armor  and  armored  vehicles 
for  the  military  and  police  departments. 
High  government  officials  may  travel  in 
the  company's  armored  sedans.  It  has 
added  a  new  commercial  component 
by  buying  Schroth  Safety  Products, 
maker  of  advanced  safety  restraints  for 
racecars.  F 
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STOCK  FOCUS 


Vintage  France 

Despite  socialist  leanings,  participants  in  the  world's 
sixth-largest  economy  know  something  about 
making  money  globally  By  Alex  Davidson 


W: 


[HO'D  WANT  TO  PUT  MONEY  IN 
France?  The  place  is  hostile  to 
entrepreneurs  and  employers, 
crawling  with  socialists  (one  of  whom, 
Segolene  Royal,  will  come  in  second  or 
better  in  the  Apr.  22  presidential  election), 
crusades  against  successful  companies  like 
Microsoft  and  buries  its  economy  in  taxes 
and  regulations. 

It  takes  some  wincing,  or  a  contrarian 
bent,  to  get  past  these  negatives.  But  there 
are  also  some  positives  in  a  portfolio  with  a 
Parisian  flavor.  Despite  coming  in  behind 
the  U.S.  and  U.K.  in  economic  growth, 
France  managed  to  beat  Germany  last  year 
(2.3%  to  2.2%),  according  to  preliminary 
figures.  Despite — or  because  of — a  35-hour 
cap  on  the  workweek,  French  workers  have 
had  for  several  years  the  best  growth  in 
productivity  (output  per  hour)  in  Europe. 

An  abundance  of  nuclear  power 
plants  gives  France  cheaper  electricity 
than  can  be  had  elsewhere  in  Europe. 
Worker  unionization  is  shrinking,  accord- 
ing to  Philippe  dArvisenet,  global  chief 
economist  at  BNP  Paribas.  Finally  French 
companies  make  the 
majority  of  their  profits 
abroad.  Food  company 
Groupe  Danone,  envi- 
ronmental manage- 
ment provider  Veolia 
Environnement  and 
hotel  operator  Accor 
are  standout  multina- 
tionals (see  table). 

The  cross-border 
merger  movement 
should  help  stock 
prices,  notes  Arnaud 
Schmitz,  senior  vice 
president  of  equity- 
sales  at  investment 
company  Oddo  Secu- 
rities. Last  year  Mittal 


Steel,  the  Anglo-Indian  giant,  took  over 
French-Spanish  firm  Arcelor  to  create 
the  world's  largest  steelmaker.  Foreigners 
already  own  47%  of  the  shares  making 
up  the  CAC  40,  France's  blue-chip  index, 
and  presumably  would  not  let  chauvin- 
ism get  in  the  way  of  a  tender  offer.  One 
foreign  investor  is  Warren  Buffett,  who 
bought  $24  million  worth  of  shares  in 
drug  firm  Sanofi-Aventis  last  year. 

The  New  York  Stock  Exchange's 
acquisition  of  Euronext,  whose  primary 
exchange  is  the  Paris  Bourse  (the  others 
are  in  Amsterdam,  Brussels  and  Lisbon), 
will  make  investing  in  France  easier  for 
Americans.  Since  France's  currency  is  the 
euro,  which  has  been  strengthening 
against  the  dollar,  capital  gains  recorded 
in  France  get  a  kick  up  when  translated 
into  U.S.  currency.  "The  French  weren't 
historically  known  for  having  a  strong 
currency,"  says  Peter  Schiff,  president  of 
brokerage  firm  Euro  Pacific  Capital. 
"Now  an  investment  in  France  is  the  same 
as  anywhere  else  in  Europe." 

The  main  caveat,  apart  from  macro- 


Tres  Bon 


These  first-rate  French  stocks  aren't  cheap,  but  their  growth  rates  are 
strong.  Big  plus:  They  do  a  lot  of  business  outside  of  France. 


PRICE 

PROJECTED 

COMPANY/BUSINESS 

RECENT 

52-WEEK 
HIGH 

P/E 

EPS 
GROWTH1 

ACCOR/hotels 

$88.15 

$95.66 

36 

17% 

AEROPORTS  DE  PARIS/airports 

80.92 

86.73 

39 

7 

ESSILOR  INTL/health  care  products 

113.92 

117.69 

27 

-  13 

GROUPE  DANONE2/food  processing 

34.01 

35.40 

28 

11 

REMY  COINTREAU  :  : 

66.19 

71.56 

35 

11 

SAFRAN/aerospace  and  defense 

22.91 

26.94 

40 

39 

SOITEOelectronics 

27.74 

38.94 

35 

39 

VEOLIA  ENVIRONNEMENF/water 

70.25 

75.87 

30 

18 

Prices  as  of  Feb.  28.  Figures  in  U.S.  dollars.  'Annualized,  next  three  to  five  years.  ^American 
Depositary  Receipt.  Sources:  Reuters  Fundamentals  via  FactSet  Research  Systems;  Bloomberg. 


economic  issues,  is  that  France,  the  home 
of  luxury  goods,  is  not  a  cheap  place  tcj 
invest.  In  the  last  three  years  the  CAC  40  is 
up  49%;  it  trades  at  15  times  the  index's 
2006  composite  earnings.  The  companies 
on  our  list  have  loftier  P/Es,  but  almost  all 
boast  double-digit  earnings  growth. 

Oddo's  Schmitz  likes  Groupe  Danone 
because  of  takeover  speculation  surround- 
ing it.  He  says  the  company's  industry-lead- 
ing internal  growth  of  9%  in  2006  coulq 
attract  the  likes  of  Coca-Cola  or  PepsiCo 
Already,  private  equity  groups  like  Eurazec 
and  Sofina  own  large  stakes  in  Danone. 

Accor,  the  owner  of  Motel  6  and  Red 
Roof  in  the  U.S.,  has  a  new  chief  execu 
tive,  Gilles  Pelisson,  who  is  busy  with  ; 
restructuring.  He  recently  sold  off  two 
holdings  (the  Club  Med  resort  chain  and 
Carlson  Wagonlit,  a  tour  operator)  toi 
focus  on  its  core  business  of  hotels  and 
services.  Schmitz's  firm  forecasts  a  7% 
improvement  in  revenue  per  available 
room  in  Accor's  mid-upscale  segment  for 
2007.  If  revenue  per  available  room  at  the 
company  grows  10%  in  both  2007  and 
2008  that  would  benefit  earnings-per 
share  forecasts  by  6%  for  2007  and  16% 
for  2008. 

Schmitz  admires  Essilor,  which  makes 
29%  of  the  world's  eyeglass  lenses  (well! 
ahead  of  second-place  Hoya)  and  other  eye 
products.  Its  expansion  in  India,  China  and 
the  U.S.  is  strong:  Last  year  it  bought  22 
companies,  14  of  them  in  the  U.S.  Revenue 
in  its  Asia-Pacific  divi- 
sion rose  15%  in  2006, 
in  Latin  America  20%. 

Another  possible 
takeout  target  is  Remy 
Cointreau.  Schmitz 
says  that  after  the  com- 
pany quits  a  joint  dis- 
tribution venture  with 
Maxxium  Worldwide 
in  2009,  it  will  be  too 
small  to  stay  on  its 
own.  He  points  to  the 
company's  strong  fun- 
damentals: Net  income 
grew  56%  to  $103  mil- 
lion in  2006,  while 
sales  during  the  period 
rose  to  $1.05  billion.  F 
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SOME  PEOPLE  THINK 
ALL  INSURANCE  IS  THE  SAME. 

They  buy  the  least  expensive  they  can  find. 

And  then  they  have  an  insurance  claim. 

That's  when  they  learn  —  the  hard  way  — 
that  not  all  insurance  companies  treat  you  the  same. 

If  being  treated  fairly  and  paid  quickly  are  important  to  you 
when  you  or  your  business  has  a  loss,  you  want  Chubb. 

When  you  insure  with  Chubb,  you're  buying  real  insurance. 

So,  insure  with  the  best.  Insure  with  Chubb. 

To  learn  more,  go  to  chubb.com. 

Relax.  You're  insured  with  Chubb.SM 

<  COMMERCIAL  INSURANCE    <  SPECIALTY  INSURANCE    <  PERSONAL  INSURANCE 

Chubb  refers  to  the  insurers  of  the  Chubb  Group  of  Insurance  Companies.  Actual  coverage  is  subject  to  the  language  of  the  policies  as  issued. 
Chubb,  Box  1615,  Warren,  NJ  07061-1615.  ©  2005  Chubb  &  Son,  a  division  of  Federal  Insurance  Company.  ": •; "% 


PRO-PLANET  PRODUCTS 


An  Inconvenient  Paint 

)  from  Benjamin  Moore  is  eco-friendly. 
Can  we  please  not  talk  about  it?  By  Amanda  Schupak 


EXY  SILHOUETTES  OF 
slender,  naked  women 
iMP^  adorn  print  ads  for 
Aura,  a  new  line  of  paint  from 
Benjamin  Moore  &  Co.  The 
pitch:  "Your  thoughts.  Your 
feelings.  Your  mood.  Your 
aura."  A  press-kit  "Aurascope" 
sorts  36  hues  by  zodiac  signs: 
An  Aquarius  might  like  a  pow- 
dery blue  known  as  "Exhale." 

The  Aura  line  costs  $55  a 
gallon,  one  and  a  half  times  the 
price  of  the  company's  stan- 
dard paint.  In  fine  print,  ads 
paint  the  new  line  as  durable, 
washable  and  requiring  two 
coats  at  most.  But  Auras  real 
distinction  isn't  mentioned  at 
all:  It  is  less  harmful  to  the 
environment.  As  it  dries  it 
releases  only  one-third  as 
much  in  volatile  organic  com- 
pounds (VOCs),  such  as  glycol 
ether,  as  regular  paint  does. 

VOCs  produce  ozone,  and 
on  the  ground  that's  a  bad 
thing.  In  the  atmosphere  the 
ozone  protects  us  from  harm- 
ful radiation  from  the  sun,  but 
at  eye  level  it  contributes  to 
crop  damage,  smog  and  respiratory  prob- 
lems. "It  was  time  for  Benjamin  Moore  to 
step  into  the  future,"  says  Denis  Abrams, 
chief  operating  officer  at  the  billion-dollar 
company,  which  is  owned  by  Berkshire 
Hathaway  and  spent  $150  million  on  the 
new  line. 

But  the  company  isn't  hyping  the  eco- 
friendly  aspects  because  customers  just 
aren't  that  interested.  Plus,  eco-friendly 
paint  has  an  image  problem.  In  the  past 
lowering  the  content  of  volatile  organic 
compounds  (the  Aura  line  has  fewer  than 
50  grams  of  VOCs  per  liter,  compared  with 


150  to  250  grams  for 
other  paints)  meant 
offering  only  subdued 
hues;  dark  colors  hold  more  of 
these  unwanted  ingredients. 

Benjamin  Moore  had  tried 
a  "green"  paint  before,  intro- 
ducing the  Pristine  line  in  1994 
but  finding  little  success  in  the 
residential  market.  "It's  hard  to 
sell  compromises,"  says  Carl 
Minchew,  development  chief  at 
the  Montvale,  NJ.  paint  company. 
It  has  fixed  that,  and  Aura  can 


Paint  it  green:  Benjamin  Moore's 
Denis  Abrams  (above)  and  a 
print  ad  for  its  Aura  (below). 


offer  any  of  the  3,300  hues  of 
the  old  line. 

The  palette  profiteer  has 
tapped  BzzAgent,  a  small 
Boston  firm  that  gins  up 
online  chatter  about  a  client's 
product.  It  gives  out  free  sam- 
ples and  touts  Aura's  one-coat- 
only  upside,  though  some 
customers  doubt  it.  "I  can 
already  see  that  I'll  need  a 
second  coat,"  complains  one 
otherwise  positive  post. 

Benjamin  Moore  still  has 
to  woo  retailers.  Some  are 
irked  the  new  paint  requires  a 
special  dispenser  they  must 
lease  for  $400  a  month  or  buy 
at  a  pricey  $20,000.  The  col- 
orant in  Aura  dries  much 
more  quickly  than  older  ver- 
sions, and  it  can  gum  up  older 
machines  before  the  blending 
is  complete. 

But  green  regulations 
could  stir  demand.  California 
and  New  York,  along  with  a 
dozen  other  states,  limit  VOC 
content  in  paint.  Aura,  on  the 
market  all  of  six  months, 
already  is  up  to  10%  of  inte- 
rior paint  sales  by  volume  at 
150  stores  on  the  West 
Coast.  Aura  could  soon 
provide  20%  of  rev- 
enue from  interior 
paint  and  one  day, 
Benjamin  Moore 
execs  say,  the  new 
recipe  will  be  in  all  of 
its  products.  "Regu- 
lations," research 
chief  Minchew  says, 
^  "are  moving  the 
industry."  F 
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Some  think 
relaxing  moments. 

We  think 

hard-working 

money. 


Investment  Banking  •  Private  Banking  •  Asset  Management 


We  look  at  things  from  a  different  perspective  -  for  the 
benefit  of  our  clients.  By  building  on  our  experience 
and  expertise  globally,  we  help  our  clients  realize  new 
opportunities.  This  has  been  our  ambition  since  1856. 
www.credit-suisse.com 


Thinking  New  Perspectives. 


Credit  Suisse 


THE 
POWER 


O  KNOW 


SAS  SOFTWARE 


JIM  GOODNIGHT 

CEO  OF  SAS 


♦    ♦   •  ♦ 


BUSINESS 
INTELLIGENC 

SAS"  software  gives  you  the  power  to  know  how  to  leverage  enterprise  data  to 
maximize  value,  minimize  risk  and  optimize  performance.  You'll  get  to  know  your 
customers,  markets,  finances  —  your  entire  business  —  in  a  whole  new  way.  And  gain 
the  ability  to  look  forward  using  the  world's  best  business  intelligence  and  analytic 
software.  More  than  4  million  users  at  40,000  locations  —  including  97  of  the  top  100 
companies  on  the  2006  FORTUNE  500  —  rely  on  SAS  to  increase  profits,  reduce  costs 
and  make  a  recognized  impact  on  business. 


www.sas.com/BeyondBI 
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Beyond  the  Balance  Sheet 

BREAKUP  VALUES 


Investing  Like  Icahn 

A  company's  various  businesses  can  be  worth  much  more  than  Wall  Street's 
appraisal  of  the  entire  enterprise.  In  this  installment  of  our  Beyond  the  Balance 
Sheet  series  we  examine  five  breakup  possibilities  |  By  Jack  Gage 


B 


REARING  UP  IS  HARD  TO  DO.  BUT  IT  CAN  BE  THE 
best  thing  for  shareholders.  Temple-Inland  was  a 
sleepy  Austin,  Tex.  producer  of  beer  packaging  and 
particleboard  with  banking  and  timberland  manage- 
ment divisions,  before  interventionist  investor  Carl 
Icahn  built  a  7%  stake  in  January.  Within  two  months— at 
Icahn's  insistence— Temple-Inland's  management  got  religion. 
Chief  Executive  Kenneth  Jastrow  last  month  announced  that 


Temple-Inland  would  split  itself  into  three  companies  (manufac- 
turing, financial  services  and  real  estate).  That  plan  sent  the 
shares  up  16%  to  an  alltime  high  the  same  day. 

Over  the  years  Icahn,  ranked  42  on  the  rich  list,  with  a  net 
worth  of  $13  billion,  has  made  killings  buying  stakes  in 
underperforming  companies  like  Texaco,  American  Real 
Estate  Partners  and  Time  Warner.  Interestingly,  Temple- 
Inland  was  itself  spun  out  of  then  Time  Inc.,  now  part  of 
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Beyond  the  Balance  Sheet 

Time  Warner,  in  1983. 

There's  more  capital  where  Icahn's 
came  from,  ready  to  be  put  to  work  either 
taking  over  companies  and  dismantling 
them  or  else  browbeating  companies  into 
doing  their  own  restructuring.  This  is  a 
large  part  of  what  the  private  equity 
movement  is  all  about,  employing  invest- 
ment pools  managed  by  the  Blackstone 
Group,  the  Texas  Pacific  Group  and 
Kohlberg  Kravis  Roberts,  among  others. 
Tribune  Co.  and  Dow  Chemical  are 
among  targets  drawing  attention  from 
investors  looking  for  lucrative  breakup 
deals.  But  shares  of  both  have  been 
propped  up  by  speculation  and  could  suf- 
fer should  plans  fail  to  progress. 

In  earlier  installments  of  our  Beyond 
the  Balance  Sheet  series  we  looked  at  such 
matters  as  hidden  real  estate  values,  intel- 
lectual capital  and  earnings  quality.  This 
time  we  focus  on  companies  that  look 
like  good  prospects  for  breakup  schemes. 
The  idea  is  that  you  can  get  in  before 
Icahn  or  someone  like  him  makes  himself 
felt  and  causes  the  share  price  to  move. 

To  find  suitable  targets,  we  looked  for 
companies  with  poor  stock  performance 


A.O.  Smith 

Stock  has  tumbled  20%  the  past  year.  Divesting 
low-margin  electric  motors  division  would  allow 
management  to  focus  on  higher-margin  water 
systems  business. 


Ashland 


The  days  of  sponsoring  Nascar  may  come  to  an  end  if  this  oil  company  continues 
to  shift  focus  to  chemicals  by  selling  off  Valvoline.  Ashland  sold  its  paving  and 
construction  business  last  August,  which  helped  fund  a  one-time  $10.20  dividend. 


VALUE1 

MULTIPLE  OF 

BUSINESS 

(SBIL) 

SALES  OP.  INCOME2 

ASHLAND  DISTRIBUTION 

3.1 

1.2  8 

PERFORMANCE  MATERIALS 

1.2 

0.5  11 

VALVOLINE 

0.9 

1.2  10 

WATER  TECHNOLOGIES 

0.9 

0.7  47 

BREAKUP  VALUE 

$6.1 

ENTERPRISE  VALUE3 

$4.1 

'Estimate  of  what  the  business  would  fetch  in  an  arms-length  transaction. 
•'Earnings  before  interest,  taxes,  depreciation  and  amortization.  'Market  value 
plus  net  debt.  ^Percent  by  which  total  breakup  value  exceeds  enterprise  value. 

BREAKUP  VALUE  PREMIUM4 


49°/c 


E1 

BUSINESS 

(S 

) 

SALES     OP.  INCOME2 

WATER  SYSTEMS  TECHNOLOGIES 

$ 

E 

.  • 

1.6  10 

ELECTRIC  MOTOR  TECHNOLOGIES 

E 

1.8  11 

BREAKUP  VALUE 

$2.9 

ENTERPRISE  VALUE3 

$1.6 

'Estimate  of  what  the  business  would  fetch- in  an  arms-length  transaction.;Earnings  before 
interest,  taxes,  depreciation  and  amortization.  'Market  value  plus  net  debt.  ■'Percent  by  which 
total  breakup  value  exceeds  enterprise  value. 

BREAKUP  VALUE  PREMIUM4 


81% 
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Tyson  Foods 

Management  says  it  will  not  divest  its  beef- 
processing  business.  But  the  segment  lost 
3>190  million  from  operations  last  year. 


°/c 


BREAKUP  VALUE  PREMIUM4 


VALUE1 

HHBTjTT 

BUSINESS 

(SBIL) 

SALES 

OP.  INCOME2 

BEEF 

$10.7 

0.9  NM 

CHICKEN  4.9 

0.5  21 

PORK 

1.8 

0.9  10 

PREPARED  FOODS 

1.8 

1.0  9 

BREAKUP  VALUE 

$19.2 

ENTERPRISE  VALUE3 

$9.4 

'Estimate  of  what  the  business  would  fetch  in  an  arms-length  transaction. 
JEarnings  before  interest,  taxes,  depreciation  and  amortization.  3Market  value 
plus  net  debt.  "Percent  by  which  total  breakup  value  exceeds  enterprise  value. 
NM:  Not  meaningful. 
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Vishay 

Intertechnology 

Earnings  are  expected  to  be  flat  this  year  for  the  largest 
U.S.  and  European  maker  of  discrete  semiconductors  like 
infrared  components  and  glass  diodes;  new  orders  were 
only  running  even  with  shipments  as  of  December. 


VAIUFi         MULTIPLE  OF 

BUSINESS 

(SBIL)    [SALES   OP.  INCOME2 

PASSIVE  COMPONENTS 

$3.1          2.7  12 

SEMICONDUCTORS 

3.2     j     2.6  11 

BREAKUP  VALUE 

$6.3 

ENTERPRISE  VALUE3 

$2.6 

'Estimate  of  what  the  business  would  fetch  in  an  arms-length  transaction. 
Earnings  before  interest,  taxes,  depreciation  and  amortization.  ^Market  value 
plus  net  debt.  "Percent  by  which  total  breakup  value  exceeds  enterprise  value. 

1 42  % 
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sas.com 


Beyond  the  Balance  Sheet 


in  recent  years  relative  to  peers  and  at  least 
two  reported  segments.  Our  breakup 
value  estimates  come  from  segment-by- 
segment  appraisals.  Each  piece  of  the 
whole  is  valued  at  a  multiple  of  either 
operating  income  (in  the  Ebitda  sense)  or 
sales,  using  multiples  typical  for  the  indus- 
try in  question.  Where  both  methods  pro- 
duced reasonable  valuations,  we  averaged 
them;  for  moneylosing  segments  we  used 
only  the  sales  multiple. 

In  cases  where  divestments  or  spinoffs 
with  similar  businesses  have  occurred  at 
other  companies,  using  deal  multiples  can 
be  a  more  refined  indicator  of  what  the  mar- 
ket thinks  a  specific  business  is  worth. 

We  then  compared  the  combined  seg- 
ment value  with  the  company's  enterprise 
value,  that  being  defined  as  the  market 
value  of  common  stock,  plus  debt,  minus 
cash.  All  five  of  our  target  companies 
have  apparent  breakup  values  at  least  25% 
higher  than  their  enterprise  value.  Of 
course  this  "breakup  premium"  will  prob- 
ably not  be  fully  realized  by  a  public 
shareholder.  The  dealmakers  who  bust 
companies  up  capture  some  of  the  gain. 

Shares  of  Kentucky's  Ashland  (2006 
sales:  $7.2  billion)  have  underperformed 
the  oil  sector  during  the  past  year  as  the 
company  shifted  its  strategic  focus  to 
chemicals.  The  obvious  restructuring 
would  be  to  hive  off  its  moneylosing 
$1.4  billion  (sales)  Valvoline  motor  oil 
business.  Using  a  price/sales  multiple  of 
1.2,  a  median  for  three  publicly  traded 
engine  lubricant  and  additives  companies, 
we  estimate  Valvoline  could  fetch  close  to 
$1  billion.  Include  Ashland's  other  busi- 
ness segments  and  the  company  has  a 
breakup  value  of  $6. 1  billion.  That  is  49% 
more  than  Ashland's  enterprise  value. 

For  General  Dynamics  (2006  sales: 
$24.1  billion),  spinning  off  its  Gulfstream 
business  would  capitalize  on  a  booming 
private -jet  industry.  What's  that  business 
worth?  Goldman  Sachs  is  partnering  with 
Onex  to  acquire  rival  Raytheon's  private 
aircraft  manufacturing  unit  for  $3.3  billion, 
or  1.2  times  sales  and  14.5  times  operating 
income  (the  deal  is  due  to  close  in  the  first 
half  of  2007).  Applying  those  valuations  to 
Gulfstream's  sales  ($4.1  billion)  and  oper- 
ating income  ($691  million)  yields  a  blended 
estimate  of  $7.4  billion.  That's  just  one  part 


General  Dynamics 

A  perk  for  Gulfstream  jet  owners  with  government  clearance:  optional 
antimissile  countermeasures  on  your  G550.  For  investors,  spinning  off  the 
unit  could  raise  $7.4  billion. 
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(SBIL) 

Ml 
SALES 
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INFORMATION  SYSTEMS  &  TECHNOLOGY 

$20.0 

2.8 

13 

COMBAT  SYSTEMS 

8.2 

1.3 

11 

MARINE  SYSTEMS 

1.3  10 

AEROSPACE  (GULFSTREAM) 

1.2  15 

BREAKUP  VALUE 

$40.9 

ENTERPRISE  VALUE3 

$32.2 

'Estimate  of  what  the  business  would  fetch  in  an  arms-length  transaction.  Earnings  before  interest,  taxes, 
depreciation  and  amortization.  ^Market  value  plus  net  debt.  'Percent  by  which  total  breakup  value 
exceeds  enterprise  value. 

Sources:  Company  reports;  Worldscope  via  FactSet  Research  Systems;  Bloomberg  World  Markets. 


BREAKUP  VALUE  PREMIUM4 


27% 


of  this  company,  which  is  otherwise  a 
defense  contractor.  General  Dynamics  has 
three  other  lines  of  business.  One  builds 
tanks  and  armored  vehicles  like  the  wheel- 
driven  Strykers  currently  deployed  in  Iraq. 
Another  designs  and  manufactures  naval 
submarines.  The  last  provides  global  surveil- 
lance technology  like  GPS  units  for  soldiers. 
Slap  valuations  on  each  to  get  a  breakup 
value  for  the  company  of  $40.9  billion,  27% 


more  than  its  enterprise  value. 

A  tender  offer  is  not  the  only  way  to 
get  a  piece  of  this  hypothetical  premium. 
Another  possibility  is  simply  spinning  off 
Gulfstream;  the  two  parts  of  the  company 
wind  up  with  a  better  valuation  on 
Wall  Street  than  the  whole  had.  Better  still: 
the  parent  sells  Gulfstream  for  cash  and 
uses  the  proceeds  to  either  buy  in  some  of 
its  own  shares  or  raise  its  dividend.  F 
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Better  answers,  faster. 


Challenged  with  balancing  efforts  to  support  the  latest  strategic  initiatives  while  still  lowering 
operational  costs?  SAS  takes  you  beyond  traditional  Bl  query  and  reporting  to  a  higher  level  of 
shared  decision  making  that  drives  innovation.  Our  fully  integrated  Enterprise  Intelligence  Platform 
sets  the  foundation,  linking  technologies  for  data  integration  and  storage,  reporting  and  analysis. 
Proven  software,  industry-specific  solutions  and  domain  experience  extend  the  value  of  your 
investment.  Bridging  the  gap  between  what  you  have  -  growing  expectations  to  deliver  a  return  on 
investment  -  and  what  you  want  to  achieve  -  increased  profits,  reduced  risk  and  improved 
performance.  Find  out  why  SAS  is  at  work  in  97  of  the  top  1 00  companies  on  the  2006  FORTUNE  500* 
—  with  customer  retention  rates  exceeding  98%  annually  for  30  years.  And  visit  our  Web  site  for 
a  free  white  paper. 


www.sas.com/innovation 
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Networks 


A  NEW  SERIES  ON  HOW  COMMUNICATION  AND  COMMUNITIES  ARE  SHAPING  US 


Inside  Dope 

New  York  City's  marijuana  delivery  networks  are  like  the  Internet: 
sophisticated,  robust  and  lucrative  |  By  Monte  Burke 


A MAN  WE'LL  CALL  FRANK  IS 
a  35-year-old  equities  trader 
for  a  Wall  Street  investment 
bank.  He  lives  with  his 
fiancee  in  a  1,700-square- 
foot,  three-bedroom  apartment  in  a  chic 
Manhattan  neighborhood  and,  like  many 
well-to-do  New  Yorkers,  relies  on  a 
vast  array  of  delivery  services  to  sat- 
isfy his  whims.  He  orders  out  for 
dinner  nearly  every  night.  His  dry- 
cleaned  suits  are  brought  to  his 
doorstep.  His  groceries  arrive  in 
cardboard  boxes. 

Tonight,  as  he  does  once  a  month, 
Frank  will  call  on  a  service  that's  not 
found  in  the  Yellow  Pages.  He  dials 
a  number  listed  on  a  colorful  busi- 
ness card  that  a  friend  gave  him.  He 
reaches  an  answering  service,  punches 
in  his  own  number,  then  hangs  up.  Within 
minutes  his  phone  rings  and  he  is  asked  by 
the  voice  on  the  other  end  for  his  code 
word.  He  provides  it  and  hangs  up  again. 

Two  hours  later  a  backpack-toting, 
lean-cut  young  man  wearing  jeans  and  a 
T  shirt  shows  up  at  the  door,  looking  every 
bit  like  a  college  kid  on  his  way  to  the 
library.  But  his  backpack  isn't  crammed 
with  books;  it's  filled  with  dozens  of  clear, 
4-inch-long  plastic  boxes,  each  containing 
up  to  2  grams  of  high-grade  marijuana 
ranging  in  price  from  $50  to  $400.  "It's 
convenient,  the  weed  is  good  and  it  feels 
very  safe,"  Frank  says  of  the  service.  "I 
would  never  go  down  to  the  park  to  buy  it." 

Such  transactions  take  place  thousands 
of  times  a  day  in  the  city;  the  services  date 
from  the  early  1980s.  Back  then  most  dope 
was  still  purchased  in  open-air  markets — 
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Is  your  network  ready 
to  grow  as  fast  as  you  are? 

When  your  company  grows,  your  network  should  scale 
with  it.  We  call  it  being  nimble.  It's  why  we  offer  nationwide 
network,  data  and  voice  solutions  that  evolve  as  your  needs  do. 
And  it's  why  95 percent  of  Fortune  500®  companies  choose  Qwest® 
Get  Qwest  Get  Nimble.  Call  1 800-730-2188  or  wsft  qwestcomlbusiness. 


QWEST. 
BUSINESS 
SOLUTIONS 


Qwest 


Spirit  of  Service' 


Networks  

Central  Park,  for  example— until  the  mid- 
1990s,  when  former  Mayor  Rudolph 
Giuliani  rid  the  streets  of  drug  dealers, 
which  started  gentrifying  many  crime-rid- 
den New  York  neighborhoods. 

But  instead  of  disappearing,  the  trade 
went  underground  and  radically  changed. 
No  longer  does  most  of  the  pot  come  in, 
French  Connection  style,  by  the  ton  on 
boats  or  tractor  trailers.  The  trade  starts 
with  small  amounts  of  weed  mostly  grown 
regionally  and  moves  through  multilevel 
distributors.  Like  the  Internet,  this  kind  of 
distribution  channel  has  many  nodes  of 
activity  and  no  fixed  hub.  A  broken  link 
hardly  slows  the  operation  at  all. 

Dealers  use  pagers,  cell  phones  and 
PDAs  to  create  from  this  topology  a  sophis- 


ticated, and  very  lucrative,  network  The  key 
is  having  several  layers  of  agents  between 
the  grower  and  the  buyer— and  making  it 
inherently  difficult  for  law  enforcement  to 
connect  the  dots.  The  operation  can  even 
continue  when  its  leaders  are  in  jail. 

Were  it  not  for  a  squealer,  the  Drug 
Enforcement  Administration  might  never 
have  broken  up  a  drug  delivery  service  that 
called  itself  the  Cartoon  Network  (after  the 
cable  TV  channel).  A  yearlong  investiga- 
tion led  to  the  arrest  of  John  Nebel,  35, 
founder  and  ringleader  of  the  operation, 
and  1 1  others,  charged  with  conspiring  to 
traffic  in  2,200-plus  pounds  of  marijuana 
between  Jan.  1,  1999  and  Dec.  1,  2005.  A 
high  school  dropout  from  Long  Island, 
Nebel  (who,  along  with  those  confederates, 


has  pleaded  guilty  to  conspiracy)  led  a 
mobile  and  tech-savvy  network  via  a  call 
center  that  frequently  changed  locations 
and  delivered  dope  through  a  system  of 
couriers  overseen  by  street  managers.  "We 
had  to  dismantle  the  entire  operation  to 
kill  it,"  says  a  baby-faced,  blue-eyed,  42- 
year-old  DEA  special  agent.  Helping  him 
take  down  the  dope  ring  was  a  black- 
haired,  46-year-old  task  force  officer  for  the 
Suffolk  County  sheriff's  office.  We'll  call 
these  two  cops  Tom  and  Jerry.  They  are 
still  trying  to  do  their  jobs  anonymously. 

No  telling  how  many  of  these  services 
exist.  They  come  in  all  sizes,  from  corporate- 
like  entities  with  client  lists  in  the  tens  of  thou- 
sands to  lone  entrepreneurs  who  deal  with 
a  handful  of  customers.  They  market  their 


Smoke  Screen 


The  Cartoon  Network  and  other  pot  delivery  services  rely  on  intricate,  hard-to-trace  webs  to  get  their  goods  from  the 
producer  to  the  customer.  Growers  O  sell  the  pot  to  a  wholesale  distributor  Q  who,  in  turn,  sells  it  to  a  group  of 
executive  managers  ©.  The  marijuana  is  sent  to  a  call  center,  where  it's  broken  down  and  packaged  0-  From  there, 
courier  managers  get  hold  of  it  ©,  and  pass  it  on  to  backpack-toting  street  couriers  0.  The  customer  ©  contacts  the 
call  center.  If  his  number  clears  the  database  0,  the  call  center  phones  him  back  for  a  code  word,  and  then  dispatches 
a  street  courier,  who  delivers  the  dope. 
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wares  with  business  cards  or,  better  yet,  by 
word  of  mouth;  because  it  leaves  too  many 
electronic  fingerprints,  the  Internet  is  out. 
At  its  height,  the  Cartoon  Network  had  30 
employees  (see  graphic,  opposite  page),  includ- 
ing executives  (Nebel  and  three  lieutenants) 
and  six  middle  managers  responsible  for 
overseeing  dozens  of  laborers  (packagers,  dis- 
patchers and  couriers),  all  working  together 
to  get  pot  from  the  grower  to  the  customer. 
Only  Nebel  and  his  inner  circle  knew  every- 
one in  the  organization;  that  made  it  diffi- 
cult for  authorities  to  break  one  link  and 
follow  it  up  the  chain.  (In  fact,  the  network 
continued  to  operate  smoothly  during  the 
year  that  Nebel  spent  in  jail  for  a  separate 
drug  charge  in  2001.) 

Most  of  the  marijuana  v/as  grown  in 
dozens  of  private  homes  across  the  metro- 
politan area  (including  Connecticut  and 
New  Jersey),  primarily  in  basements.  A 
typical  grower  would  cultivate  300  to  400 
plants,  which  were  harvested  up  to  four 
times  a  year,  yielding  30  to  40  pounds  at 
each  cut,  worth  $150,000  to  $200,000 
wholesale  (Nebel's  cost)  and  $540,000  to 
$720,000  on  the  street.  The  pot  was  mostly 
high  grade  and  grown  hydroponically  with 
mineral  nutrients,  not  soil. 

A  wholesale  distributor  bought  the  pot 
for  $4,000  a  pound  and  delivered  it  to  the 
executive  group  (which  paid  $5,000),  just  a 
few  pounds  at  a  time.  "They  kept  the  incre- 
ments small  so  they  could  move  it  quickly 
and  never  have  too  much  on  hand,"  says 
Tom.  Then,  packaged  by  the  pound,  the 
dope  was  delivered  to  a  home  base — a  call 
center  in  a  hotel  room  in  Manhattan, 
Brooklyn  or  Long  Island  or  one  of  Nebel's 
seven  houses  (all  owned  under  different 
names)  in  the  metro  area.  The  call  center 
changed  weekly,  even  daily,  to  prevent 
detection.  Up  to  six  employees  worked  in 
the  call  center,  which  was  overseen  by  an 
executive.  The  two  or  three  packagers 
broke  down  the  pot  into  1.5-  and  2-gram 
parcels,  which  were  placed  in  plastic  canis- 
ters and  labeled  according  to  type.  Some  of 
the  more  popular  were  Strawberry  Cough, 
NYC  Diesel  and  AK-47,  names  that  referred 
to  the  seed,  strain  and  potency  The  higher- 
priced  brands  ($100-plus  per  2  grams),  like 
limited-quantity  designer  handbags, 
moved  the  fastest. 

Generally,  three  employees  worked  as 


By  the  Numbers 
High  Times 

25  million  The 

number  of  Americans  who 
have  smoked  pot  in  the 
last  year. 

$36  billion  The 

estimated  retail  value  of  last 
year's  marijuana  crop. 

9*6%  The  average  annual 
growth  in  weed  production 
over  the  last  25  years. 

Sources:  U.S.  Department  of  Health  & 
Human  Services;  Jon  B.  Gettman,  Ph.D. 


dispatchers  in  the  call  center.  One  manned 
the  central  computer,  which  had  a  cus- 
tomer database,  custom-made  for  Nebel 
for  $50,000.  When  a  call  came  into  a  Car- 
toon Network  pager  at  the  center,  it  was 
instantly  downloaded  into  the  database, 
which  brought  up  vital  information  about 
the  caller:  where  he  lived,  his  buying  his- 
tory and  the  last  courier  who  delivered 
dope.  "This  was  one  of  their  safety  valves 
to  weed  out  police  calls,"  says  Jerry.  The 
network  received  up  to  600  calls  a  day.  If 
the  number  cleared,  a  dispatcher  called  it 
back  and  asked  for  a  code— sometimes  a 
word  (like  "cartoon")  or  the  code  name  of  a 
courier.  The  dispatcher  sent  a  street  man- 
ager (with  no  pot)  to  check  out  new  clients. 
(If  a  customer  ever  mentioned  dollar 
amounts  over  the  phone,  the  dispatcher 
was  trained  to  drop  the  call  immediately 
and  flag  the  caller's  number  in  the  data- 
base. "This  was  another  precaution,"  says 


 Networks 

Jerry.)  With  the  correct  code  given, 
another  dispatcher  paged  a  street  courier 
and  gave  him  the  delivery  address. 

Each  of  four  street  managers  kept  tabs 
on  up  to  six  couriers  after  handing  over  the 
vials  from  the  call  center.  To  make  deliver- 
ies, couriers  traveled  by  foot,  bike,  subway 
or  bus,  getting  instructions  from  the  call 
center.  "They  liked  to  hire  college  kids,  you 
know,  just  regular-looking  guys,"  says  Tom. 
Such  services  rarely  hire  African-Ameri- 
cans as  couriers  because  they  were  thought 
more  likely  to  be  hassled  by  the  police. 
Couriers  were  careful  to  carry  just  enough 
pot  to  stay  under  the  state  guidelines  for  a 
felony  charge  in  case  they  were  pinched 
(possession  of  anything  up  to  8  ounces  is 
still  a  misdemeanor).  Also,  their  knowledge 
of  the  other  employees  involved  in  the  net- 
work generally  stopped  at  their  street  man- 
agers. At  the  end  of  the  12-hour  shift  (11 
a.m.  to  1 1  p.m.,  365  days  a  year),  couriers 
brought  the  money  and  any  leftover  dope 
back  to  the  street  managers,  who  paid 
them,  typically  $200  a  day.  Street  managers 
took  the  money  to  an  executive  who,  in 
turn,  paid  the  rest  of  the  staff.  Street  man- 
agers, packagers  and  dispatchers  made 
$300  a  day.  Nebel's  three  managers  took 
home  $300,  plus  lots  of  perks.  Even  with 
daily  expenses  of  $9,000,  the  Network  often 
cleared  $17,000,  for  an  annual  net  of 
$6  million— tax  free,  of  course. 

That  all  went  up  in  smoke  after  an 
anonymous  letter,  presumably  from  a  dis- 
gruntled former  employee,  was  sent  to  a 
police  department  in  Long  Island.  It  out- 
lined how  the  Cartoon  Network  func- 
tioned, the  address  of  a  call  center  and  one 
of  the  service's  pager  numbers.  Tom  and 
Jerry  cloned  the  pager  number,  tapped  the 
organizations  phones  and  did  street  sur- 
veillance. After  a  year  they  had  enough  for 
search  and  arrest  warrants  and  in  Decem- 
ber 2005  seized  $837,000  worth  of  dope, 
$685,000  in  cash,  Nebel's  seven  residences, 
16  cars,  a  boat  and  thousands  of  vials  pack- 
aged for  the  holiday  season.  In  total  the  feds 
are  seeking  a  $22.5  million  forfeiture.  The 
DEA  also  seized  the  database  of  50,000 
client  names  and  phone  numbers  but  has 
thus  far  not  pursued  them.  Nebel  awaits 
sentencing  later  this  year — and  faces  ten 
years  to  life.  Enough  time  to  work  on  the 
book  he's  been  planning  to  write.  F 
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THE  INTERNET 

Peer  Play 

Illicit  file-swapping  networks  are  going  legit — and  becoming  a  profit  center. 
By  Quentin  Hardy  and  Evan  Hessel 


TECHNOLOGY  VETERAN  EDWARD 
Kozel  has  a  simple  philosophy 
about  a  scourge  of  the  Internet — 
the  peer-to-peer  networks  that  let 
millions  of  users  illegally  swap 
pirated  movies,  songs  and  software:  If  you 
can't  beat  'em,  make  a  buck  off  em. 

"LimeWire,  Edonkey,  Ares,  Bit- 
Torrent — we  want  to  commercialize  them 
all,"  Kozel  says.  "I  hope  we  can  get  rich 
and  make  a  lot  of  money."  His  company, 
Skyrider,  makes  money  by  loading  ads 
onto  these  rogue  networks,  and  he  has 
signed  up  Lions  Gate  studio  to  pump 
legally  authorized  content  through  the 
systems,  as  well.  Kozel,  an  18-year  veteran 
of  Cisco  Systems,  can  choose  from  dozens 
of  thriving  peer-to-peer  (P2P)  networks, 
and  they  now  churn  out  almost  40%  of  all 
Net  traffic,  says  Ellacoya  Networks,  a  firm 
in  Merrimack,  N.H.  that  sells  hardware  to 
track  network  usage. 

P2P  networks  emerged  suddenly  and 
infamously  a  decade  ago  with  the  rise  of 
the  Napster  song-swapping  service.  The 
music  industry  managed  to  run  it  out  of 
business  by  taking  them  to  court.  These 
days,  however,  P2P  is  going  legit,  winning 
fans  for  its  sleek  and  powerful  design  and 
drawing  programmers  and  hungry  entre- 
preneurs eager  to  build  businesses  around 
the  swapping  services. 

A  legal  music  and  movie  site  called 
ArtistDirect  aims  to  reap  profits  by  selling 
data  on  what  movies  and  songs  are 
swapped  the  most  and  in  which  regions — 
and  by  charging  content  producers  to 
thwart  pirate  networks  by  clogging  them 
up  with  bogus  and  flawed  files.  Elsewhere 


a  Web  TV  service  called  MediaZone  is 
using  peer-to-peer  technology  to  get  Bol- 
lywood sitcoms,  a  nightly  news  show  from 
Mongolia  and  prime-time  fare  aired  in 
China  to  expats  in  the  U.S. 

BitTorrent,  a  superfast  download  serv- 
ice installed  on  135  million  computers, 
once  was  derided  as  a  web  of  online 
thieves.  Now  its  creators  have  launched  a 
new  Web  video  network  for  TV  shows  and 
movies  zapped  at  a  few  bucks  apiece — all 
of  it  entirely  legal.  And  the  founders  of 
Kazaa,  another  infamous  peer-swapper, 
have  launched  a  legal  outlet  called  Joost. 

These  nascent  firms  make  up  a  sliver 
of  the  $2  billion  digital  entertainment 
market,  but  already  they  are  allying  with 
Hollywood  partners  who  once  cursed  the 
underlying  technology  as  parasitic. 

P2P  networks  can  move  large  files  (like 
movies)  faster  than  traditional  server- 
based  networks,  because  they  harness  the 
unused  power  of  millions  of  PCs.  Unlike 
traditional  networks,  in  which  PCs  must 
communicate  through  central  server 
computers,  P2P  networks  let  users  com- 
municate directly  with  one  another.  Just 
download  a  bit  of  software  and  you  can 
swap  files  with  anyone  else  who  has  done 
the  same.  The  lack  of  any  central  com- 
puter server  makes  it  all  but  impossible  to 
wipe  out  illegal  copies.  Stomp  out  one  bad 
guy  and  a  hundred  more  take  his  place. 

Skyrider  s  Kozel  figures  he  is  better  off 
surfing  the  P2P  wave  than  struggling 
against  it.  He  started  Skyrider,  oddly 
enough,  to  create  technology  to  disrupt 
the  open-source  P2P  networks.  His  soft- 
ware uses  sophisticated  packet  inspection 


and  statistical  modeling  techniques  to  take 
snapshots  of  what  moves  across  the  con- 
tinually changing  network  of  PCs.  When 
Skyrider  figures  out  what  content  is  going 
where,  it  can  prevent  downloads. 

One  problem:  No  one  wanted  to  buy 
that  service.  "There  are  only  a  small  num- 
ber of  customers  for  antipiracy,  and  they 
pay  80  cents  of  every  dollar  for  lawyers,  20 
cents  for  technology,"  says  Kozel,  who 
joined  Cisco  in  1989  as  its  first  head  of 
business  development  and  rose  to  chief 
technology  officer  before  quitting, 
exhausted,  in  2001.  He  was  a  board  mem- 
ber of  a  packet  analysis  company  called 
Narus  and,  a  year  after  two  Narus  engi- 
neers left  to  start  Skyrider,  he  joined  them 
as  chief  executive  in  2005. 

Finding  few  takers  for  the  antipiracy 
software,  Kozel  crafted  a  new  pitch: 
Skyrider's  antipiracy  technology  also 
could  be  used  to  track  what  users  are 
searching  for,  letting  sponsors  woo  them 
with  targeted  advertising.  Last  June  he  re- 
launched, pitching  Skyrider  as  a  search 
advertising  vehicle.  "LimeWire  has  20 
million  people  a  day  looking  for  music 
and  television  shows,  mostly  men 
between  14  and  30  years  old,"  he  says. 
"Someone  searches  for  'Madonna,'  you 
can  sell  them  ringtones.  You  can  tell  what 
bands  are  popular  in  what  parts  of  the 
country  and  plan  where  to  tour." 

Skyrider  also  has  been  paid  to  load  stu- 
dio content,  like  rap  videos  bracketed  with 
ads,  onto  unauthorized  networks.  Skyrider 
just  joins  the  network,  same  as  anyone  else, 
and  starts  offering  up  content — only  its  stuff 
comes  with  ads  attached. 
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At  ArtistDirect,  in  Santa  Monica,  Calif., 
the  staff  is  exploring  ways  to  make  money  off 
P2P.  It  is  experimenting  loading  songs  and 
music  videos  (the  legal  kind)  onto  the  net- 
works. At  the  same  time,  it  earns  money  try- 
ing to  disrupt  the  illegal  file-sharing  channels. 

The  firm  in  2005  spent  $42.5  million  to 
acquire  the  main  vehicle  for  this  antiservice, 
MediaDefender.  It  is  hired  by  movie  studios 
such  as  Sony  Pictures  and  Universal  and 
videogame  publishers  such  as  Activision  to 
spew  garbage,  like  partial  or  corrupted  files, 
onto  P2P  nets  and  wreck  the  user  experience. 

"We're  protecting  all  the  major  record 
labels,  Hollywood  studios  and  Microsoft," 
says  Jon  Diamond,  who  owns  ArtistDirect, 
with  revenue  of  $20  million  or  so  last  year. 

Bit  Torrent  started  out  in  2001  as  snazzy 
software  for  vastly  faster  downloads, 
designed  by  Bram  Cohen,  a  freelance  pro- 
grammer in  Berkeley,  Calif.  In  2004  Cohen 
formed  a  company  by  the  same  name — to  sell 
legal  downloads  of  films  and  TV  series  from 
the  libraries  of  MGM,  Warner  Bros.,  Para- 
mount and  Fox  in  an  iTunes-like  online  store. 
BitTorrent  will  sell  permanent  downloads  of 
TV  shows  like  24  and  South  Park  for  $2  and 
temporary  copies  of  movies  for  $3  to  $4. 

"We've  got  3,000  movies,  a  thousand 
games  and  a  thousand  music  downloads— all 
legal.  Illegal  content  will  be  shut  out  of  this 
site,"  says  President  Ashwin  Navin,  a  former 
Yahoo  executive  who  cofounded  the  com- 
pany with  Cohen  in  San  Francisco.  He  pre- 
dicts legit  P2P  systems  like  his  will  overwhelm 
rogue  networks  such  as  LimeWire  and 
Edonkey. 

Web  entrepreneur  Michelle  Wu  started 
tinkering  with  P2P  as  a  means  for  distributing 
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not  just  recorded  video  files  but  live 
broadcasts.  Chinese-born  Wu  moved  to 
the  U.S.  in  1990  to  obtain  a  physics  doc- 
torate at  Princeton.  In  2004  she  was  hired 
by  the  South  African  media  conglomerate 
Naspers  to  build  ChinaPortal,  an  online 
video  site  catering  to  Chinese  citizens  liv- 
ing abroad. 

Thousands  of  Chinese  expats  signed 
on  for  $10  monthly  subscriptions.  In 
2005  Wu  renamed  the  outfit  MediaZone 
and  expanded  to  an  array  of  interna- 
tional sports  and  entertainment  sites.  She 
hired  a  dozen  software  engineers  to  build 
a  P2P  network  mimicking  China's  popu- 
lar illegal  file-sharing  services.  Media- 
Zone's  network  transmits  a  video  feed  in 
30-second  chunks  to  a  group  of  a  few 
dozen  viewers,  who  relay  the  feed  in 
parts  to  other  fans. 

Broadcasts  include  international  sport- 
ing events  such  as  the  Mavericks  big- wave 
surfing  contest  from  Half  Moon  Bay, 
Calif.,  South  African  rugby  games  and 
Pakistani  cricket  matches.  Wu  purchases 
an  event's  broadcast  rights  for  certain  geo- 
graphic markets  and  sells  subscriptions 
for  $5  to  $25  per  event.  Last  year  fans  pay- 
ing as  much  as  $25  watched  300,000  live 
streams  of  Wimbledon  matches  carried  by 
MediaZone. 

In  February  P2P  got  another  dose  of 
legitimacy  when  media  giant  Viacom 
signed  a  deal  to  distribute  TV  shows  and 
movies  over  Joost,  a  P2P  video  network 
created  by  Niklas  Zennstrom  and  Janus 
Friis,  the  founders  of  Kazaa  (file  sharing) 
and  Skype  (Voice  over  Internet).  Viacom 
will  use  Joost  to  revive  defunct  cult 
favorites  such  as  MTV's  Beavis  and 
Butthead  and  Comedy  Central's  absurdist 
sitcom  Stella. 

Though  still  in  limited-access  test 
mode,  Joost  boasts  near-DVD  picture 


quality,  rare  in  Web  video,  and  posts  as  lit- 
tle as  a  minute  of  advertising  per  hour  of 
programming.  Zennstrom  and  Friis  hope 
to  charge  high  enough  rates  to  make  up 
for  the  limited  number  of  ads,  because 
spots  will  be  targeted  to  users  by  geogra- 
phy, demographics  and  cultural  tastes. 


Back  at  Skyrider  in  Mountain  View, 
Calif.,  Kozel  sees  big  opportunity  and  a 
sea  change  ahead.  "Peer-to-peer  will  have 
the  same  effect  on  the  Internet  that  the 
World  Wide  Web  did,"  he  maintains.  "It  is 
going  to  strip  away  a  lot  of  costs  and  add  a 
lot  of  capabilities."  F 
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What's  On 

Web  downloads  and 
P2P  traffic 
consume  75% 
of  the  Internet. 
Much  of  that's 
still  illegal. 
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DIGITAL  TOOLS 


The  Small-Screen  Test 

New  devices  let  you  beam  shows  from  your  TV  to  a  computer.  Well,  sort  of. 

By  Chana  R.  Schoenberger 


EVERYBODY'S  TALKING  CONVERGENCE 
these  days — not  of  the  planets  in  the 
Age  of  Aquarius  but  of  life's  three 
screens  in  the  Age  of  the  Internet:  the  lap- 
top, TV  and  cell  phone.  AT&T  and  Verizon 
hype  new  services,  Apple's  TV  is  coming  soon, 
and  Intel,  Cisco  and  myriad  other  giants  are 
in  frenzied  pursuit.  So  by  now  it  should  be 
a  snap  to  turn  my  PC  into  a  TV  with  all  the 
fixings:  digital  cable,  personal  video  recorder, 
high-definition  picture. 

In  reality,  however,  it  turns  out  to  be 
painful  and  difficult.  After  a  relentless 
search  online  and  game  efforts  involving 
five  different  pieces  of  gear,  only  one 
device  emerged  that  worked  really  well: 
Sling  Media's  Slingbox — and  even  that  one 
was  fraught  with  complications. 

Most  tech  vendors  are  working  on 
hardware  that  mainly  ships  the  content 
along  a  one-way  road — from  your  PC  to 
the  TV  screen.  Netgear  has  unwrapped  a 
cable  box  that  will  take  video  or  audio  files 
from  a  home  PC  and  show  them  on 
another  screen  in  a  home  network.  Apple's 
planned  debut  in  March  aims  to  turn  a  TV 
into  a  second  computer  screen  to  play 
downloaded  iTunes  files. 

But  my  desire  runs  in  the  opposite 
direction:  I  want  to  zap  Grey's  Anatomy 
and  CSI:  Miami  from  the  cable-box  video 
recorder  in  my  living  room  to  the  PC  in 
my  bedroom.  To  distract  myself  from  the 
onus  and  drudgery  of  climbing  on  my 
gleaming  new  cross-trainer  in  the  bed- 
room to  work  out  each  morning,  a  little 
TV  would  be  nice.  Rather  than  buy  a  new 
TV  set  and  rent  an  extra  cable  box,  why 
not  just  pipe  in  the  TV  signal  to  the  sleek, 
flat  15-inch  PC  screen  that  already  occu- 
pies a  nearby  desk? 

Answer:  Because  pulling  this  off  is 
all  but  impossible  unless  you  are  the 
geekiest  of  tech  geeks.  Enter  my  mission- 
critical  consultants:  my  in-laws  (he's  a 
research  librarian,  she  was  a  database 


architect)  and  their  offspring,  my  hus- 
band. The  solutions  we  cobbled  together 
were  rife  with  flaws — wireless  interfer- 
a  lack  of  hi-def  compatibility 


ence, 


despite  the  rise  of  HDTV — and  required 
far  too  much  time  rooting  through  the 
TV  cabinet  with  a  flashlight.  Unless  you 
simply  can't  bear  it,  wait  for  a  next  gen- 


eration before,  um,  trying  this  at  home. 

We  found  two  types  of  fixes:  devices 
that  sweep  the  fare  from  your  DVR  and 
load  it  onto  the  Internet,  letting  you  access 
it  anywhere;  and  other  gadgets  that  use  a 
wireless  transmitter  to  capture  DVR  output 
and  beam  it  to  a  nearby  computer. 

In  the  first  approach,  the  Slingbox  Pro 


Best  in  show: 
The  funky-looking 
Slingbox  zaps  TV 
dramas  to  your 
computer. 
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($250)  performed  best;  for  high-def  sig- 
nals an  extra  $50  cable  is  required.  The 
Slingbox  is  a  funky  red  contraption  inside 
a  clear  plastic  housing.  Installation  is  easy: 
You  clip  the  infrared  cable  so  it  dangles 
before  the  infrared  sensor  on  your  cable 
box,  which  in  my  case  doubles  as  a  DVR. 
The  bits  at  the  end  of  the  cable  shoot  sig- 
nals into  the  cable  box  "eye,"  letting  Sling- 
box essentially  work  like  a  remote-control 
device. 

Now  we  had  to  get  the  signal  from  the 
DVR  in  the  living  room  to  the  Wi-Fi 
router  in  the  bedroom.  If  the  DVR  and 
router  are  adjacent,  a  simple  Ethernet 
cable  can  link  them,  but  we  needed  to 
send  the  signal  through  the  electric  wiring 
in  our  walls.  Sling  Media  sells  an  $80  set 
of  power-line  networking  devices  to  do 
this.  Then  the  signal  travels  through 
midair  from  the  Wi-Fi  router  to  the  PC  a 
few  feet  away. 

The  PC,  loaded  with  Sling  software, 
can  control  the  DVR  in  the  living  room 
with  a  well-designed  user  interface  that 
includes  an  onscreen  simulacrum  of  the 
DVRs  remote  control;  click  on  the  appro- 
priate button  and  the  DVR  responds. 

We  got  it  running  in  less  than  two 
hours.  Sling  Media  includes  all  the  cables 
you  need,  with  fancy  gold  ends;  other 


Poor  reception:  These  gizmos  turn  your  PC 
into  a  TV.  But  you're  better  off  buying  a  TV. 


devices  come  with  cheapo  connectors  or 
fail  to  include  any  at  all. 

Sony  should  be  great  at  this  stuff,  so 
with  high  hopes  we  looked  to  its  Loca- 
tionFree  ($250),  which  promises  Slingbox 
power  without  the  clutter  of  cables— just  a 
slender,  vertical  box.  The  LocationFree 
has  a  built-in  wireless  transmitter  that 
talks  to  up  to  eight  PCs  (or  a  Sony  PlaySta- 
tion Portable)  running  its  software. 

Yet  the  Sony  box  is  a  hassle  to  install, 
and  the  software  doesn't  let  me  fulfill  my 
original  quest:  to  record  TV  onto  my 
PC.  Nor  does  the  LocationFree  play 
nicely  with  others.  In  fact,  we  couldn't 
get  it  to  work  at  all.  A  replacement 


from  Sony  didn't  work,  either. 

Undaunted,  we  tried  the  second 
approach,  aiming  to  zap  DVR-stored 
shows  wirelessly  to  the  computer.  This 
requires  you  to  attach  a  TV  tuner  to  your 
PC  so  it  can  receive  a  TV  signal.  You  also 
need  to  install  software  on  the  computer 
to  empower  it  to  record  and  play  TV.  We 
started  with  a  system  my  in-laws  use — the 
X10  wireless  audio-video  sender. 

But  we  could  barely  get  a  signal.  Instead, 
a  buzzing  sound  and  streaking  picture 
marred  the  PC  screen  and  spontaneously  van- 
ished every  few  minutes.  The  X 10  has  an  in- 
frared extender  that  controls  the  DVR  the  way 
a  remote  control  would,  but  I  couldn't  get  this 
cable  to  work  properly.  Worse,  the  X 10  uses 
the  2.4-gigahertz  frequency,  interfering  with 
many  cordless  phones. 

The  best  TV  tuner  I  found  was  the 
Diamond  Xtreme  from  Best  Data  Prod- 
ucts ($130).  It  attached  easily  to  my  PC  via 
USB  2.0  and  came  with  powerful  ArcSoft 
Total  Media  software,  which  worked  well 
for  virtual  DVR  recording.  A  tuner  from 
KWorld  Computer,  the  TVBox  1440  ($60), 
was  especially  easy  to  use. 

Even  then  you're  better  off  skipping 
the  high-tech  struggle  and  simply  buying 
that  second  TV  for  the  bedroom.  For  now, 
shelve  those  screen  dreams.  F 
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The  How-To 

The  task  was  to  watch 
shows  recorded  via  a 
cable  box  in  the  living 
room  on  a  PC  screen  in 
the  bedroom.  How  do 
you  connect  the  two? 
The  rooms  were  too  far 
apart  to  wire  them 
directly.  We  tried  using  a 
wireless  transmitter  to 
beam  the  signal  to  a  TV 
tuner  attached  to  the 
computer.  That  didn't 
work  so  well.  The  other 
method  involved  turning 
our  home's  electrical 
wiring  into  a  conduit  for 
the  TV  signal.  This 
method,  using  the  Sling- 
box, worked  better  and 
let  us  watch  in  high  del 


88      FORBES  MARCH 


we 


ENABLE 


visibility -and 


PROTECT 


against  risks 


ay  we  are  living  in  the  "Any  Era,"  where  the  world  demands 
ability  to  work  securely  anytime,  anywhere,  from  any  device, 
n  networks  to  applications,  transactions  to  identities,  VeriSign 
lligent  infrastructure  enables  and  protects  leading  enterprises 
ind  the  globe.  To  learn  more,  visit  www.enableandprotect.com. 


'  Verisign.  Ine  All  rights  reserved.  VeriSign,  the  VeriSign  logo,  the  checkmark  circle,  .ind  other 
wks.  service  marks,  and  designs  are  registered  or  unregistered  trademarks  of  VeriSign,  Inc.,  and  Its 

lanes  in  the  United  States  and  foreign  countrios.  • 'THX^g^j  ■ -T  .  •  - 


so  the  world  can 

LOOK 
AHEAD 


Special  Advertising  Section 


Puttin 


Perspective 


It  has  been  ten  years  since  Tig 
Woods  played  in  his  first  PQ 
TOUR  event  as  a  professions 
and  that  scarcely  seems  possibl 
Neither  has  all  he's  accomplish^ 
in  the  years  that  followed. 


Coming  off  an  amateur  career  that  saw 
him  win,  among  other  things,  three 
straight  U.S.  Junior  Championships  (a 
first),  three  consecutive  U.S.  Amateurs  (another 
first)  and  an  NCAA  individual  championship. 
Woods  seemed  destined  for  success  on  the 
PGA  TOUR,  and  quite  probably  a  level  of 
greatness  known  by  only  a  precious  few.  Then 
there  is  the  matter  of  his  celebrity,  which  is 
probably  unmatched  in  golf  history. 

Woods  won  twice  in  eight  starts  his  first 
year,  and  then,  in  what  CBS's  Jim  Nantz 
memorably  described  as  a  "win  for  the  ages," 
won  his  first  professional  major  at  the  1997 
Masters  Tournament.  Never  was  there  a 
more  historically  appropriate  victory. 

Tiger  Woods  clinches  a  victory  at  the  1997  Masters 


As  an  amateur,  Woods  played  a  practice 
round  at  Augusta  National  with  Jack 
Nicklaus  and  Arnold  Palmer.  Later, 
Nicklaus  memorably  predicted  that  Woods 
would  win  more  green  jackets  than  the  two 
great  champions  combined.  That  figure 
would  be  ten. To  date,  Woods  has  won  four. 
Don't  bet  against  him. 

In  2000,  Woods  won  nine  tournaments, 
most  significantly  the  U.S.  and  British  Opens 
and  the  PGA  Championship. The  wins  made 
him  the  fifth  player  to  complete  the  career 
Grand    Slam,   along   with    Ben  Hogan, 
Nicklaus,  Gary  Player  and  Gene  Sarazen.The 
following  April  he  won  the  Masters,  becoming 
the  only  player  in  history  to  hold  the  trophies 
for  all  four  modern  or  professional 
major  championships  at  once,  and 
thereby  completing  the  "Tiger  Slam." 

Nicklaus,  the  player  to  whom  Woods 
is  most  often  and  microscopically 
compared,  always  maintained  that  the 
true  measure  of  a  champion  is  not  the 
money  or  the  total  victories,  but  rather 
his  or  her  success  in  the  major  champ- 
ionships. Coming  into  the  2007  season, 
Woods  has  won  12  professional  majors, 
second  only  to  Nicklaus's  18.  Woods's 
total  includes  his  four  Masters,  two 
U.S.  Opens,  three  British  Opens  and 
three  PGA  Championships.  For  the 
record,  he  entered  the  season  with  54 
TOUR  victories,  the  fifth-highest  total 
in  TOUR  history. 

What  many  people  who  follow  the 
game  closely  find  so  remarkable  about 
JB      Woods  is  not  his  record  or  the  seeming 
)H      lack  of  any  real  weaknesses  in  his 
game,  but  rather  that,  following  his 
remarkable  2000  season,  he  had  the 
confidence  and  even  the  audacity  to 
8t$PS     undertake  a  significant  swing  change 
as  part  of  his  relentless  pursuit  of 


Tiger  Woods  and  former  President  Bill 
Clinton  at  the  dedication  of  the  Tiger  Woods 
Learning  Center  in  February  2006. 

improvement  and  perfection.  No  other  gre 
player  had  ever  dared  such  a  risky  mid-couu 
correction  in  the  midst  of  such  a  successful  ru 

While  he  was  dominating  the  game,  1 
Tiger  Woods  Foundation,  which  he  creatj 
with  his  late  father  Earl,  has  reached 
estimated  10  million  youngsters  and  givi 
out  $30  million  since  its  inception  a  deca* 
ago.  An  estimated  5,000  kids  will  p; 
through  the  new  Tiger  Woods  Learnin 
Center  this  year.  For  his  efforts,  Tiger  won  tl 
Charlie  Barlett  Award,  presented  by  the  Gc 
Writers  Association  of  America,  for  unselfi 
contributions  to  the  betterment  of  society. 

Still,  for  all  this,  the  reason  Tiger  Woo 
matters  so  much  to  the  game  is  that  1 
absorbed  the  paradigm  of  sportsmanship 
epitomized  by  Nicklaus  and  has  displayed 
throughout  his  career.  When  kids  look 
Woods  today,  the  most  important  lesson  th< 
can  learn  is  how  to  conduct  themselves  boi 
on  and  off  the  course. 

And  that  is  the  stuff  of  true  greatness. 
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Canon  products.  For  performance  you  can  always  count  on.  While  it  may  not  seem 
obvious,  there's  actually  an  important  connection  between  PGA  TOUR  players  and  Canon  office  solutions. 
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MEDICAL  DEVICES 


Battle  Scarred 

When  Rochester  Medical  couldn't  get  contracts  with  hospitals,  Anthony  Conway 
had  to  keep  his  company  alive  |  By  Emily  Lambert 


I  IKE  MANY  ENTRE- 
preneurs  with  a  good  medical 
product,  Anthony  (Jim)  Con- 
way, 62,  couldn't  make  a  go  of  it. 
Hed  spent  eight  years  develop- 
ing a  special  kind  of  Foley  cath- 
eter— a  flexible  tube  inserted 
into  the  bladder  of  hospital 
patients  and  disabled  people  to 
drain  urine — that  staved  off 
inevitable  infections.  His  tiny 
Rochester  Medical  Corp.  of 
Stewartville,  Minn,  had  created 
a  device  that,  much  like  a 
medicated  stent,  delivered  a 
30-day  infection-fighting  anti- 
bacterial agent. 

So  why  weren't  hospitals 
buying  it?  Not  because  of  gov- 
ernment intransigence:  The 
catheter  received  approval  from 
the  Food  &  Drug  Administra- 
tion in  1998.  It  seems,  accord- 
ing to  a  lawsuit  later  filed  by 
Rochester,  that  Conway's  bigger 
competitors  may  have  been  col- 
luding in  order  to  lock  him  out 


"From  many  clinicians  we'd  hear, 
'Wow'":  Conway's  catheter,  years 
in  the  making,  had  gotten  the 
okay  from  the  FDA  but  still 
couldn't  generate  sales. 


Does  your  bank  think  small  about  your  small  business? 

four  business  deserves  better  And  Capital  One  delivers  with  No  Hassle"''  business  loans,  lines  of  credit,  credit  cards,  plus 
i  little  something  we  like  to  call  respect.  To  find  out  how  we  can  help  your  business  or  for  more  information,  visit  us  at 


lapitalone.com/smallbusmess.  What's  in  your  wallet?® 
)ffer  intended  (or  qualified  applicants  only.  ©2007  Capital  One  Services  Inc. 
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of  the  market.  He  declines  to  talk  about  it, 
citing  nondisclosure  agreements  with 
those  who  have  settled  and  ongoing  cases 
against  other  parties. 

Though  he  had  no  medical  training, 
Conway  had  long  been  a  tinkerer.  While 
developing  software  at  IBM  he  drifted  to 
the  incontinence  business  after  an  older 
brother,  who  ran  a  urology  device  com- 
pany, suggested  there  was  money  to  be 
made  in  latex  catheters  free  of  pinhole 
leaks.  So  in  1979  Jim  and  a  younger 
brother,  Philip,  cofounded  Arcon,  con- 
ducting their  experiments  in  Jims  kitchen, 
where  they  filled  jars,  glasses  and  pails 
with  liquid  latex,  then  cured  the  rubber  in 
his  oven.  They  sold  Arcon,  and  in  1988, 
after  reports  of  serious  latex  allergy  reac- 
tions, they  launched  Rochester  Medical  to 
develop  catheters  made  of  other  materials. 
The  company  went  public  in  1991,  raising 
$1.5  million  (and  a  total  $40  million  in  a 
handful  of  offerings  since).  Conway  spent 
the  next  decade  working  on  three  kinds  of 
silicone  catheters  for  home  and  hospital 
use.  Struggling  to  get  distributors  to  take  a 
chance  on  Rochester,  they  set  up  private- 
label  deals  with  better-known  names. 

Conway  toiled  away  at  perfecting  his 
drug-coated  Foley.  In  1998,  the  year  of  FDA 
approval,  a  study  at  the  Johns  Hopkins 
Burn  Center  showed  infection  rates  fell 
70%  when  doctors  switched  from  using 
uncoated  latex  catheters  to  Rochester's  new 
device.  Elated,  Conway  beefed  up  his  sales 
team  at  hospitals.  "From  many  clinicians 
wed  hear,  "Wow,"'  he  says. 

But  Rochester  couldn't  get  traction. 
Standing  in  the  way  were  middlemen  firms 
that  negotiate  contracts  between  medical 
device  makers  and  hospitals.  The  biggest  of 
these  outfits,  Premier  and  Novation,  had 
deals  with  catheter  king  C.R.  Bard  (Tyco 
had  one  with  Premier).  Rochester  couldn't 
cut  a  deal  with  either  middleman. 

Gradually  Conway's  suspicions  grew. 
In  a  suit  filed  in  2004  Rochester  accused 
C.R.  Bard  and  Tyco  of  creating  a  monop- 
oly in  catheters  and  Premier  and  Novation 
of  enabling  it.  It  further  charged  the 
companies  with  spreading  false  rumors 
about  Rochester  products  and  pressuring 
hospitals  into  canceling  contracts  with 
Rochester.  Among  the  evidence:  alleged 


deliberate  efforts  to  discredit  the  catheter's 
antimicrobial  agent  as  an  "antibiotic" — an 
important  distinction  because  it  created 
the  mistaken  impression  that  Rochester's 
device  could  breed  superbugs.  As  evi- 
dence, it  cited  an  article  published  in  Infec- 
tion Control  Today,  as  well  as  a  letter  from 
a  Bard  manager  to  a  hospital  and  a  post- 
ing by  Premier  on  its  Web  site.  Conway 


By  the  Numbers 


Lost  Continence 

The  number 
of  Americans  who  die  each 
year  from  health-care- 
associated  infections. 


The  percentage 


of  hospital  infections  caused 
by  catheters. 


The  annual  cost  of  U.S. 
hospital  infections. 


The  number  of  urological 
catheters  sold  in  the  U.S. 
last  year. 

Sources:  CDC;  Committee  to  Reduce 
Infection  Deaths;  Kalorama  Information. 

started  believing  that  when  his  salespeople 
called  at  hospitals,  Premier  or  Novation 
might  be  tipping  off  C.R.  Bard  to  make  a 
follow-up  visit  (all  parties  deny  this). 
Without  a  group  purchasing  contract, 
Rochester  was  effectively  shut  out  of  3,900 
U.S.  hospitals— 80%  of  the  total. 

To  survive,  Conway  had  two  ways  to 
go:  sell  catheters  overseas  or  focus  on 
other  products  at  home.  Trouble  was, 
Conway  didn't  have  marketing  means  to 
push  his  other  promising  new  device, 
FemSoft,  a  disposable  silicone  insert  to 
prevent  incontinence  in  women;  FemSoft 
had  to  be  shelved.  Rochester  turned  to 
catheter  sales  in  Europe,  mostly  private 
label,  which  were  declining  rapidly.  To 
stanch  the  leak,  Conway  got  hold  of  client 


lists  from  ConvaTec,  a  unit  of  Bristol 
Myers  Squibb  that  dumped  much  of  its 
incontinence  business;  Conway  spent  nine 
months  tracking  down  hundreds  of  cus- 
tomers. But  after  a  decent  2001  private- 
label  sales  inched  ahead  only  5%  in  2002. 

To  get  more  catheter  business  in  the 
U.S.  Rochester  had  to  focus  on  home  care 
patients,  since  it  was  virtually  locked  out 
of  hospitals.  Conway  spent  his  meager 
marketing  budget  on  ads  in  publications 
like  Wheels  and  Spokes,  for  wheelchair- 
bound  people.  His  sales  staff  made  cold 
calls  to  distributors  and  rehab  hospitals 
whose  nurses  introduced  patients  to  home 
care  products.  Each  patient  represented  just 
a  few  hundred  dollars  of  business  annually 
but  it  drove  sales,  which  increased  123% 
between  2001  and  2002. 

Meantime,  Conway  kept  trying  to 
crack  hospital  accounts.  "He  doesn't  let  go 
of  anything,"  says  Philip  Conway,  who 
recalls  that  when  Jim  used  to  hunt,  "He 
would  get  on  a  fox  track  and  literally  track 
it  all  day.  And  some  of  those  days  were 
below  zero."  Rochester  set  up  booths  at 
conventions  and  product  shows  for  nurses 
and  doctors,  lugging  in  samples,  banners 
and  a  glass  display  case.  It  picked  up  a 
handful  of  hospitals  that  didn't  rely  on 
companies  like  Novation  to  make  pur- 
chasing decisions. 

Exasperated,  Conway  hired  litigator 
Mark  Lanier  (who  would  soon  win  a 
$253  million  Vioxx  judgment  against 
Merck)  and  in  March  2004  sued  Premier, 
Novation,  C.R.  Bard  and  Tyco  in  the  plain- 
tiff-friendly jurisdiction  of  Texarkana,  Ark. 
Despite  the  case,  Rochester  still  pursued  a 
contract  with  Premier.  In  November  2006 
the  deal  came  through,  opening  a  potential 
1,500  hospitals  to  Conway's  Foley  device. 

Even  better  news  tumbled  out  just 
weeks  later.  Without  admitting  wrong- 
doing, Premier  and  C.R.  Bard  agreed  to 
settle  for  a  combined  $58  million.  The  suit 
against  Novation  and  Tyco  remains  active. 
They  deny  wrongdoing.  "Any  adversity 
that's  shared  pulls  people  together,"  says 
Conway.  "And  I  think  success  does  the 
same  thing."  While  Rochester  netted 
$2  million  on  $22  million  in  fiscal  2006, 
ended  Sept.  30,  most  of  that  success  lies  in 
the  future.  F 
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MOTHER  OF  INVENTION 

Jody  Williams  creates  clothes  for  sick  babies 
who  come  with  feeding  tubes  and  other  gear 
attached.  The  tots  aren't  the  only  ones  who 
need  a  lifeline  |  By  Chana  R.  Schoenberger 


j 


Bringing 


ODY  WILLIAMS,  A  FORMER  FOSTER  MOTHER  TO  SICK 
babies,  got  the  idea  for  a  line  of  clothes  for  infants  with 
health  problems  when  a  hungry  baby  in  her  care  yanked 
feeding  tube  out  of  his  nose.  After  staying  up  all  night  with  the 
wailing  Jarod,  Williams  sat  down  at 
a  sewing  machine 
and  quickly  cre- 
ated a  tiny  one- 
piece  swaddling 
garment  with  only 
one  opening  near 
the  diaper.  Meal- 
times for  the  tot, 
who  suffered  from  a 
swallowing  disorder 
and  other  problems, 
were  a  breeze  for  the 
six    months  Jarod 
remained  in  Williams' 
care  in  Honolulu.  Mar- 
keting the  outfit  he 
inspired  has  been  a 
much  bigger  challenge. 

Williams,   40,  has 
spent  four  years  and 
$35,000  nurturing  Bundie  - 
baby,  a  fledgling  business 
based  on  an  updated  ver- 
sion of  that  first  outfit  for  in- 
fants and  small  children.  The 
item  has  pockets  and  ties  to 
accommodate  feeding  tubes, 
ostomy  bags,  IVs  and  monitor 
leads.  With  500,000  premature 
births  last  year,  a  30%  in- 
crease since  1981,  there  are 
plenty  of  potential  customers 

who  are  often  attached  to  life-sustaining  equipment  for  months. 

Getting  her  product  to  them  is  difficult.  Williams,  a  stay-at- 
home  mom  who  now  lives  in  Columbia,  Md.,  stopped  taking  in 
foster  kids  so  she  could  try  to  get  Bundiebaby  off  the  ground.  She 
has  received  a  lot  of  encouragement,  including  an  entrepreneur- 
ial award  and  $5,000  from  ABC's  Good  Morning  America  in  2005. 
But  an  unsophisticated  approach  to  market  research  and  market- 
ing— cold-calling  hospitals  and  asking  foster-mom  friends  for 
product  feedback — has  wasted  time  and  money.  Sure,  Williams 


Nurturing  a  business:  Jody  Williams  with  a  Bundie-clad  tot. 


learned  it  would  be  helpful  to  add  a  pocket  with  a  dis- 
posable pad  to  her  Bundies  after  another  foster  mother 
griped  at  a  dinner  party  that  her  baby's  feeding  tube 
leaked.  Another  mentioned  that  some  medications 
make  babies  sensitive  to  metal,  prompting  Williams  to 
change  her  snaps  to  plastic. 

But  to  date  Williams  has  sold  only  100  Bundies 
through  her  Web  site  and  three  hospital  gift  shops, 
which  buy  Bundies  from  her  for  $22  each.  It  has  been  tough  for 
her  to  secure  big  orders  from  hospitals  because 
d  a     her  cold  calls  to  doc-  —  ■  _ 

Up  Bundiebaby 

tors  and  nurses  at  70 
medical  centers  often  don't  get  passed  on 
to  their  purchasing  departments.  And 
although  Williams  would  like  to  sell  the 
outfits  to  individual  parents,  she  has  real- 
ized the  $40  retail  price  is  off-putting  to 
financially  strapped  families.  Williams 
listed  a  Bundie  on  Ebay  recently  to 
check  interest.  It  got  120  hits,  but  only 
one  bidder  ended  up  buying  a  full- 
priced  Bundie.  "I'm  wondering  if  it's 
people  wanting  products  to  be  covered 
by  their  health  insurance,  and  that's  a 
bunch  of  red  tape,"  Williams  says. 
Lowering  the  retail  price  from 
f    $40  to  $30,  which  she  plans  to  do 
shortly,  may  help  move  units. 
Williams  is  also  getting  savvier 
about  marketing.  She  recently 
B   traveled  to  four  trade  shows, 
where  she  persuaded  two  med- 
ical-supply distributors  to  feature 
Bundies  in  upcoming  catalogs. 
Expanded  offerings  may  also 
give  her  business  a  boost. 
Williams  just  created  $20  kid- 
die kimonos  and  an  $8  bunny 
with  a  feeding  port — a  good 
add-on  to  her  basic  item. 
At  this  rate  it  will  be  a  while 
before  Bundiebaby  is  a  moneymaker.  Williams  pays  her  manu- 
facturer, T-Gear  in  Allentown,  Pa.,  $10  per  outfit,  plus  26  cents 
for  labels.  Williams'  gross  profit:  $12  per  garment.  These  chal- 
lenges can  make  taking  care  of  a  sick  kid  seem  easy.  When 
Williams  gets  bogged  down  in  the  nitty-gritty  of  starting  a  busi- 
ness from  scratch,  she  looks  at  Jarod's  old  outfit,  pinned  to  her 
sewing-room  wall.  Seeing  it,  says  Williams,  reminds  her  that  "my 
goal  is  near  and  dear  to  my  heart."  Jarod,  who  no  longer  has  a 
feeding  tube,  is  living  with  his  mother.  F 
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"Trend  Micro  takes  over  as  top  security  vendor."* 

CIO  Insight  Survey,  Dec.  2006.  Nearly  850  IT  Professionals  ranked  Trend  Micro  #1  in  Security  with  the 
highest  marks  for  Reliability,  Increasing  Customer's  Revenues,  Lowering  IT  Costs,  and  Solving  Business  Problems. 
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Sipping  wine  at  sunset  atop  a  six-story  yacht  moored  along  the  shores  of  St.  Tropez  is  just  one  wa 
you  celebrate  your  third  Benetti-built  vessel.  You  can  spend  the  evening  indulging  in  a  novel  fror 
your  yacht's  private  library.  Or  savor  gourmet  cuisine  in  an  ornate  dining  room  that  invites  the  coc 
ocean  breezes  instantly  via  remote-controlled  sliding  glass  doors  Whatever  your  pleasure,  Italy 
Benetti  Yachts  embraces  private  yacht  ownership,  offering  the  ultimate  in  luxury. 


Benetti  yachts  are  dis- 
tinct and  steeped  in 
rich  tradition  —  the 
name  itself  has  become 
an  icon  among  yacht 
owners.  Founded  in  1 873,  the  com- 
pany has  become  the  world  leader 
in  the  superyacht  market  after 
more  than  100  years,  and  it  is  still 
growing  at  a  fast  pace. 
"We  are  the  leading  builders  of 


motor  yachts  in  Europe  and  the 
world's  leading  builder  of  mega- 
yachts,"  says  Dott.  Paolo  Vitelli, 
chief  executive  officer  and  presi- 
dent, Azimut-Benetti  S.p.A.  Vitelli's 
remarks  are  proven  by  an  order 
book  that  boasts  nine  years  of 
industry-wide  growth. 

Vitelli's  statements  are  also  sup- 
ported by  the  company's  success 
among  the  world's  most  exclusive 


clientele.  Prospective  and  pas 
Benetti  owners  delight  in  the  com 
pany's  consistent  offering  of  vessel 
that  reflect  a  build  for  every  taste 
a  design  for  every  desire  an' 
extraordinary  craftsmanship. 

Benetti  recently  made  world 
wide  headlines  by  announcing  it 
alliance  with  Fincantieri,  an  Italia: 
builder  that  produces  cruise  ships 
merchant  ships  and  naval  vessel! 
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www.beneitiyachts-fs 


Call:  877.234.CHUB 
www.chu 


The  extraordinary  yachts  built  by 
Benetti  exemplify  the  passion  of 
private  yachting.  From  inception  to 
completion,  a  Benetti  yacht  sym- 
bolizes perfection  in  a  megayacht, 
and  ownership  brings  with  it  a  leg- 
endary pedigree.  Explore  the  world 
of  Benetti  Yachts  by  visiting  their 
beautiful  Web  site: 
www.benettiya;.   is Jt 


The  Indian  Empress,  a  311.68-foot  Oceanco  motoryacht,  is  available  for  charter  in  the  Mediterranean 
during  the  summer  months.  This  outstanding  vessel  combines  luxurious  living  with  impressive  maximum 
speeds.  Contact  The  Nigel  Burgess  Group  for  additional  information. 


in  eight  shipyards.  The  alliance  is 
in  direct  response  to  the  demand 
for  yachts  greater  than  230  feet 
(70  meters),  according  to  Vitelli. 

Reflecting  each  owner's  personal 
demands,  Benetti's  team  of  design- 
ers transcends  an  owner's  expecta- 
tions with  each  class  of  vessel: 
Legend,  Tradition,  Classic  (compos- 
ite) and  Vision  (steel-built). 

To  inquire  about  Benetti  Yachts, 
contact  Mark  Cavendish, 
Benetti,  Via  Coppino,  104 
55049  Viareggio  (LU),  Italy 
Tel  +39  0584  3821 
(Fax  +39  0584  396  232) 
sales@benettiyachts.it 
www.  benettiyachts.  it 

THE  NIGEL  BURGESS  GROUP 
BIG  YACHTS:  BIG  BUSINESS 

Over  the  past  32  years,  the  Nigel 
Burgess  Group  has  also  built  an 
international  reputation  for  highly 
personalized  service  and  market 
knowledge.  The  company's  unique 
focus  on  yachts  of  over  130  feet 
(40  meters)  offers  unrivaled  special- 
ist expertise  in  every  aspect  of 


The  superyacht  industry 
is  in  overdrive,  with  a 
record  number  of 
large  yachts  under 
construction  and 
available  for  charter. 


superyachts:  sale  and  purchase, 
new  construction,  operational  man- 
agement and  charter. 

Increased  activity  in  the  North 
American  large  yacht  market  in 
recent  years  has  made  Nige 
Burgess  the  first  international 
superyacht  brokerage  to  open  ar 
office  in  the  heart  of  Manhattan. 
The  addition  of  a  New  York 
base  has  underlined  the  company's 
service  commitment  to  its  American 
clientele  and  reinforces  its  global  cov- 
erage. Other  Nigel  Burgess  offices 
are  located  in  London,  Monte  Carlo. 
Miami,  Seattle,  Moscow,  Athens  anc 
Palma  de  Mallorca. 
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The  superyacht  industry  is  in 
/erdrive,  with  a  record  number  of 
rge  yachts  under  construction  and 
mailable  for  charter.  Nigel  Burgess 
so  offers  a  wide  range  of  new 
mstruction  projects  in  shipyards 

over  the  world,  ranging  in  length 
om  130  feet  to  over  650  feet. 

The  company's  impressive  sales 
iclude  megayachts:  Air,  sold  in 
306  and  renamed  Ice,  LOA  (length 
ver  all):  295.28  feet;  and  Al 
lirqab,  sold  in  2006  and  renamed 
tdian  Princess,  now  available  for 
iarter,LOA:  311.69  feet. 
An  equally  impressive  charter 
epartment  continues  to  represent  a 
umber  of  stunning  charter  yachts, 
ach  as  the  stylish  Noble  House, 
OA:  173.60  feet,  and  new  super- 
achts  such  as  the  Lady  Sheridan, 


LOA:  190  feet;  Nero,  LOA:  295.61 
feet;  and  Secret,  LOA:  279  feet. 

For  further  information  on 
building,  purchasing  or  chartering 
a  superyacht,  contact: 
Nigel  Burgess  Inc. 
3  East  63rd  Street 
New  York,  NY  10021 
Tel:  212-223-0410 
email:  newyork@nigelburgess.com 

CHUB  CAY 

EVERYTHING  YOU  LOVE 

The  world's  megayachts  have  a 
new  home  in  the  Caribbean.  Chub 
Cay's  18-foot-tall  leaping  marlin 
statue  beckons  vessels  into  a  splen- 
did new  private  island  paradise 
and  marina  in  the  Bahamas'  Berry 
Islands.  Surrounded  by  turquoise 


waters  and  lush  tropical  greenery, 
the  master  plan  consists  of  luxury 
villas,  a  20,000-square-foot  club- 
house and  a  paved  airstrip. 

Experience  Chub  Cay's 
private  island  paradise 
by  visiting  the  Web  site  at: 
www.chubcay.com 
or  call  today  for  further  infortnation: 
877.234.CHUB 


Benetti  Yachts 

www.benettiyachts.it 

Chub  Cay 

www.chubcay.com 

Nigel  Burgess 

www.nigeiburgess.com 
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IDON  MONACO 


A/hat  separates  high  performers  from  lesser  competitors 
sn't  just  talent.  It's  the  way  they  fuse  their  capability  and 
nindset.  It's  what  we  call  performance  anatomy  and  it's 
)ne  key  finding  from  our  groundbreaking  research  into  the 
vorld's  most  successful  companies.  For  an  in-depth  look 
it  our  study  of  and  experience  with  high  performers,  visit 
iccenture.com/research 

Consulting  •  Technology  •  Outsourcing 


> 

accenture 

High  performance.  Delivered. 


 WILD  WEALTH 

Edited  By  Luisa  Kroll  and  Allison  Fass 

IT  HAS  BEEN  A  BUSY  YEAR  IN  THE  FORTUNE-HUNTING  BUSINESS. 
Strong  equity  markets  combined  with  rising  real  estate  values 
and  commodity  prices  pushed  up  fortunes  from  Mumbai  to 
Madrid.  FORBES  pinned  down  946  billionaires,  including  178 
newcomers  and  17  people  who  climbed  back  into  the  ranks  after 
being  absent  for  a  year  or  more.  Two-thirds  of  last  year's  billion- 
aires are  richer.  Only  17%  are  poorer,  including  32  who  fell 
below  the  billion-dollar  mark.  The  billionaires'  combined  net 
worth  climbed  by  $900  billion  to  $3.5  trillion.  That  equates  to 
$3.6  billion  apiece. 

The  average  billionaire  is  62  years  old,  two  years  younger  than 
in  2005.  This  year's  new  billionaires  are  seven  years  younger  than 
that.  Of  list  members'  fortunes,  60%  made  theirs  from  scratch. 
Another  168  are  actively  building  on  inheritances,  such  as  Lakshmi 
Mittal,  who  has  added  $30  billion  to  his  fortune  since  he  first 
appeared  on  the  list  in  1996. 

All  our  numbers  are  based  on  a  snapshot  of  balance  sheets  taken 
on  Feb.  9,  the  day  we  locked  in  stock  prices  and  exchange  rates.  So 
they  don't  reflect  the  volatility  that  shook  the  markets  three  weeks 

later.  Between  Feb.  9  and  Mar.  2 
the  world's  stocks,  as  measured  by 
the  Morgan  Stanley  All  Country 
World  Local  Index,  fell  by  3.7%. 
Some  fortunes  (those  based  on 
private  accumulations  of  real 
estate,  for  example)  didn't  feel  a 
blip.  But  some  suffered  severe 
damage.  One  big  loser  was  a 
Spaniard  whose  fortune  fell  30% 
in  four  days  (see  p.  120). 

Are  there  billionaires  we 
don't  know  about?  Surely,  yes. 
We  didn't  uncover  Ireland's 
Denis  O'Brien,  who  pocketed 
$800  million  in  a  junk  bond 
offering,  until  13  days  after  we'd 
locked  in  fortunes,  so  he  is  not 
reflected  in  the  rankings. 

For  an  enhanced  list  that 
includes  bios,  go  to  forbes.com/ 
billionaires. 
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William  Gates  HI  U.S.  S56  bil 
Microsoft's  visionary  retains  his 
title  as  the  world's  richest  man  for 
the  thirteenth  year.  He  plans  to 
step  down  from  an  executive  role 
at  the  company  next  year  and 
devote  more  time  to  giving  his — 
and  Warren  Buffett's— fortune 
away  to  charity. 


rren  Buffett  U.S.  S52  bil 


pite  committing  billions  to  philanthropy,  the 
cle  of  Omaha  remains  the  world's  second-richest 
i.  He's  up  S10  billion  in  the  past  12  months. 


>  9 


Carlos  Slim  Helu  Mexico  $49  bil  

His  telecom  fortune  grew  $19  billion  this  year, 
more  than.any  one-year  gain  this  past  decade. 


The  20  richest  people  in  the  world 
come  from  1 1  nations  and  are  worth 
a  combined  $537  billion.  Newcomers 
to  the  top  include  two  Indian 
brothers,  two  European  apparel 
retailers  and  a  Canadian 
publishing  magnate  who  inherited 
his  fortune  when  his  father 
died  last  year.  They  replace  Walton 
heirs  and  Michael  Dell. 
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Ellison  U.S. 
bil 

i  Oracle  chief  is 

5  billion  from  a 

go.  "Money  is 

method  of 

ig  score  now." 

r 

Stefan  Persson 
Sweden 

$18.4  bil 
Runs  hip  retailer 
Hennes  &  Mauritz, 
with  1,300-plus 
stores.  Entering 
Shanghai  2007. 


REPORTED  BY  Cristina  von  Zeppelin,  Chaniga 
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Richard  Desmond  has  built  a  British  publishing  empire 
by  playing  his  own  tune.  It  doesn't  play  quite  as  well 
in  the  U.S.,  but  give  him  time.  By  Tatiana  Serafin 

RICHARD  DESMOND  WILL  DO  ANYTHING  TO  DRUM  UP 
business.  When  he  launched  his  celebrity  magazine  OK! 
in  the  U.S.  19  months  ago,  he  paid  Jessica  Simpson,  then 
a  darling  of  rival  Us  Weekly,  an  undisclosed  fee  to  appear 
on  five  of  his  covers,  a  practice  scorned  in  the  U.S.  He 
ran  provocative  billboards  in  Times  Square  taunting  the  magazine 
category's  king:  "Avoid  Dull  People."  He  slashed  the  newsstand  price 
from  $3.29  to  $1.99,  and  then  to  25  cents  for  one  promotional  issue, 
riling  other  publishers. 

Such  bold  tactics  have  worked  brilliantly  for  Desmond  back 
home  in  London,  where  he  has  built  up  a  $1.3  billion  publishing 
fortune  that  includes  the  British  edition  of  OK',  the  nations  number 
one  celebrity  weekly.  But  getting  a  foothold  in  the  $  1  billion  (esti- 
mated revenues)  U.S.  market  for  celebrity  magazines  is  a  challenge. 
So  far  he  has  changed  publishers  three  times  and  his  design  once. 
In  single-copy  sales  of  330,000  (first  half  of  2006),  OK!  falls  far  short 
of  People  at  1.5  million  and  Us  Weekly  at  1  million.  Desmond,  55, 
has  poured  $83  million  into  the  so  far  unprofitable  venture.  "Any- 
one who  says  I  can't  do  it,  I'll  prove  the  bastards  wrong,"  he  says. 

There  is  a  basis  for  Desmond's  bravado.  He  has  successfully 
introduced  at  least  60  magazines.  His  London  holding  company, 
Northern  &  Shell,  which  includes  newspapers,  magazines  and  adult 
television  channels,  posted  sales  of  $920  million  in  2006,  up  9%  from 
the  previous  year.  Operating  income  (in  the  sense  of  earnings  before 
depreciation,  amortization  and  taxes)  was  a  handsome  $156  million, 
and  that  was  after  such  costs  as  the  rent  that  Desmond  personally 
collects  from  Northern  &  Shell  for  its  headquarters  space. 

Desmond  has  been  selling  himself  for  40  years.  His  father,  who 
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lost  his  hearing  after  contracting  a  disease  while  on  a  business 
trip  to  Nigeria,  brought  5-year-old  Desmond  along  with  him 
on  sales  calls  to  write  down  what  prospects  were  saying.  But 
his  father  gambled  away  most  of  his  money.  His  parents 
divorced  when  Desmond  was  10.  He  moved  into  a  garage 
apartment  with  his  mother,  who  went  to  work  as  a  secretary. 
At  age  14  he  quit  school  to  become  a  drummer.  "I  wanted 
money  and  self-esteem,  and  I  needed  something  to  get  me 
there  quick,"  he  recalls.  To  buy  his  own  drum  set,  Desmond 
worked  in  the  cloakroom  of  Manor  House,  a  popular  London 
music  venue  in  the  1960s. 

While  Desmond  became  a  decent  drummer — these  days 
he  plays  on  his  Ludwig  Vistalite  set  at  charity  events  with  his 
band,  RD  Crusaders — his  true  talent  was  in  sales.  At  age  15  he 
dressed  up  in  his  much  older  brother's  suit  to  land  a  job  sell- 
ing newspaper  classified  ads  over  the  phone;  he  was  hired  on 
the  spot.  Within  months  he  won  a  car  for  the  best  sales  figures 
but  then  was  forced  to  quit  before  his  age  was  discovered. 
Desmond  moved  on  to  selling  ads  for  Beatles  and  Rolling 
Stones  fan  magazines  and  then  opened  a  music  store  selling 
records  and  eventually  equipment. 


But  Desmond,  then  22,  had  bigger  ambitions.  Using  his 
music  world  connections  and  $60,000  from  an  investor,  he 
started  International  Musician.  Catering  more  to  musicians 
than  fans,  the  magazine  was  loaded  with  reviews  of  instru- 
ments and  equipment,  written  by  fellow  musicians.  Advertisers 
like  Yamaha  and  JVC  loved  it.  Desmond  used  the  same  formula 
to  create  as  many  as  30  specialty  publications  on  such  topics  as 
bicycles,  videos  and  stamps. 

Then  came  the  phone  call  that  changed  Desmond's 
course.  Penthouse  wanted  him  to  become  its  U.K.  licensee. 
Desmond  hesitated,  asking  his  then  girlfriend,  and  now  wife 
of  24  years,  what  she  thought.  "She  told  me  as  long  as  I  don't 
date  the  dollies  it  was  okay,"  recalls  Desmond.  He  signed  up 
and  ran  with  the  idea  the  same  way  he  had  with  his  hobby 
titles;  soon  he  was  selling  dozens  of  magazines  such  as  Asian 
Babes,  Posh  Housewives  and  Skinny  and  Wriggly. 

When  two  female  members  of  Parliament  attacked  the  sex- 
ist nature  of  his  lad  porn  business,  Desmond  found  an  oppor- 
tunity, launching  an  adult  title  catering  to  women.  Called  For 
Women,  the  magazine  sold  out  its  initial  print  run  of  60,000  in 
one  day,  and  600,000  copies  within  a  month.  Desmond  also 


The  world's  946  billionaires  are  citizens  of  53  different  nations.  But  their  distribution  is  far  from  equal. 

M  United  States     415  U  Hong  Kong  21  Mexico  10  Kazakhstan  5  Norway  4  Belgium  2  Czech  Republic 

U  Germany  55  » Brazil  20  South  Korea  10  Poland  5  Singapore  4  Colombia  2  Greece 

U  Russia              53       China  ^0  Israel  9  UAE  5  Austria  3  Cyprus  2  Monaco 

F  India  36  ^  Spain  20  Malaysia  9  Egypt  4  Chile  3  Denmark  2  Oman 

■  United  Kingdom   29  M  France   15  Sweden  8  Ireland  4  New  Zealand  3  Iceland  2  Portugal 

Turkey              25       Italy   13  Switzerland  8  Kuwait  4  Philippines  3  Indonesia  2  Romania 

Japan   24  Si  Saudi  Arabia  13  Taiwan  8  Lebanon  4  South  Africa  3  Venezuela  2  Serbia 

■  Canada             23  ■  Australia  12  Ukraine  7  Netherlands  4  Thailand  3  Argentina  1 
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With  its  pink  sand  beaches  and  turquoise  waters,  you'll  definitely  feel  the 
love  of  Bermuda.  This  island  paradise  is  less  than  two  hours  from  the  East 
Coast,  assuring  that  you  can  spend  more  time  with  the  ones  you  love  and 
less  time  getting  there. 

For  full  details,  and  to  book  tickets  and  reservations,  call  1-80OBERMUDA 
or  visit  www.bermudatourism.com. 
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dabbled  in  adult  television,  launching  soft-porn  channels  such 
as  Red  Hot  and  Television  X— The  Fantasy  Channel. 

A  tussle  with  his  distributor  in  1991  showed  Desmonds 
survival  skills.  When  the  distributor,  a  much  larger  company 
that  owned  one  of  Britain's  biggest  printing  plants,  backed  out 
of  their  contract  and  stopped  distribution  of  his  magazines, 
Desmond  took  his  business  directly  to  retailers  and  threat- 
ened to  sue.  The  parties  settled:  The  distributor  got 
Desmonds  hobby  titles;  Desmond  got  $119  million  in  cash 
and  kept  the  adult  magazines.  "I  suppose  I  should  have  been  a 
pussycat  and  rolled  over,"  says  Desmond,  "but  I  didn't." 

In  1993  Desmond  invested  $50  million  of  that  cash  into 
OK!,  his  first  mass-market  women's  magazine,  which  he 
believed  could  challenge  Hello!,  the  only  other  weekly  focused 
on  celebrities.  Desmond's  prime  subject  was  British  stars 
rather  than  the  European  royalty  that  Hello!  lived  off.  He 
called  in  favors  from  pals  like  Phil  Collins  and  Paul 
McCartney,  whom  he  knew  from  his  musician  days,  and  from 
newer  friends  like  movie  producer  Harvey  Weinstein.  The 
two,  both  big  supporters  of  Jewish  charities,  hit  it  off.  Wein- 
stein called  Britney  Spears  to  persuade  her  to  give  Desmond's 
U.K.  OK!  one  of  the  first  photos  of  her  and  her  first-born  son. 

When  he  needed  to,  Desmond  also  paid  big  money  for 
content.  Photographs  of  Michael  Jackson's  first  newborn  were 
delivered  to  OK!  offices  by  armored  car.  Catherine  Zeta- Jones 
and  Michael  Douglas  gave  OK!  the  exclusive  photos  for  their 
wedding  (and  when  Hello!  secretly  snapped  their  own,  the 
stars  and  OK!  won  a  suit). 

When  United  News  &  Media  was  selling  its  newspaper 
business  in  2000,  Desmond  jumped  in  against  several  of 
London's  high-profile  press  barons,  such  as  the  billionaire 
Barclay  brothers,  Conrad  Black  and  Jonathan  Harmsworth, 
better  known  as  Viscount  Rothermere. 
Desmond  says  he  personally  closed  the 
deal  when  he  sent  a  letter  to  the  com- 
pany's then  chairman,  whom  he  had  met 
at  a  soccer  match  six  months  before.  He 
promised  to  wrap  up  the  sale  quickly  and 
quietly.  Five  weeks  later  Desmond,  who  paid  $190  mil 
lion  (including  $150  million  in  assumed  debt), 
became  the  proprietor  of  three  newspapers — Daily 
Express,  Sunday  Express  and  tabloid  Daily  Star— 
with  a  combined  circulation  of  2.5  million. 

If  the  move  was  an  attempt  to  gain 
a  modicum  of  respectability,  it  back- 
fired. His  rivals  lambasted  him  in  their 
papers  for  his  porn  empire.  The  media 
nicknamed  him  Dirty  Des.  Though 
he  had  always  felt  like  an  outsider,  he  < 
was  surprised  by  the  viciousness  of 
the  attacks,  losing  14  pounds  and  any 
illusions  that  he  would  be  accepted  by 
the  upper  crust.  But  it  didn't  take  long 
for  Desmond  to  recover.  He  was  soon 


Desmond  on  his 
newspaper 
nemesis:  "The 
punch-up  with 
him  was  the  best 
thing  for  me." 


calling  Rothermere,  who  inherited  his  $1.6  billion  fortune,  a 
"lucky  sperm." 

Desmond  slashed  costs  by  dumping  online  ventures, 
eliminating  more  than  500  jobs  and  moving  production 
from  London  to  Lancashire.  He  has  had  a  tough  time  com- 
peting with  his  nemesis  Rothermere;  his  Express  titles,  which 
compete  directly  with  Rothermere's  Daily  Mail,  have  lost 
20%  of  their  circulation  since  Desmond's  arrival,  while 
Rothermere's  circulation  is  flat  (according  to  ABC  data).  He's 
had  more  luck  with  the  lower-end  Daily  Star,  changing  its 
format,  adding  more  photographs  of  bikini-clad  girls  and 
launching  a  Sunday  edition.  Its  circulation  is  up  44%. 

Analysts  say  Desmond's  newspaper  group  is  worth 
$800  million.  "The  punch-up  with  Lord  Rothermere  was 
the  best  thing  for  me,"  says  Desmond. 

When  a  U.S.  publisher  offered  to  buy  OK!  for  $320  million 
in  2004,  hoping  to  expand  the  brand  worldwide,  Desmond 
thought  it  was  such  a  terrific  idea  he  rejected  the  offer  and 
began  planning  his  own  overseas  invasion.  He  sold  his  sex 
magazines,  which  were  more  embarrassing  than  they  were 
worth,  for  $36  million  and  focused  on  making  OK!  an  inter- 
national brand.  He  began  with  Australian  and  American 
launches  of  OK!,  figuring  the  two  English-speaking  markets 
would  be  easy  to  conquer. 

In  2005  Desmond  sent  his  OK!  editor  Sarah  Ivens,  31,  to 
New  York  City  to  start  the  U.S.  edition.  She  was  unprepared 
for  what  awaited.  Many  accepted  practices  in  Britain  didn't 
travel  well.  Paying  stars  was  scorned.  "We  didn't  realize  it 
would  be  such  a  scandalous  admission.  They  are  a  business 
and  we  are  a  business,  so  why  not?"  says  Ivens.  Its  oversize 
pages  didn't  fit  in  retailers'  racks;  the  bold  red  typeface 
looked  cheap  and  led  to  unflattering  comparisons  with  the 
National  Enquirer.  Cutting  the  cover  price  annoyed  news- 
stand owners. 

The  company  did  a  makeover,  shrinking  pages  and 
changing  the  words  and  pictures  on  the  cover  to  make  it  look 
and  feel  more  like  its  rivals.  So  far  it  is  still  struggling  to  find 
an  identity.  "There  is  no  buzz  about  OK!"  says  R.  Lash 
Fary,  who  heads  the  entertainment  marketing  company 
Distinctive  Assets.  Fary  says  he  prefers  to  place  his 
lients'  stories  in  the  magazines  with  more  readers  but 
does  admit  that  he  calls  up  OK!  when  he  wants  to  get 
more  pages  and  better  photographs. 

Desmond  gets  sales  updates  three  times 
a  day.  He  meets  with  staff,  many  of  whom 
have  worked  for  him  for  more  than  a 
decade,.three  times  a  week.  On  Mondays 
they  discuss  profits;  on  Wednesdays 
they  discuss  the  American  version  of 
OK!  and  marketing;  and  on  Fridays 
editors  brainstorm   stories.  He's 
enlisted  his  17-year-old  son  as  online 
consultant  to  help  revamp  his  Web 
sites.  This  year  he  plans  to  cash  out  of  the 
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When  ehrysler  srt  engineers  pushed  the 
power  envelope  with  the  award-winning  3doc 
sedan,  the  resulting  high-output  3ddc  srtb^ 
produced  an  astonishing  425  horsepower 
with  its  6.1-liter  srt  hemi    vb  engine.  the 
powerful  brembd5  brake  system  combined  with 
a  performance-tuned  suspension  helps  ensure 
excellent  handling  dynamics.  the  3qdc  srtb 
takes  high  performance  to  the  next  plateau 
with  a  luxurious  cabin  featuring  exclusive 
srt  leather-xrimmed  performance  front  bucket 
seats  and  an  available  42z-watt  kicker 
Surround  Sound  System.  For  more  pure  power 
with  total  refinement,  go  to  drivesrt.com 

JOIN  THE  POWER  ELITE 


TORQUE  4ZO  LB-FT      /  DRIVESRT.COM 


A 


Billionaires  Richard  Desmond  I  Europe 


porn  business  by  taking  his  adult  television  business  public. 
Proceeds  of  the  offering  will  be  put  back  into  magazines  and 

Web  sites. 

In  October  Desmond  lured  Thomas  Morrissy  away  from 
Entertainment  Weekly,  where  he  had  spent  a  decade  as  pub- 
lisher, by  offering  him  an  equity  stake.  An  amateur  drummer 
and  musician,  Morrissy  also  hit  it  off  with  Desmond.-  Since 
joining  U.S.  OK!  Morrissy  has  lured  new  advertisers,  such  as 
Revlon  and  Diet  Coke,  and  is  hiring  14  sales  and  marketing 
reps  across  the  country.  He  has  taken  several  advertisers  to  see 
The  Who  in  concert  recently  and  brought  them  backstage  to 
meet  Desmond  pal  vocalist  Roger  Daltrey. 

U.S.  OK!  circulation  is  still  shy  of  the  750,000  promised  to 


advertisers.  But  ads  brought  in  $16  million  last  year,  and 
Desmond  expects  to  break  even  by  August.  Not  that  he  would 
be  satisfied:  "I  didn't  start  this  to  break  even,  I  started  it  to  be 
the  number  one  celebrity  magazine  in  the  world." 

Desmond  has  so  far  signed  ten  licensees  for  foreign  edi- 
tions of  OK!,  including  one  in  China,  putting  it  ahead  of 
People  and  Us  Weekly  in  international  reach.  He  says  Tori 
Spelling  chose  to  tell  her  pregnancy  story  to  OK!  because  it 
would  appear  in  multiple  editions  around  the  globe.  Then 
there  are  the  brand  extensions — OK'-branded  boutiques  (in 
the  U.K.),  wedding  dresses  and,  imminently,  credit  cards. 

Skeptics  abound.  But  at  least  Desmond  has  supporters.  "Any- 
one who  bets  against  him  is  a  loser,"  says  his  pal  Weinstein.  F 


FTTROPF 


Germany  has  55  billionaires,  more  than  any  country  besides  the  U.S.  But  probably  not  for  long.  Russia  is  home  to  53 — including  19 
newcomers — with  a  combined  net  worth  of  $282  billion,  $37  billion  more  than  Germany's  figure.  Spain  was  another  hot  spot,  with 
1 0  new  faces.  Romania,  Serbia  and  Cyprus  all  welcome  their  first.  We  identify  242  European  billionaires,  up  from  196  last  year. 
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"LET'S  TAKE  THE  JET.' 

(HOW  GOOD  DOES  THAT  SOUND 


n't  bragging  to  say  you  can  take  your  Eclipse  500"  jet  anywhere  you  need  to  go.  Business  or  pleasure.  St,  Louis 
>t.  Thomas.  But  you  have  to  admit  the  mere  thought  of  it  does  make  you  smile.  And  at  about  5 1.5  million,  the 
pse  500"  is  absolutely  within  your  reach.  So  stop  dreaming,  and  own  one.  Today.  Check  out  our  Total  Eclipse 
■  schedule  for  a  tour  stop  near  you,  or  visit  us  in  Albuquerque! 

866-597-9496 

2006 ecowmvi  eclipseavidtion.com 
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AGE 
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Ingvar  Kamprad  &  family  Sweden 

33.0 

Ikea 

80 

A 

55 

Birgit  Rausing  &  family  Sweden 

11.0  packaging 

83 

A 

7 

Bernard  Arnault  France 

260 

l.VMH 

58 

A 

61 

Viktor  Vekselberg  Russia 

10.4 

oil,  metals 

49 

A 

3 

Amancio  Ortega  Spain 

24.0 

'Aara 

71 

A 

62 

Serge  Dassault  &  family  France 

10.0 

aviation 

81 

A 

12 

Liliane  Bettencourt  France 

20.7 

L'Oreal 

84 

A 

62 

Michele  Ferrero  &  family  Italy 

10.0 

chocolates 

80 

15 

Karl  Albrecht  Germany 

20.0 

Aldi 

87 

A 

62 

Alain  &  Gerard  Wertheimer  France  10.0 

Chanel 

A 

16 

Roman  Abramovich  Russia 

18.7 

oil 

40 

A 

68 

Susanne  Klatten  Germany 

9.6 

BMW,  drugs 

44 

A 

17 

Stefan  Persson  Sweden 

18.4 

Hennes  &  Mauritz 

59 

A 

71 

Vladimir  Yevtushenkov  Russia 

9.1 

telecom 

58 

A 

20 

Theo  Albrecht  Germany 

17.5 

Aldi,  Trader  Joe's 

84 

A 

73 

Hans  Rausing  Sweden 

9.0  packaging 

81 

A 

34 

Francois  Pinault  France 

14.5 

retail 

70 

A 

73 

Reinhold  Wurth  Germany 

9.0 

manufacturing 

71 

A 

35 

Suleiman  Kerimov  Russia 

14.4 

stocks 

41 

A 

76 

Ernesto  Bertarelli  Switzerland 

8.8 

biotech 

41 

A 

36 

Vladimir  Lisin  Russia 

14.3 

steel 

50 

A 

78 

ME  &  G  Schaeffler  Germany 

3.7 

ball  bearings 

A 

38 

Vladimir  Potanin  Russia 

13.5 

metals 

46 

A 

79 

Rafael  del  Pino  &  family  Spain 

8.6 

construction 

86 

A 

38 

Mikhail  Prokhorov  Russia 

13.5 

metals 

41 

A 

83 

Nikolai  Tsvetkov  Russia 

3.4 

oil,  banking 

46 

A 

40 

Oleg  Deripaska  Russia 

13.3 

iilnminum 

39 

A 

83 

August  von  Finck  Germany 

8.4 

investments 

77 

A 

40 

Michael  Otto  &  family  Germany 

13.3 

retail 

63 

A 

86 

German  Khan  Russia 

8.0 

oil,  banking 

45 

A 

44 

Adolf  Merckle  Germany 

12.8 

drugs 

72 

A 

86 

Iskander  Makhmudov  Russia 

8.0 

mining  metals 

43 

A 

45 

Mikhail  Fridman  Russia 

12.6 

oil,  banking 

42 

A 

95 

Enrique  Banuelos  Spain 

7.7 

real  estate 

41 

* 

48 

Vagit  Alekperov  Russia 

12.4 

oil 

56 

A 

96 

Stefan  Quandt  Germany 

7.6 

BMW 

41 

A 

51 

Silvio  Berlusconi  &  family  Italy 

11.8 

media 

70 

A 

102 

C  de  Carvalho-Heineken  Netherlands  7.2 

Heineken 

52 

A 

52 

Leonardo  Del  Vecchio  Italy 

11.5 

eyewear 

71 

A 

104  John  Fredriksen  Cyprus 

7.0 

shipping 

62 

A 

54 

Alexei  Mordashov  Russia 

11.2 

steel 

41 

A 

104  Philip  &  Cristina  Green  U.K. 

7.0 

retail 

55 

Gerald  C.  Grosvenor  &  fam  U.K. 

11.0 

real  estate 

55 

A 

Continues  on 

page 
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55 

Spiro  Latsis  &  family  Greece 

11.0 

banking 

60 

▲ 

Spain's  sizzling  real 
estate  market  creates  nine 
new  billionaires. 

Last  September  50  chefs  flew  from  Valencia, 
Spain  to  cook  paella  for  20,000  in  New  York 
City's  Central  Park.  The  host:  Enrique  Banuelos, 
a  Valencia  real  estate  developer  who  has 
plenty  of  reason  to  celebrate  Spanish  culture. 
He  is  worth  $7.7  billion,  the  richest  self-made 
newcomer  on  Forbes'  billionaires  list  and,  at 
41,  its  youngest  Spaniard.  This  is  one  hot  mar- 
ket. When  Banuelos  floated  his  then  11 -year- 
old  Spanish  development  company,  Astroc 
Medtterraneo,  on  the  Madrid  stock  exchange 
last  May,  he  was  not  even  a  billionaire. 

Banuelos  is  one  of  nine  new  Spanish  real 
estate  and  construction  billionaires  this  vear, 
with  a  combined  wo 
whom  have  their  fori 
traded  stocks.  The  si 
demand  from  norther 
homes  on  the  Meditet 
industry  is  also  cashir 
pean  Union  substdie 
designed  to  bring  Sp; 
par  with  that  c 
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th  of  S25  bilHon,  all  of 
ines  tied  up  in  publicly 
rge  is  being  fueled  by 
•  Europeans  looking  for 
anean.The  construction 
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Billions  on  a  bubble? 
Enrique  Banuelos. 


Many  of  these  senores  del  ladriflo  ("brick 
men"),  as  they  are  known  in  Spain,  are  intercon- 
nected. Bautista  Soler  sided  with  Joaquin  Rivero, 
chairman  of  Spain's  largest  real  estate  firm 
Metrovacesa,  in  trying  to  help  Rivero  fend  off  a 
hostile  takeover  of  his  company  last  year.  The 
billionaires  both  upped  their  stakes,  helped  boost 
the  stock  along  the  way  and  have  agreed  to  spin 
off  part  of  the  company  as  partners.  Even  their 
rival  Luis  Manuel  Portiflo,  who  runs  Inmocaral, 
was  once  Rivera's  white  knight  an  unknown  from 
Seville,  he  bought  a  stake  in  Metrovacesa  to  help 


Rivero  elude  an  Italian  group  takeover  in  2003, 
later  sold  it  and  bought  into  Inmocaral,  a  rela- 
tively small  property  company  he  is  now  quickly 
expanding  to  beat  Metrovacesa  in  size.  The  new 
Spanish  Trumps  also  have  ties  to  Spain's  long- 
standing billionaires.  The  nation's  richest  citizen, 
Amancio  Ortega,  chairman  of  apparel  manufac- 
turer Inditex,  is  a  shareholder  in  Banuelos'  As- 
troc Alicia  Kopiow'rtz  owns  10%  of  Portillo's 
Inmocaral. 

What  could  go  wrong?  The  property  bub- 
ble might  burst  as  it  did  in  Tokyo  16  years  ago 
and  is  doing  in  Miami  now.  Already,  in  the 
three  weeks  after  we  locked  in  Banuelos'  net 
worth  at  S7.7  billion,  volatility  hit  Astroc's 
stock,  knocking  shares  down  30%.  Also,  EU 
subsidies  for  roads  and  the  like  will  start  to 
shrink  next  year.  No  surprise,  then,  that  prop- 
erty barons  are  branching  out  Florentino 
Perez,  head  of  Spain's  largest  construction 
company,  ACS,  asked  regulators  for  permission 
to  increase  the  firm's  10%  stake  in  Spanish 
electric  utility  fberdrola  to  25%.  Sacyr  Valle- 
hermoso  and  its  four  billionaire  engineer-own- 
ers want  to  increase  the  firm's  stake  in  oil  and 
gas  company  Repsol.  As  for  Banuelos,  he  and 
his  company  have  agreed  to  raise  S2.6  billion 
this  summer,  with  Banuelos  investing  $460  mil- 
lion of  his  own  money,  to  fund  expansion  in 
Mexico,  Brazil  and  the  U.S.  If  the  markets  coop- 
erate, he'll  have  yet  another  reason  to  party. 

—Matthew  Swibel  and  Cristina  von  Zeppelin 
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CONFESSIONS  OF  WORKING  WEALTH 


WORKING 
WEALTH 


AT  SMITH  BARNEY 


Will  my  kids 
inherit  the 
work  ethic 
or  the  wealth 
ethic? 

elax.  How  you  raise  your  kids  is  none  of  our 
usiness.  We  won't  be  checking  their  report  card  or 
leir  allowance  for  mowing  the  lawn.  But  we  can  help 
ou  pass  on  your  values  along  with  your  assets— by 
nderstanding  what  your  kids  are  like  and  how  you 
'ant  them  to  grow  up. 

erhaps  it's  time  to  throw  out  your  notions  of  what 
□u  can  talk  about  with  a  Financial  Advisor.  At  Smith 
arney.  we'll  roll  up  our  sleeves  and  help  you  make 
plan  for  how  your  kids  will  begin  to  share  in 
our  wealth.  Motivation  may  not  be  a  gene.  But  it 
;  something  we  can  work  on  together.  . 

d  talk  to  a  Financial  Advisor  near  you  or  to  receive  a 
ee  copy  of  our  brochure,  call  1.800. Smith  Barney 
r  visit  smithbarney.com/workingwealth 

route  to  Smith  Barney. 
Vhere  wealtii  works. 


Billionaires  Flavio  Briatore  I  Europe 


FLAVIO  BRIATORE  WAS  17  WHEN  HE  WENT  ON  A 
road  trip  with  friends  to  Monte  Carlo.  "I  wanted  to 
see  the  face  of  the  rich,"  he  says.  The  son  of  two 
grade-school  teachers  from  a  small  town  in  north- 
ern Italy,  Briatore  took  in  displays  of  wealth  he  had 
never  seen  before.  But  his  most  vivid  impression:  "At  this 
moment,  I  looked  like  everybody  else." 

Briatore,  now  56,  has  since  turned  that  insight  into  a  brand 
of  entrepreneurship  that  thrives  on  ostentation,  extremely  con- 
spicuous consumption  and  nearly  unimaginable  sums  of 
wealth.  Though  he  is  far  from  a  billionaire  himself— his  esti- 
mated assets  are  $150  million — he  has  surrounded  himself 
with  their  trappings:  chartered  yachts  and  planes,  fast  cars  and 
a  parade  of  beautiful  young  women. 

At  the  same  time  Briatore  has  turned  the  word  "billionaire" 
into  an  interna!  ional  brand.  His  marquee  project  is  the  Billion- 
aire club,  one  of  the  worlds  most  exclusive  night  spots.  Perched 
high  on  a  hill  on  the  Mediterranean  island  of  Sardinia,  this 
25,000-square-foot  discotheque  is  the  summer  magnet  for 
such  celebrities  as  \  )enzel  Washington  and  Mike  Tyson,  as  well 


a 


How  do  you  feel  like  a  billion — without 
the  ten  figures?  Flavio  Briatore  can 
show  you.  By  Michael  Freedman 
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as  for  wealthy  characters  like  media  mogul  Silvio 
Berlusconi  and  steel  conglomerator  Lakshmi 
Mittal.  But  he  has  also  turned  the  Sardinia  night- 
club into  a  traveling  road  show  of  200  dancers, 
models,  deejays  and  bartenders  that  for  a  night 
or  two  in  the  winter  months  take  over  nightclubs 
in  England,  France,  Italy  and  Spain  to  give  young 
commoners  a  taste  of  class. 

Now,  in  his  biggest  project  yet,  he  has  partnered  with  Ital- 
ian designer  Angelo  Galasso  to  launch  what  they  call  the 
worlds  first  haute  couture  line  for  men,  Billionaire  Italian  Cou- 
ture, which  sells,  among  other  things,  stingray  belts  ($1,000) 
and  crocodile  jackets  ($45,000)  to  men  in  London,  Moscow, 
Tokyo  and  Vienna.  Over  the  next  two  years  they  plan  to  open 
25  more  stores,  in  places  like  Dubai  and  Shanghai.  "This  is  the 
market  I  know,"  says  Briatore,  in  a  thick  Italian  accent.  "This  is 
for  the  people  I  know.  Because  I  am  rich.  Simple  as  that.  I  know 
what  the  people  want." 

He  has  achieved  that  intuition  largely  by  becoming  a  sort  of 
Zelig  to  the  superrich — taking  on  their  tastes  and  toys,  while 


"The  most  classiest  play- 
boy ever"?  Briatore  while 
relaxing  at  home,  at  work 
(Billionaire  Italian  Couture 

in  London)  and  with  his 
gals— Naomi,  Paris,  Ivana, 
Elle,  Heidi  and  Sarah. 


also  retaining  a  certain  air  of  mystery.  Though  he 
is  virtually  unknown  in  the  U.S.,  the  European 
press  has  described  him  with  a  mixture  of  awe 
and  envy.  With  little  formal  education  and  no 
particular  experience  in  fashion,  racing  or  the 
restaurant  and  nightclub  industry,  he  has 
climbed  toward  the  top  of  each  with  what  friends 
and  colleagues  say  is  a  combination  of  organizational  skills  and 
an  uncanny  charm.  "Flavio,"  says  friend  and  restaurateur 
Giuseppe  Cipriani,  "is  a  man  of  taste." 

Briatore  knocked  around  for  a  bit  in  his  youth  and  after 
high  school  took  a  job  as  a  ski  instructor.  With  bigger  dreams, 
he  moved  to  Milan,  found  a  job  as  a  broker  at  the  Italian  stock 
market  and  there,  in  1974,  got  his  ticket  to  the  world  of  the 
ultra-affluent:  a  friendship  with  Luciano  Benetton,  patriarch  to 
what  would  become  one  of  Italy's  wealthiest  families  and  best- 
known  brands. 

The  company  was  selling  its  colorful  apparel  in  Italy  and 
France,  by  way  of  licensees,  but  the  family  wanted  to  exploit  the 
worlds  biggest  market,  the  U.S.  Benetton  says  he  appreciated 
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Billionaires 


Flavio  Briatore  I  Europe 


Not  for  everyone:  the  prive  area 
at  the  Billionaire  club  in  Sardinia 


Briatores  hustle  and  salesmanship,  and  though  the  young  man 
had  no  fashion  experience,  Benetton  invited  him  in  1977  to 
help  launch  the  brand  in  America.  Ultimately  Briatore  became 
its  chief  licensee  in  the  Caribbean,  keeping  a  cut  of  sales  for 
himself.  While  Benetton  enjoyed  enormous  success  in  the  U.S., 
Briatore  grew  bored  and  asked  his  patron  for  a  new  challenge. 

Luckily  for  him,  the  Benettons  had  moved  into  Formula  One 
racing,  paying  a  few  hundred  thousand  dollars  in  1985  to  buy  an 
English  team  that  was  running  near  last  in  the  circuit.  Reviving  it 
seemed  an  impossible  challenge;  as  a  dare,  Benetton  asked  Bria- 
tore, who  knew  nothing  of  the  sport,  to  become  its  marketing  di- 
rector. What  Briatore  understood,  says  Benetton,  was  that  Formula 
One  could  be  used  to  promote  the  fashion  brand.  Briatore  hired 
a  pedigreed  driver  who  was  idling  in  the  circuit  charts  and  paid 
him  based  on  performance — a  first  in  the  industry.  He  lured  away 

Ferraris  pasta  chef  and  a  gag- 
gle of  leggy  fashion  models. 

Soon  Benetton  had  the 
best  linguine  on  the  circuit. 
Fashion  magazines  began  to 
cover  the  races,  moving  the 
sport  beyond  the  domain  of 
gearheads.  That  helped  Bri- 
atore with  another  Formula 
One  first:  selling  sponsor- 
ships to  tobacco  and  other 
companies,  which  covered  all  but  $5  million  or  so  of  the  $55 
million  annual  operating  costs.  The  enterprise  really  took  off 
after  Formula  One  mastermind  Bernard  Ecclestone  stayed  up 
all  night  persuading  Briatore  to  dump  his  old  driver  and  hire 
Michael  Schumacher,  a  young  up-and-comer.  Briatore  did,  and 
in  1994  Schumacher  won  the  championship — the  first  of  seven 
won  by  a  Briatore  team. 

In  the  limelight  as  well  as  the  winners  circle,  Briatore  hob- 
nobbed with  billionaires  and  models.  His  relationships  with 
Naomi  Campbell,  Adriana  Volpe  and  others  were  well  chroni- 
cled in  the  tabloids.  He  reportedly  fathered  a  little  girl,  Leni,  with 
Heidi  Klum,  though  he  will  not  confirm  paternity.  (Klums  rep 
says,  "No  comment.")  And  he  began  to  make  a  series  of  small 
investments  in  restaurants,  nightclubs  and,  of  all  things,  a  phar- 
maceutical company.  The  last  item  started  out  as  an  old  factory 
producing  anesthetics  and  became  a  $62  million  stake  (shared 
with  a  partner)  in  the  publicly  traded  Italian  drug  firm  Pierrel. 

Yet  Briatore  never  moved  far  from  the  racetrack.  He 
bought  and  sold  stakes  in  two  other  teams,  earning,  according 
to  one  estimate,  $50  million;  after  a  terrible  1997  season  he 
left  the  Benetton  team,  reportedly  selling  his  30%  stake  for 
another  $50  million,  and  launched  an  outfit  to  supply  V10 
engines  to  Benetton  and  other  teams.  By  2000  he  was  back  in 
the  driver's  seat  after  Renault  bought  the  Benetton  team  on 
the  condition  that  Briatore  return.  He  oversaw  more  champi- 
onships, in  between  w  inding  down  in  glamorous  parts  of  the 
world  like  Sardinia. 

Ah,  but  how  to  fill  that  nagging  hole  in  his  life— a  place  where 
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NET  WORTH 

|  Name  Country                          (SBIL)  Source 

AGE 

104  Viktor  Rashnikov  Russia 

7.0  steel 

58 

A 

111  Johanna  Quandt  ( iermany 

6.7  BMW 

80 

A 

112  Antonia  Johnson  Sweden 

6.6  diversified 

63 

▲ 

114  Curt  Engelhorn  Germany 

6.4  drugs 

80 

A 

116  Alexei  Kuzmichov  Russia 

6.2  oil,  banking 

44 

A 

119  Erivan  Haub  &  family  (Iermany 

6.0  retail 

74 

A 

119  Petr  Miner  Czech  Republic 

6.0  insurance 

42 

A 

119  Hasso  Plattner  Germany 

6.0  SAP 

63 

▼ 

128  Klaus-Michael  Kuhne  Germany 

5.9  shipping 

69 

A 

132  Karl-Heinz  Kipp  Germany 

5.7  retail 

83 

A 

132  Dmitry  Pumpyansky  Russia 

5.7  steel  pipes 

43 

* 

137  Alexander  Abramov  Russia 

5.6  steel,  mining 

48 

A 

137  Esther  Koplowitz  Spain 

5.6  construction 

56 

A 

142  Madeleine  Schickedanz  Germany 

5.5  retail 

63 

A 

142  Thomas  Schmidheiny  Switzerland 

5.5  cement 

61 

A 

142  Alisher  Usmanov  Russia 

5.5  steel 

53 

A 

1 50  Roustam  Tariko  Russia 

5.4  banking,  vodka 

45 

A 

1 52  Leonid  Fedun  Russia 

5.3  oil 

50 

A 

158  Jean-Claude  Decaux  &  family  France 

5.0  advertising 

69 

A 

158  Alicia  Koplowitz  Spain 

5.0  investments 

54 

A 

167  Boris  Ivanishvili  Russia 

4.7  steel,  banking 

51 

A 

172  Andrei  Melnichenko  Russia 

4.6  banking  energy 

35 

A 

172  Sergei  Popov  Russia 

4.6  banking,  energy 

35 

A 

177  Giorgio  Armani  Italy 

4.5  fashion 

72 

A 

177  Otto  Beisheim  Germany 

4.5  retail 

83 

A 

177  Martin  &  Olivier  Bouygues  France 

4.5  telecom 

54/56A 

177  Sean  Quinn  &  family  Ireland 

4.5  real  estate,  insurance 

60 

A 

177  David  &  Simon  Reuben  U.K. 

4.5  investments,  real  estate 

A 

194  Hubert  Burda  Germany 

4.3  publishing 

67 

A 

194  Walter  Haefner  Switzerland 

4.3  software 

96 

194  Simon  Halabi  United  Kingdom 

4.3  real  estate 

57 

★ 

194  Leonid  Mikhelson  Russia 

4.3  natural  gas 

51 

A 

194  M&R  Schmidt-Ruthenbeck  Germany 

4.3  retail 

A 

214  Rinat  AkhmetOV  Ukraine 

4.0  steel,  coal  mines 

40 

A 

214  Michael  Herz  Germany 

4.0  coffee 

61 

A 

214  Wolfgang  Herz  Germany 

4.0  coffee 

56 

A 

214  Andreas  Strungmann  Germany 

4.0  generic  drugs 

57 

A 

214  Thomas  Strungmann  Germany 

4.0  generic  drugs 

57 

A 

230  Richard  Branson  United  Kingdom 

3.8  Virgin 

56 

A 

230  Frits  Goldschmeding  Netherlands 

3.8  temp  agency 

73 

A 

230  Stein  Erik  Hagen  &  family  Norway 

3.8  supermarkets 

50 

A 

230  Anton  Schlecker  Germany 

3.8  retail 

62 

A 

237  Vladimir  Bogdanov  Russia- 

3.7  oil 

55 

▼ 

237  Alexander  Lebedev  Russia 

3.7  stocks 

47 

A 

237  Luis  Portillo  Spain 

3.7  real  estate 

45 

★ 

243  Pyotr  Aven  Russia 

3.6  oil,  banking 

52 

A 

243  Charles  Cadogan  &  fam  U.K. 

3.6  real  estate 

70 

A 

243  Bernard  Ecclestone  &  fam  U.K. 

3.6  Formula  One 

76 

A 

243  Stephan  Schmidheiny  Switzerland 

3.6  investments 

59 

A 

Continues  on  page  131 
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VICTORIES  in 

CAPITALISM 

Minority  Businesses  Compete  and  Innovate  in  a  Global  Economy 


rhe  competitiveness  of  the  U.S. 
economy  is  once  again  the 
subject  of  public  concern  and 
olitical  debate.1  As  global  pressures 
ontinue  to  escalate,  companies  are 
triving  to  find  new  ways  to  increase 
roductivity,  decrease  costs  and  deliver 
i-demand,  innovative  new  products 
)r  both  foreign  and  domestic  markets. 


U.S.  DEPARTMENT  OF  COMMERCE 


MINORITY  BUSINESS  DEVELOPMENT  AGENCY 


To  do  this,  U.S.  businesses  arc  relying  more  and  more  on 
the  emerging  minority  workforce.  The  unique  perspective, 
demonstrated  innovation,  creativity  and  agility  of  minority 
business  enterprises  are  a  critical  and  untapped  source  of 
U.S.  competitive  advantage. 

Without  proactively  developing  this  vital  resource,  the 
American  economy  stands  to  lose  on  all  fronts,  including 
the  ability  for  our  equity  markets  to  sustain  the  returns 
on  which  we  depend  for  our  future  well-being. 
According  to  the  Boston  Consulting  Group,  minority 
business  development  will  help  accelerate  job  growth, 
rebuild  inner  cities,  enhance  local,  state  and  federal  tax 
bases,  build  a  larger  and  more  viable  customer  base,  and 
create  a  new  model  of  leadership  for  youth. - 

Minority  entrepreneurship  is  both  an  ethical  and  bottom- 
line  issue,  and  every  U.S.  business  or  public  policy  leader  can 
directly  influence  its  development  and  sustainability. 


'  Dr.  Michael  Porter,  The  Competitive  Index:  Where  America  Stands, 
Council  on  Competitiveness,  November  2006, Washington,  DC.  p.  4. 

J  The  New  Agenda  for  Minority  Business  Development,  Boston  Consulting  Group, 
June  2005. 
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Tim  Thomas 

Director  of  Supplier  Diversity 
Cargill 

Supplier  Diversity 
Helps  Feed  Cargill's  Success 

Privately  owned  Cargill  does  business 
around  the  world  in  food,  nutrition,  agri- 
culture and  supply  chain  management. 
Tim  Thomas  directs  Cargill's  Supplier 
Diversity  initiative  and  is  a  recognized 
expert  in  this  field.  He  is  passionate  about 
the  opportunities  and  challenges  of  sup- 
porting minority  suppliers,  and  his  job  is  to 
ensure  that  Cargill  takes  a  leadership  role. 
In  the  past  three  years,  Cargill  increased  its 
spending  with  diverse  suppliers  by  41%. 
For  a  company  that  spent  tens  of  billions  of 
dollars  in  20(16,  that  means  a  lot.  But 
Thomas  insists  that  Cargill  can  do  more. 

Cargill  consistendy  surveys  its  own 
needs  and  then  identifies  potential  minor- 
ity suppliers  that  can  service  those  needs, 
sometimes  using  a  little  creative  assistance 
from  Cargill. The  company  will  work  with 
competent  minority-owned  businesses  to 
achieve  growth  through  potential  business 
development  opportunities  such  as  mergers, 
equity  investment,  strategic  alliances  and 
long-term  contracts  that  may  be  converted 
to  bank  loans. Thomas  notes, "If  we  support 
minority  suppliers,  the  money  generated  is 
brought  back  to  the  communities  that  we 
live  and  serve  in  and  it  benefits  all  involved: 
the  diverse  supplier,  our  customers  and 
Cargill.  Everyone  wins." 

www.cargili.com 

Cargill 


Your  Retirement  Depends  on  It 

According  to  a  paper  by  Professor  Leonard 
Greenhalgh,  Ph.D.,  director  of  programs  for 
minority-  and  women-owned  business 
enterprises  at  Dartmouth's  Tuck  School  of 
Business:  "There  is  credible  research  evi- 
dence that  minority  entrepreneurs  have  not 
been  able  to  participate  in  the  entrepreneurial 
economy  as  successfully  as  their  Caucasian 
counterparts.  If  this  situation  were  allowed  to 
continue  as  minorities  increase  their  proportion 
of  the  entrepreneurial  population,  the  growth 
engine  can  be  expected  to  slow  down.  This 
would  be  happening  at  the  same  time  that 
U.S.  industry  was  losing  global  competitive 
advantage  for  lack  of  knowledge  workers.  The 
decline  would  be  further  accelerated  if  getting 
out  of  touch  with  consumer  tastes  caused  a 
decrease  in  customer  loyalty.  This  combination 
of  problems  would  likely  lead  to  persistent 
recession,  diminished  affluence  of  U.S.  con- 
sumers, contraction  of  Gross  Domestic  Product 
and  reduction  of  the  U.S.  tax  base  along  with 
more  demands  being  placed  on  public 
resources.  The  resulting  negative  consequences 
are  obvious  and  very  serious." 

Source:  Strategy  for  a  Different  Future,  Leonard 
Greenhalgh,  Ph.D.:  Professor  of  Management,  and 
Director,  Programs  for  Minority-  and  Women- 
Owned  Business  Enterprises,  Tuck  School  of 
Business  at  Dartmouth,  2007. 

Investing  in  Minority  Businesses 
Yields  Major  Returns 

By  2050,  the  U.S.  minority  population  will 
approach  majority  status.  Minority  purchasing 
power  is  forecasted  to  be  $3.6  trillion  by  2014, 
double  today's  base  of  $1.7  trillion. 

"Working  with  minority  businesses  is  smart 
business,"  states  Tim  Thomas,  Cargill's  director 
of  supplier  diversity.  "Every  company  needs  to 
do  whatever  it  can  to  hire  and  buy  from  peo- 
ple who  represent  these  critical  consumers." 

IBM  has  been  committed  to  minority  sup- 
pliers for  over  39  years.  In  2006,  the  company 
spent  $2.3  billion  on  minority  suppliers 
worldwide,  and  it  supports  a  global  organiza- 
tion to  ensure  that  minority  suppliers  have  the 
opportunity  to  bid  on  IBM  contracts.  IBM 
knows  that  helping  to  educate  and  support 


community-based  suppliers  is  not  only  tl) 
socially  correct  thing  to  do.  but  has  a  ca 
payback  —  it  creates  loyal  customers.  In  oti 
example,  a  U.S. -based  Vietnamese  servic 
partner  helped  IBM  secure  quality  service  par1 
ners  within  the  emerging  Vietnam  marks! 
Another  Native  American  partner  worked  wii 
IBM  to  develop  a  pallet-recycling  program  th. 
fit  the  environmental  desires  of  that  market. 

MGM  Mirage  is  a  clear  example  of  leadej 
ship  in  supplier  diversity.  To  ensure  that  tn 
company  is  meeting  its  goals,  its  Diversil 
Initiative  includes  regular  audits  of  j 
diversity  performance,  and  results  are  pulj 
lished  m  an  annual  public  diversity  repo 
that  holds  employees  and  executives  accoun 
able.  The  report  clearly  states  that  "diversil 
is  a  competitive  imperative  and  is  one  of  th 
foundations  on  which  our  company  is  builtl 

MBDA:  Recognizing  and  Supporting 
Minority-Owned  Businesses 

Government  certainly  plays  a  critical  rol 
as  well.  The  Minority  Business  Developmer] 
Agency  (MBDA)  in  Washington,  D.C.,  is  pai 
of  the  Department  of  Commerce  and  wa 
specifically  created  to  foster  the  establishmeij 
and  growth  of  minority-owned  businesses  i| 
the  U.S.  Ronald  Langston.  MBDA's  nation 
director,  notes,  "Minority  businesses  hav 
outpaced  the  rate  of  growth  for  firms  an 
revenues  of  all  U.S.  businesses.  Today,  minority 
owned  businesses  exceed  4. 1  million  firm: 
4.S  million  jobs  and  almost  $700  billion  in  groi 
receipts.  How  we  plan  for  this  demographii 
shift  will  significantly  impact  our  domestic  livj 
ing  standards  and  the  competitive  advantage  fl 
the  U.S.  in  the  worldwade  economy." 

MBDA  continues  to  execute  its  strategij 
growth  initiative  of  enhancing  the  growth  anj 
expansion  of  minority  business  enterprises  tl 
ensure  more  job  creation,  more  revenue  gen) 
eration  and  growth  in  the  tax  base  of  local  am 
state  governments.  The  need  to  strengthei 
America's  spirit  of  entrepreneurship,  innovai 
tion  and  competition  is  clear,  as  supported  bi 
the  President's  American  Competitivenes 
Initiative    (ACI),    the    U.S.    Council  o^ 


BELLSOUTH"  is  joining  the  new  AT&T 


MI 


necting  to  the  community 
with  talent,  strength  and  diversity. 


The  new  AT&T  has  a  strong  commitment  to  the  communities  we  serve.  We  continually  reaffirm  that 
commitment  and  reinforce  our  connections  to  the  community  by  embracing  diversity  and 
inclusion— both  inside  and  outside  the  company.  Through  its  Office  of  Diversity,  AT&T  supports 
networking  groups  that  promote  mentoring,  training,  and  enhanced  opportunity  for  all  employees, 
regardless  of  age,  race,  gender,  or  sexual  orientation.  These  groups  volunteer  their  time  and  resources 
to  sponsor  a  wide  range  of  activities  and  provide  new  ways  in  which  AT&T  connects  to  the  people  we 
serve.  AT&T  is  proud  of  these  efforts.  Because,  no  matter  how  advanced  our  technology,  we  know  that 
the  strongest,  most  lasting  connections  are  made  within  the  community,  face  to  face,  person  to  person. 


TheNewATT.com 


The  new 


at&t 
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Joan  Kerr 

Executive  Director  of 
Supplier  Diversity 
AT&T 

For  AT&T,  Supplier  Diversity  Is 
A  Great  Call  and  Great  Business 

For  39  years,  supplier  diversity  has  been 
integral  to  AT&T's  culture  —  so  much  so 
that  the  company  strives  to  spend  at  least 
1 5%  of  all  procurement  with  minority 
suppliers  annually.  In  2005,  AT&T  bought 
over  $2.4  billion  in  goods  and  services  from 
minority  suppliers,  making  it  one  of  only 
12  companies  nationwide  to  exceed  the 
billion-dollar  mark. 

Following  are  three  competitive  ways 
that  minority  suppliers  help  AT&T: 

1.  Use  and  delivery  of  better  solutions. 
With  higher  quality,  lower  costs  and 
more  efficient  operations,  these  bene- 
fits come  into  AT&T  from  minority 
suppliers  that  are  subsequently  passed 
on  to  AT&T's  customers. 

2.  Revenue  enhancement  from  prospec- 
tive customers.  In  addition  to  meeting 
its  own  diversity  goals,  AT&T  brings  its 
own  diverse  supply  chain  to  corporate 
customers  as  an  added  competitive  edge. 

3.  Public  policy  support.  AT&T's  com- 
mitment to  minorities  gives  the  company 
an  advantage  with  regulators,  state  and 
federal  governments  that  sometimes 
requires  other  corporations  to  increase 
their  purchasing  from  minority  firms. 

www.att.com 
www.attsupplierdiversity.com 


at  &t 


Competitiveness  Report,  Competitiveness  Index: 
Where  America  Stands,  and  IBM's  Global  CEO 
Study  2006,  Expanding  the  Innovation  Horizon. 

Every  September,  MBDA  hosts  the 
National  Minority  Enterprise  Development 
(MED)  Week  Conference,  which  recognizes 
the  role  that  minority  entrepreneurs  play  in 
building  the  American  economy  through 
the  creation  of  jobs,  products  and  services. 
Major  private  and  public  companies  and 
nonprofit  and  government  organizations 
participate  as  sponsors.  This  year,  MBDA  has 
dedicated  its  25th  National  MED  Week 
Conference  to  innovation  and  how  minority 
business  entrepreneurs  (MBEs)  strengthen 
America's  global  competitiveness. 

All  outstanding  role  models,  2006  MED 
Week  honorees  included: 

•  Andrew  Baca,  chief  executive  officer, 
Abba  Technologies,  Inc.  —  Abba  is  an 
employee-owned  Albuquerque,  N.M.- 
based  business.  Abba  is  a  market  leader 
in  IT  system  integration  and  professional 
services  with  2006  revenues  of  $40  mil- 
lion (www.abbatech.com). 

•  Karlene  Hunter,  co-founder,  Lakota 
Express  —  Hunter,  in  addition  to  having 
co-founded  a  direct  mail  company  on  the 
Lakota  Indian  reservation,  is  launching  a 
global  food  company  that  uses  American 
Indian  recipes  to  make  healthy,  protein-rich 
snacks  with  local  ingredients  like  buffalo 
and  cranberries  (www.lakotaexpress.com). 

•  Kusum  Kavia,  vice  president  and  chief 
operating  officer,  and  Mukund  Kavia, 
president  and  chief  executive  officer, 
Combustion  Associates,  Inc.  (CAI)  — 
CAI  develops  turnkey  combustion  systems 
that  generate  electric  power  using  a  variety 
of  input  fuels  including  methane  waste 
from  landfills.  Recently,  CAI  worked  with 
one  of  its  customers  to  take  the  heat  by- 
product generated  from  the  CAI  system 
itself  to  heat  water.  This  innovation  further 
allows  CAEs  customers  —  small  compa- 
nies, villages  or  emergency  sites  —  to  be 
more  self-sufficient  (www.cai3.com). 

•  Ram    Karuppusamy,    chairman  and 


chief  executive  officer,  Lancesoft  - 
Asian-Indian  Karuppusamy  leads  a  1 ,50( 
person    IT   consulting   company  thJ 
remains  self-financed  due  to  its  ovu 
stellar   growth   and   major  Compaq 
referral  base  (www.lancesoft.com). 
All  of  these  firms  credit  their  success  to  the! 
ability  to  quickly  adapt  to  market  changes  ail 
be  ultra-customer  centric.  Being  a  rninoil 
supplier  opens  up  doors  so  that  their  Compaq)! 
will  at  least  be  invited  to  bid  on  some  goverrji 
ment  contracts.  Ultimately,  though,  to  wj 
these  contracts,  minority  status  doesn't  matt^ 
—  they  must  always  prove  their  competenc 
over  competitors.  In  the  private  sector,  it 
often  tough  to  just  get  invited  to  bid.  But  oncj 
in,  these  companies  can  effectively  compel 
because  their  livelihood  depends  on  being  ; 
cost  effective  and  innovative  as  possible. 

As  an  example  of  global  innovation,  man 
of  these  MED  Week  honorees  are  achievin 
new  levels  of  cost  effectiveness  by  partneriili 
with  inexpensive,  entry-level  serviq 
providers  abroad.  The  minority-owned  busi 
nesses  complement  the  overseas  product  c 
service  with  their  own  domestic,  high) 
skilled  project-management  and  quality 
control  expertise.  In  this  innovative  wai 
these  domestic  minority-owned  compani« 
can  deliver  high-quality,  cost-efficient  an) 
highly  competitive  outsourced  solutions. 

Joan  Kerr,  executive  director  for  AT&T 
supplier  diversity  programs,  also  points  ou| 
"Several  minority  suppliers  have  obtainei 
top-level  quality  certifications  for  the) 
operations,  such  as  CMM  Level  5  for  Y 
firms,  or  TL9000  for  the  telecom  industr 
Rigorous  quality  processes,  along  with  globa 
operations  or  strategic  alliances,  optimiz 
the  supply  chains  of  minority  businessei 
enabling  them  to  be  successful  suppliers  to 
range  of  organizations." 

Fostering  Domestic  Talent  for 
Global  Competitiveness 

While  there  are  government  require 
ments  and  programs  in  the  procuremer 
arena  that  open  doors  for  minority  busmen 


What  does  the  provider  of  a  good  idea  look  like? 

Maybe  not  always  what  we  assume. 
Maybe  it's  someone  who  doesn't  look  like  us. 
Someone  with  a  totally  unique  perspective, 
whose  eyes  and  mind  see  things  differently, 
because  they  haven't  viewed  the  same  things  as  us. 
Great  companies  know  that  ideas  have  many  sources, 
and  working  with  diverse  suppliers  helps  them  succeed. 
We're  reminded  of  the  lesson  each  day  in  61  countries. 


To  learn  more  about  CargilPs  Supplier  Diversity  Initiative,  go  to  www.cargillsupplierdiversity.com 
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Kenyatta  Lewis 

Director  of  Supplier  Diversity 
MGM  Mirage 

In  2003,  MGM  Mirage  adopted  a  formal 
policy  requiring  minority  bid  participation 
in  all  contracts  and  purchases  exceeding 
$1,000.  MGM  Mirage's  Diversity 
Committee  of  the  Company's  Board  of 
I  Jirectors  is  chaired  by  Alexis  M.  Herman, 
the  23rd  U.S.  Secretary  of  Labor,  and  sets 
the  tone  and  strategic  priorities  for  inte- 
grating diversity  throughout  the  company's 
culture  and  operations.  The  committee's 
goal  is  to  maximize  competitive  perform- 
ance and  services  in  increasingly  diverse 
domestic  and  international  markets. 
www.mgmmiragediversity.com 


owners,  the  level  of  participation  to  stimu- 
late the  quantity  and  sustain  the  quality 
of  minority  entrepreneurship  remains  a 
national  challenge.  National  economic  policy 
and  corporate  leadership  to  enhance  the 
growth  and  expansion  of  minority-owned 
businesses  to- compete  in  the  global  economy 
is  a  particular  priority.  Key  challenges 
include  providing  access  to  capital,  educa- 
tion, financial  literacy,  mentorship  and 
leadership-management  training.  C  Corporate 
America  is  beginning  to  respond  to  this 
national  priority  and  global  challenge  through 
supplier  diversity  and  mentor  initiatives. 

As  the  global  markets  continue  to  pres- 
sure U.S.  companies  to  be  innovative  with 
their  products  and  processes,  they  must 
mine  the  knowledge  and  relationships  that 
minority  suppliers  offer.  Corporate 
America  must  teach  minority  entrepre- 
neurs how  to  successfully  start  and  grow 
businesses   and   consciously   utilize  their 


unique  perspectives  in  bringing  innovatiql 
to  existing  businesses.  It  is  only  with  the 
soon-to-be-majority  leadership  that  Amend 
c  .m  remain  an  economic  power  and  ensut 
a  prosperous  future. 

Web  Directory 

Minority  Business 
Development  Agency 

www.mbda.gov 

2007  MED  Week  Conference 

www.medweek.gov 

AT&T 

www.att.com 
www.attsupplierdiversity.com 

Cargill 

www.cargill.com 

MGM  Mirage 

www.mgmmiragediversity.com 


Diversity 

H  AS  A 


MGMOMIRAGE 

UNI  TftCi.  THROUGH  DIVERSITY 

Nevada:  Bel  lag  io  •  Mfeld  'fiwjlf  •  Mandal.iv  Bay  •  The  Mirage 
Monte  Carlo  •  New  YrjrK-lifei/  Ynf k  «  Luxe-  •  ExcaliDur  •  Circus  Circus.  . 
Railrc.it!  •  Primm  VaYtfcy  Resorts  •  Silver  Legacy  •  Circus  Circus  Reno  ' 

;Cotorado  Belle  •  EdgewateJ ».  Qotd  Strike  •  Nevada  landing 

;.putside  Nevada  Beau  Rivafcfr'«'6'bfd  Strike  -  Tunica  •  Grand  Victoria  •  MGM  Grand  Detroit 


Treasure  Island' 

Vs.' 


Billionaires  Flavio  Briatore  I  Europe 


he  could  entertain  friends?  In  the  late  1990s  Briatore  discovered 
a  spot  overlooking  the  Mediterranean,  paid  $1  million  for  it  and 
built  the  Billionaire  club,  a  reminder  of  his  aspirational  streak  born 
years  earlier  in  Monte  Carlo.  He  invested  another  $5  million  to 
expand  the  club  to  25,000  square  feet,  with  a  swimming  pool,  a 
casual  grill  and  a  restaurant  run  by  his  friend  Cipriani.  "The  idea 
was  that  past  the  door,  everybody's  the  same,  everybody  be  treated 
like  a  billionaire,"  he  says. 

Getting  in  is  tough,  though.  For  starters,  there  is  virtually  no 
parking.  Some  VIPs  can  drive  to  a  back  entrance,  but  the  rest 
must  wait  in  traffic  that  snakes  around  the  hill.  Others  just  park 
down  below  and  climb  the  half-mile  uphill,  past  the  paparazzi, 
Manolos  clacking  against  the  pavement.  The  line  continues  at 
the  door,  and  Briatore  has  refused  entry  to  even  the  most  famous. 
Last  year,  shortly  after  the  Italians  won  the  World  Cup,  the  most- 
watched  sporting  event  in  the  world,  a  member  of  the  team  found 
himself  out  in  the  Sardinian  cold  because  he  wasn't  wearing  a 
proper  shirt.  One  trick  for  quick  admission:  Be  gorgeous  and 
female.  "A  solo  man,  impossible,"  Briatore  concedes.  "But  if  you 
come  in  with  a  friend,  no  problem."  Yet  even  inside,  says  one 
billionaire,  there  is  an  inner  sanctum,  a  cordoned-off  area  near 
the  dance  floor,  open  to  friends  of  Flavio.  Run-of-the-mill  bil- 
lionaires stand  outside  the  charmed  circle,  gawking. 

Just  over  half  the  club's  $7  million  in  annual  sales  comes  in 
during  three  peak  weeks  in  midsummer,  and  Briatore  earns  an 
aftertax  profit  of  $700,000.  Starting  well  past  9  p.m.  and  lasting 
until  dawn,  parties  can  get  rowdy.  One  billionaire  says  he  saw 
a  couple  of  women  get  thrown  out  after  a  fistfight  (Briatore's 
people  deny  this  and  say  they  don't  tolerate  rowdy  behavior). 
The  newspaper  Kommersant  reported  that  at  a  2005  party  thrown 
by  Russian  banking  and  vodka  billionaire  Roustam  Tariko,  a 
Russian  designer  approached  Stefano  Gabbana,  half  of  the 
Dolce  &  Gabbana  fashion  house,  bared  her  chest  and  demanded 
he  kiss  her.  "I  can't.  I'm  gay.  I'm  not  interested  in  women,"  he 
reportedly  said. 

Today  Briatore  spends  90%  of  his  time  on  Formula  One, 
overseeing  a  $300  million  budget  for  Renault.  But  he  says  when 
his  contract  runs  out  in  2008  he  may  call  it  quits.  Last  summer 
he  discovered  he  had  kidney  cancer,  had  successful  surgery  and 
was  soon  back  in  the  pits.  But  now  he  has  other  preoccupations. 
For  starters,  there  is  his  new  fiancee,  27-year-old  Italian  model 
Elisabetta  Gregoraci.  His  traveling  nightclub  hits  12  cities  this 
winter.  He  is  contemplating  a  Billionaire  line  of  boutique  hotels, 
beginning  in  Kenya,  where  he  owns  a  home. 

Then  there  is  his  first  love:  fashion.  He  and  Italian  designer 
Angelo  Galasso  decided  there  was  room  for  a  men's  line  that 
fused  a  classical  look  with  some  additional  and  expensive 
panache,  like  paisley  suits  of  velvet  and  ostrich  shoes.  Eighteen 
months  ago  they  opened  a  concession  in  London  at  Harrods 
and  another  near  Briatore's  home  in  Chelsea.  Galasso  says  the 
two  stores  had  combined  revenue  of  $4.5  million  last  year. 

It  takes  a  certain  kind  of  guy  to  sell  a  $50,000  reversible 
mink  coat.  But  as  Paris  Hilton,  decadent  heiress  and  Billionaire 
club  habitue,  puts  it:  "He  is  the  most  classiest  playboy  ever!"  F 
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249  Bjorgolf ur  Thor  Bjorgolfsson  Iceland  3.5  diversified 

40 

A 

249  Manuel  Jove  Spain 

3.5  real  estate 

65 

A 

249  Reinhard  Mohn  &  family  Germany 

3.5  media 

85 

T 

249  Karl  Wlaschek  Austria 

3.5  department  stores 

89 

A 

264  Isak  Andic  Spain 

3.4  textiles 

52 

A 

264  Heidi  Horten  Austria 

3.4  department  stores 

66 

A 

264  Gerard  Louis-Dreyfus  &  fam  France 

3.4  commodities 

74 

264  Rosalia  Mera  Spain 

3A  Zara 

63 

A 

271  Kjeld  Kirk  Kristiansen  Denmark 

3.3  Lego 

59 

A 

271  Dmitry  Rybolovlev  Russia 

3.3  fertilizer 

40 

A 

273  Nicolas  Hayek  Switzerland 

3.2  Swatch 

78 

A 

273  Friede  Springer  Germany 

3.2  publishing 

64 

A 

279  Nadhmi  Auchi  United  Kingdom 

3.1  diversified 

69 

A 

279  Elena  Baturina  Russia 

3.1  construction 

44 

A 

279  Albert  Frere  Belgium 

3.1  investments 

81 

A 

287  David  &  Frederick  Barclay  U.K. 

3.0  media,  retail 

A 

287  Clive  Calder  United  Kingdom 

3.0  record  label 

60 

A 

287  Francesco  Gaetano  Caltagirone  Italy  3.0  diversified 

64 

A 

287  Otto  Happel  Germany 

3.0  engineering 

59 

A 

287  Fredrik  Lundberg  Sweden 

3.0  real  estate,  investments 

55 

A 

287  Dietrich  Mateschitz  Austria 

3.0  Red  Bull 

62 

A 

287  Mario  Moretti  Polegato  Italy 

3.0  shoes 

54 

A 

287  Stefan  Schorghuber  Germany 

3.0  real  estate 

45 

A 

287  Klaus  Tschira  Germany 

3.0  SAP 

66 

▼ 

287  Jesus  de  Polanco  Spain 

3.0  media 

77 

A 

314  Mikhail  Goutseriev  Russia 

2.9  oil,  real  estate 

49 

★ 

314  Bruno  Schroder  &  family  U.K. 

2.9  banking 

74 

A 

323  Pierre  Bellon  &  family  France 

2.8  food  services 

77 

A 

323  Carlo  Benetton  Italy 

2.8  Benetton 

63 

A 

323  Gilberto  Benetton  Italy 

2.8  Benetton 

65 

A 

323  Giuliana  Benetton  Italy 

2.8  Benetton 

69 

A 

323  Luciano  Benetton  Italy 

2.8  Benetton 

71 

A 

323  Victor  Pinchuk  Ukraine 

2.8  steel  pipes 

46 

A 

336  Juan  Abello  Spain 

2.7  investments 

65 

★ 

336  Hugo  Mann  &  family  Germany 

2.7  retail 

93 

A 

336  Sergio  Mantegazza  Switzerland 

2.7  travel 

79 

A 

336  Axel  Oberwelland  Germany 

2.7  candy 

40 

A 

336  Kjell  Inge  Rokke  Norway 

2.7  shipping,  seafood 

48 

★ 

349  Heinz  Bauer  Germany 

2.6  publishing 

67 

A 

349  Heinz-Horst  Deichmann  Germany 

2.6  shoes 

80 

A 

349  John  Dorrance  III  Ireland 

2.6  Campbell  Soup 

63 

A 

349  Gabriel  Escarrer  Spain 

2.6  hotels 

72 

A 

369  Ennio  Doris  &  family  Italy 

2.5  insurance 

66 

A 

369  Joachim  Herz  Germany 

2.5  coffee 

64 

A 

369  Joseph  Lewis  United  Kingdom 

2.5  finance 

70 

A 

369  John  Whittaker  United  Kingdom 

2.5  real  estate 

65 

A 

390  G  &  R  Aponte  Switzerland 

2.4  shipping 

T 

390  Alexander  Frolov  Russia 

2.4  mining,  steel 

42 

A 

390  Filaret  Galchev  Russia 

2.4  cement 

44 

★ 

390  Hermann  Schnabel  Germany 

2.4  chemicals 

85 

A 
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407  Gunter  Herz  Germany 

2.3  coffee 

fifi 

DD 

A 

A 

618  James  Dyson  United  Kingdom 

1.6 

vacuum  cleaners 

59 

407  Jose  Manuel  Loureda  Spain 

2.3  construction 

fi7 
0/ 

ir 

618  Jonathan  Harmsworth  U.K. 

1.6  publishing 

j  j 

A 
A 

407  Stefano  Pessina  1  il 

2.3  pharmaceuticals 

fi5 

A 

618  Manuel  Manrique  Spain 

1.6 

construction 

53 

* 

407  Didier  Primal  France 

2.3  oil 

DZ 

w 

T 

618  Kenneth  Morrison  United  Kingdom 

1.6 

supermarkets 

7c, 
/  j 

407  Michal  Solowow  Poland 

2.3  investments 

44 

HH 

ir 

618  Dieter  Schnabel  Germany 

1.6 

chemicals 

61 

x. 

407  Olav  Thon  Norway 

2.3  real  estate 

R3 

A 

618  Arne  Wilhelmsen  &  family  Norway 

1.6 

Royal  Caribbean 

76 

407  Belmiro  de  Azevedo  Portugal 

2.3  diversified 

CO 

A 
A 

618  Igor  Yakovlev  Russia 

1.6 

retail 

41 

407  Luis  del  Rivero  Spain 

2.3  construction 

5R 

JO 

*k 

664  Farkhad  Akhmedov  Russia 

1.5 

natural  gas 

51 

432  Emilio  Botin  Spain 

2.2  banking 

7T 

A 

A 

664  Oleg  Boyko  Russia 

1.5 

casinos 

42 

432  John  Caudwell  United  Kingdom 

2.2  mobile  phones 

54 

A 

664  Gleb  Fetisov  Russia 

1.5 

telecom,  banking 

40 

432  Philippe  Foriel-Destezet  France 

2.2  temp  agency 

71 
/  I 

A 

664  Andrei  Kozitsyn  Russia 

1.5 

metals 

46 

It 

432  Bahaa  Hariri  Switzerland 

2.2  inheritance 

40 

664  James  Ratcliffe  United  Kingdom 

1.5 

chemicals 

54 

432  Daniela  Herz  Germany 

2.2  coffee 

CO 

JJ 

A 

664  Hans  Riegel  Germany 

1.5  candy 

R4 

OH 

A 

432  Marc  Landreit  de  Lacharriere  France  2.2  finance 

ee 

DO 

664  Paul  Riegel  Germany 

1.5 

candy 

80 

432  David  Sainsbury  United  Kingdom 

2.2  supermarkets 

66 

A 

664  Zygmunt  Solorz-Zak  Poland 

1.5 

TV  station 

5fl 

f 

432  John  de  Mol  Netherlands 

2.2  TV 

52 

664  Martin  Viessmann  Germany 

1.5 

heating  equipment 

JJ 

A 

A 

458  Vincent  Bollore  France 

2.1  investments,  inheritance  54 

A 

717  Vyacheslav  Kantor  Russia 

1 .4  fertilizer,  real  estate 

CI 
JJ 

ir 

458  Alain  Merieux  &  family  France 

2.1  biotech 

69 

A 

A 

717  Lev  Kvetnoi  Russia 

1.4 

metals 

41 

W 

458  Eugen  Viehof  &  family  Germany 

2.1  retail 

90 

A 

717  Bautista  Soler  Spain 

1.4 

real  estate 

7R 
/o 

ir 

458  Igor  Zyuzin  Russia 

2.1  mining,  steel 

46 

A 
A 

754  Anneliese  Brost  Germany 

1.3 

newspapers 

86 

488  Vassily  Anisimov  Russia 

2.0  metals,  real  estate 

55 

A 

A 

754  Richard  Desmond  United  Kingdom 

1.3  publishing 

cc 

J  J 

A 

A 

488  Michael  Ashley  United  Kingdom 

2.0  sports  retailing 

47 

754  Lloyd  Dorfman  United  Kingdom 

1.3  finance 

54 

488  Mark  Coombs  United  Kingdom 

2.0  finance 

46 

754  Vladimir  lorikh  Russia 

1.3 

mining,  steel 

4R 
Ho 

w 

T 

488  Leszek  Czarnecki  Poland 

2.0  leasing,  banking 

45 

754  Nasser  Khalili  United  Kingdom 

1.3 

art,  real  estate 

61 

488  Vitaliy  Hayduk  Ukraine 

2.0  steel,  coal 

49 

ir 

754  Peter  linger  Germany 

1.3 

auto  repair 

fi? 

Oi 

A 

488  Liselott  Persson  Sweden 

2.0  Hennes  &  Mauritz 

754  Joop  van  den  Ende  Netherlands 

1.3 

TV 

65 

OJ 

488  Ural  Rakhimov  Russia 

2.0  oil,  chemicals 

45 

it 

799  Henadiy  Boholyubov  Ukraine 

1.2 

banking,  investments 

H  J 

* 

488  Serhiy  Taruta  Ukraine 

2.0  steel,  coal 

52 

799  Bjorgolfur  Gudmundsson  Iceland 

1.2 

banking 

66 
oo 

j, 

* 

488  Romain  Zaleski  Italy 

2.0  investments 

74 

it 

799  Dietmar  Hopp  Germany 

1.2 

SAP 

fifi 

DO 

A 

A 

488  Albert  von  Thurn  und  Taxis  Germany  2.0  diversified 

23 

A 

A 

799  Ihor  Kolomoyskyy  Ukraine 

1.2 

banking,  investments 

ir 

538  Patokh  Chodiev  Belgium 

1.9  mining,  metals 

54 

799  Silvio  Scaglia  Italy 

1.2 

telecom 

48 

HO 

A 

A 

538  Gustaf  Douglas  Sweden 

1.9  security 

69 

799  Anatoly  Sedykh  Russia 

1.2 

steel  pipes 

42 

J_ 

538  Hans-Werner  Hector  Germany 

1.9  SAP 

67 

799  Jan  Wejchert  Poland 

1.2 

TV  station 

C7 
j  / 

v. 
W 

538  Florentino  Perez  Spain 

1.9  construction 

60 

.4. 

840  Boris  Berezovsky  Russia 

1.1 

oil,  autos,  media 

fi1 

O  1 

538  Eduard  Shifrin  United  Kingdom 

1.9  steel 

46 

840  Albert  Gubay  United  Kingdom 

1.1 

real  estate 

78 

538  Sylvia  Stroher  Germany 

1.9  cosmetics 

52 

A 

840  Thomas  Hunter  United  Kingdom 

1.1 

investments 

45 

Hj 

538  Andreas  von  Bechtolsheim  Germany  1.9  Google 

51 

840  Andrei  Kosogov  Russia 

1.1 

oil,  telecom,  banking 

4fi 
HO 

557  Jose  Maria  Aristrain  Spain 

1.8  steel 

44 

v_ 
W 

840  Monika  Schoeller  Germany 

1.1 

publishing 

fiR 

DO 

A 

A 

557  Dermot  Desmond  Ireland 

1.8  finance 

57 

840  Ion  Tiriac  Romania 

1.1 

banking,  insurance 

fi7 

ir 

557  Ingeburg  Herz  Germany 

1.8  coffee 

87 

840  Dieter  von  Holtzbrinck  Germany 

1.1 

publishing 

O  J 

A 

A 

557  Roman  Karkosik  Poland 

1.8  investments 

56 

840  Stefan  von  Holtzbrinck  Germany 

1.1 

publishing 

43 
h  j 

* 

A 

557  Maersk  Mc-Kinney  Moller  Denmark  1.8  shipping 

93 

891  David  Davidovich  Russia 

1.0 

oil 

AA 
HH 

* 

583  Alexei  Ananyev  Russia 

1.7  banking,  IT,  real  estate 

42 

"A" 

891  Suat  Gunsel  Cyprus 

1.0 

real  estate 

54 
JH 

583  Dmitry  Ananyev  Russia 

1.7  banking,  IT,  real  estate 

38 

a. 
X 

891  Friedhelm  Loh  Germany 

1.0 

manufacturing 

fin 

OU 

583  Sergei  Galitsky  Russia 

1.7  retail 

39 

891  Miroslav  Miskovic  Serbia 

1.0 

insurance,  banking 

fi1 
O  1 

ir 

583  Rolf  Gerling  Germany 

1.7  insurance 

52 

891  Paul  Raymond  United  Kingdom 

1.0  real  estate,  publishing 

R? 

*> 

583  Anthony  O'Reilly  Ireland 

1.7  publishing 

70 

891  Joanne  (JK)  Rowling  United  Kingdom  1.0 

Harry  Potter 

41 
H  I 

583  Joaquin  Rivero  Spain 

1.7  real  estate 

64 

★ 

891  Lily  Safra  Monaco 

1.0 

inheritance 

69 

583  Andrei  Skoch  Russia 

1.7  metals 

41 

* 

891  Kostyantin  Zhevago  Ukraine 

1.0 

banking,  mining 

33 

★ 

618  Shalva  Chigirinsky  Russia 

1.6  oil,  real  estate 

57 

New  *       Up  a       Down  ▼       Same  —        Returnee  •>       Split  fortune  / 
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ILLIONS 


Xerox  Global  Services  professionals  can  transform  your 
firm's  document  processes  to  create  revenue  while  driving  up 
productivity.  Result?  Improved  top  and  bottom  lines. 
There's  a  new  way  to  look  at  it. 


Organizations  waste  millions  on  managing  the  flow  of 
ocii  merits  from  digital  to  paper  and  back  again.  Xerox 
rlobal  Services  professionals  create  efficiencies  b\ 
treamlining  those  processes,  upgrading  document 
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Billionaires 


Carlos  Slim  Helu  I  The  Americas 


Carlos  Slim  Helu's  fortune  is  up  almost  $20  billion 

in  a  year,  built  amid  poverty  and  resentment  in  Mexico. 

Now  he's  gaining  on  Warren  Buffett.  By  Helen  Coster 

CARLOS  SLIM  HELU  OF  MEXICO,  THE  INDUSTRIAL  TITAN  WHOSE  HOLDINGS  SPAN 
telecom,  banking,  energy,  tobacco  and  more,  has  built  unimaginable  wealth  in  one 
of  the  poorer  countries  in  the  Western  Hemisphere.  In  the  past  year  his  fortune,  now 
approaching  $50  billion,  has  grown  by  $19  billion,  an  increase  that  eclipses  any 
gain  by  any  other  billionaire  in  the  past  decade.  He  reigns  as  the  third-richest  per- 
son in  the  world  on  the  21st  annual  FORBES  billionaires  list.  Slim  (both  his  family  surname  and 
his  nickname)  is  tantalizingly  close  to  surpassing  the  wealth  of  the  storied  Oracle  of  Omaha, 
Warren  Buffett,  the  sage  investor  who  has  been  number  two  to  his  protege  and  pal,  Microsoft's 
Bill  Gates,  since  2001  (see  gatefold,  p.  105). 

Slim,  67,  amassed  his  pile  in  a  nation  where  per  capita  income  is  less  than  $6,800  a  year  and 
half  the  population  lives  in  poverty.  His  wealth  comes  to  6.3%  of  Mexico's  annual  economic  out- 
put; if  Gates  had  a  similar  chunk  in  the  U.S.,  he'd  be  worth  $784  billion.  It's  enough  to  give  any 
populist  heartburn. 

In  Hong  Kong,  perhaps,  or  even  Finland,  Slim  would  be  heralded  as  a  striving  champion 
of  capitalism,  a  self-made  billionaire  celebrated  for  employing  218,000  workers  and  for  push- 
ing his  country  into  the  modern  age.  But  not  in  Mexico,  where  the  media  and  the  masses  long 
have  held  a  sneaking  suspicion  that  there  is  something  shady  about  Slim.  He  is  decried  as  a 
rapacious  monopolist  who  built  his  empire  on  cozy  ties  to  Mexican  presidents  and  other 
politicians. 

Last  year  a  cartoon  in  La  Reforma,  a  center-right  newspaper,  depicted  an  oversize  Slim  in  a 
boxing  ring,  splayed  on  his  back  and  squashing  a  tiny  opponent.  The  ring  ropes  were  phone  lines, 
an  allusion  to  Slim's  control  of  Telmex,  with  a  90%  share  of  the  landline  phone  business,  and 
America  Movil,  with  a  73%  share  of  the  market  for  cell  phone  service.  The  caption:  "Billion 
Dollar  Baby."  Slim  has  been  pilloried  on  TV  in  La  Verdad  Sea  Dicha  (Truth  Be  Told"),  a  polit- 
ical-platform show  from  a  defeated  opposition-party  candidate  for  president  who  had 
befriended,  then  betrayed  Slim.  In  one  segment  a  news  anchor  angrily  shoves  a  pie  into  the 
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mouth  of  a  papier  mache  Slim,  mocking  him  as  a  glutton- 
ous, insatiable  tyrant.  Never  mind  that,  in  40  years  of  busi- 
ness in  Mexico,  Slim  isn't  known  ever  to  have  been  formally 
investigated,  indicted,  convicted  or  otherwise  sullied  in 
regard  to  bribery,  influence  peddling  or  any  other  scandal. 
For  some  in  the  working  class  here — the  random  cab  driver, 
small-time  actor,  bellhop — Slim's  fat-cat  wealth  is  reason 
enough  for  suspicion. 

As  the  best-known  patriarch  among  the  ruling  families 
that  dominate  the  Mexican  economy,  he  draws  the  most 
fire  for  the  distinctly  Mexican  form  of  crony  capitalism  that 
pervades  the  national  economy.  The  cement  industry  is 
largely  controlled  by  one  player — Cemex — and  its  billion- 
aire chief,  Lorenzo  Zambrano.  Mexico  has  two  national  tel- 
evision networks,  run  by  the  country's  ruling  elite — TV 
Azteca,  run  by  Ricardo  Salinas  Pliego;  and  Grupo  Televisa, 
controlled  by  Emilio  Azcarraga  Jean,  favorite  son  of  the 
Azcarraga  clan.  Even  tortillas  are  a  monopoly  market,  con- 
trolled by  the  Gonzalez  Barrera  family's  Gruma,  which  has 
a  71%  share  of  sales.  In  January  people  protested  in  the 
streets  of  Mexico  City  after  tortilla  prices  doubled. 

"Mexico  has  a  dense,  intricate  web  of  connections  and 
personal  ties  between  the  government  and  the  business 
class,"  says  Denise  Dresser,  a  Slim  basher  who  teaches  polit- 
ical science  at  Instituto  Tecnologico  Autonomo  de  Mexico 
(ITAM).  "This  ends  up  creating  a  government  that  doesn't 
defend  the  public  interest,  that  isn't  willing  to  go  out  and 
regulate  in  the  name  of  the  consumer,"  she  says.  "But  it  is 
rather  willing  to  help  its  friends,  its  allies  and,  in  some 
cases,  its  business  partners  thrive  at  the  expense  of  the  Mex- 
ican people." 

Slim  insists  he  is  unfazed  by  the  criticism.  "When  you 
live  for  others'  opinions,  you  are  dead.  I  don't  want  to  live 
thinking  about  how  I'll  be  remembered."  At  one  point  in  a 
three-hour  interview  in  his  yawning,  unadorned  office  in  a 
three-story  building  in  a  tony  enclave  in  Mexico  City,  he 
produces  prepared  talking  points  to  rebut  the  notion  that  he 
is  a  monopolist.  Sample  page:  "There  are  actually  44  con- 
cessions that  offer  long  distance,  26  for  local  service  and 

10  for  mobile  service  Telmex  is  not  a  company  that  has 

monopolistic  practices." 

Does  he  protest  too  much?  Some  people  who  know  him 
well  say  Slim  stings  from  the  carping — and  that  he  intends 
to  do  something  about  it.  "He's  like  everyone  else.  He 
doesn't  like  to  be  criticized.  He's  a  sensitive  person  who 
wants  to  do  the  right  thing,"  says  AT&T  Chairman  Edward 
E.  Whitacre  Jr.,  who  has  known  Slim  since  buying  a  10% 
stake  in  Telmex  in  1990  (the  $1  billion  investment  turned 
into  more  than  S10  billion).  "I  think  he  wants  to  be  remem- 
bered as  someone  who  did  something  good  for  his  fellow 
man,"  Whitacre  says. 

Lately  Carlos  Slim  has  taken  up  a  particular  interest  in 
philanthropy,  a  pursuit  he  had  neglected  for  most  of  the 
years  he  was  building  his  businesses.  He  formed  a  founda- 


tion 23  years  ago  and  funded  it  with  a  few  million,  and  it 
has  done  little  since  then.  A  year  ago  Slim  infused  it  with 
$1.8  billion;  in  the  fall  he  pledged  to  donate  up  to  $10  bil- 
lion to  the  foundation  in  the  next  four  years  to  fund  health 
and  education  programs. 

"My  new  job  is  to  focus  on  the  development  and 
employment  of  Latin  America,"  he  says  proudly.  Yet  even 
his  philanthropic  ambitions  are  greeted  with  wariness,  or 
outright  derision,  by  some  in  Slim's  home  country.  ITAM 
professor  Dresser  goaded  him  in  a  newsweekly  commen- 
tary for  failing  to  give  even  more:  "The  day  that  you  give 
80%  of  your  personal  fortune  to  an  unselfish  cause  is  the 
day  that  I  will  become  your  champion."  Michael  Layton, 
director  of  the  Philanthropy  &  Civil  Society  Project  at 
ITAM,  explains:  "In  Mexico,  the  perception  is  that  public 
deeds  are  done  for  personal  gain." 

CARLOS  SLIM  WAS  DESTINED  FOR  BUSINESS  FROM  BOY- 
hood.  His  father,  Julian  Slim  Haddad  Aglamaz,  was  a 
Lebanese  immigrant  who  invested  in  real  estate  in  down- 
town Mexico  City  after  the  country's  1910  revolution.  Every 
Sunday  he  would  give  his  son  a  5-peso  allowance,  requir- 
ing him  to  record  his  purchases  in  a  ledger.  In  Slim's  office 
today,  on  a  bookshelf  lined  with  works  from  or  about  Buf- 
fett,  Getty  and  Rockefeller,  Slim  keeps  five  ledger  books 
from  his  childhood. 

He  pulls  one  down  and  opens  it.  "This  was  exactly  52 
years  ago,"  he  says,  turning  to  a  page  split  into  two  columns. 
"Here  I  bought  a  soft  drink  for  70  centavos.  Here  I  bought 
two  tortas,  two  albums,  two  doughnuts."  Today  he  still  has 
a  weakness  for  sweets;  the  seams  of  his  snug  dress  shirt  tug 
at  a  waistline  that  defies  his  nickname. 

By  age  26  Slim  had  accumulated  $400,000  from  invest- 
ments and  from  his  mother  and  had  married  Soumaya 
Domit,  who  would  bear  him  six  children.  (She  died  of  a 
kidney  ailment  in  1999,  and  Slim  hasn't  remarried;  today  all 
three  of  his  sons  and  two  of  his  three  sons-in-law  work  in 
high  jobs  at  companies  he  controls;  a  daughter  works  for  his 
museum.)  Equipped  with  a  civil  engineering  degree  and  a 
keen  eye  for  unloved  assets,  he  began  buying  businesses  in 
all  manner  of  industries.  There  was  no  overarching  strategy 
except  to  make  a  profit. 

Four  decades  later  Slim  profits  on  goods  and  services 
that  are  fundamental  to  the  daily  life  of  Mexicans.  His  com- 
panies sell  them  tires  for  their  cars  and  build  the  roads  they 
drive  on;  he  owns  180  Sanborns,  a  retail-cum-restaurant 
chain  where  people  shop -and  dine.  His  bank  sells  them 
mortgage  loans,  another  outfit  makes  the  tiles  that  cover 
their  kitchen  floors  and  his  oil  rigs  find  the  fuel  that  heats 
their  homes. 

Slim-controlled  companies,  most  of  them  cobbled 
together  into  two  main  holding  companies,  Grupo  Carso 
and  Grupo  Financiero  Inbursa,  account  for  half  of  the  com- 
bined market  cap  of  Mexico's  benchmark  stock  index,  the 
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Blueprint 

for  the  Future 


CiLet  us  be  bold  in  our 
thinking,  and  let  us 
seek  out  opportunity. 

Let  us  envision 
greatness.  Our  most 
daring  dreams  are 
but  blueprints  for 
our  future. }) 

Mayor  Thomas  M.  Menino 


Bustling  with  growth  and 
activity,  Boston  is  a 
powerful,  global  capital. 
It  is  a  city  whose  competitive 
assets  are  varied  and  profuse. 
From  the  city's  diverse  young 
citizens  to  the  renowned  insti- 
tutions that  keep  Boston  on  the 
forefront  of  scientific  research 
and  the  delivery  of  health  care 
solutions,  Boston  is  a  harbor 
city  that  serves  as  the  gateway 
to  America  and  to  new  ideas. 
Boston's  vibrant  cultural  insti- 
tutions, outstanding  restau- 
rants and  livable  scale  make 
it  home  to  a  highly  educated 
workforce  that  propels  a  lively 
economy. 


Kenneth  D.  Lewis 

Chairman  and 
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Bank  of  America  is  a  financial 
services  company  thaf  gives 
back  fo  fhe  communities  in 
which  it  does  business.  With  deep 
roots  in  the  Boston  and  New 
England  communities.  Bank  of 
America  has  contributed  nearly 
$11  million  to  Massachusetts  in 
2006  in  charitable  giving,  sponsor- 
ship and  community  activity, 
adding  to  the  vibrancy  of  the 
region.  Over  a  five-year  period 
ending  in  2009,  Bank  of  America 
will  have  contributed  $100  million 
to  nonprofit  organizations  in  New 
England. 

Bank  of  America  is  one  of  the 
world's  largest  financial  institutions, 
serving  individual  consumers, 
small  and  middle  market  business- 
es and  large  corporations  with  a 
full  range  of  banking,  investing, 
asset  management  and  other 
financial  and  risk-management 
products  and  services.  The  com- 
pany provides  unmatched  con- 
venience in  the  U.S.,  serving  more 
than  55  million  consumer  and 
small-business  relationships  with 
more  than  5,700  retail  banking 
offices,  through  more  than  1 7,000 
ATMs  and  award-winning  online 
banking  with  more  than  21  million 
active  users.  Bank  of  America  is 
the  No.  1  overall  SBA  lender  in  the 
United  States  and  No.  1  SBA  lender 
to  minority-owned  small  businesses 

www.bankofamerlca.com 
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"We  are  changing  the  face 
of  our  downtown." 

-  Mayor  Thomas  M.  Menino 
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WATERFRONT,  INNOVATIVE 
ARCHITECTURE  AND 
CULTURAL  INSTITUTES 
MAKE  BOSTON  STRONG 

"Let  us  be  bold  in  our  thinking,  and 
let  us  seek  out  opportunity.  Let  us 
envision  greatness.  Our  most  daring 
dreams  are  but  blueprints  for  our 
future,"  says  Mayor  Thomas  M. 
Menino,  first  elected  in  1993.  "We're 
creating  new  jobs.  Our  hotels  and 
offices  are  full.  And  with  the  guidance 
of  our  thoughtful  planning,  we  are 
changing  the  face  of  our  downtown." 

Boston's  advantages  in  the  global 
arena  are  reaping  rich  benefits.  The  city 
has  a  development  pipeline  of  $12.5 
billion  of  investment  and  47  million 
square  feet  of  building  space.  It  is 
reknitting  ties  on  both  sides  of  the 
Rose  Kennedy  Greenway,  a  27-acre 
park  system  that  will  run  through 
downtown.  Adjacent  to  shimmering, 
clean  Boston  Harbor  and  only  minutes 
from  downtown  is  the  thousand-acre 
South  Boston  Waterfront  District. 
Bookended  by  two  new  architectural 
marvels,  the  Boston  Convention  and 
Exhibition  Center,  which  opened  in 
2004,  and  the  Institute  for  Contempo- 
rary Art  (ICA),  whose  doors  opened  in 
2006,  the  district  lies  a  mere  ten-minute 
ride  via  public  transit  from  Logan 
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International  Airport  and  is  primed  fo 
growth.  A  plan  for  the  city's  talles 
building  at  Winthrop  Square  in  down 
town  is  also  moving  forward. 

DOING  BUSINESS  IN  BOSTON 

Boston  is  the  perfect  place  for  estab 
!  lished  players  in  the  financial  industry 
companies  conducting  cutting-edgi 
lifetech  research  and  creative  start-u| 
entities. 

Boston's  renowned  educational  anc 
research  institutions  place  the  city  OB 
the  forefront  of  scientific  research  anc 
delivery  of  health  care  solutions 
Harvard  University,  the  Massachusetts 
Institute  of  Technology,  Boston  Col 
lege,  Boston  University  and  North 
eastern  University  give  the  city  aij 


OPPORTUNITY 


THE  GLOBAL  CORPORATE  &  INVESTMENT  BANKING  GRO 

We  provide  strategic  insight  and  financial  strength  to  help  companies  rai 
invest  and  manage  their  capital.  To  grow  your  business  regionally,  nationally 
or  globally,  seize  the  opportunity. 
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Local  Raytheon  Talent  Delivers 
Global  Customer  Success 

Raytheon  is  a  leading  global 
technology  company  provid- 
ing innovative  solutions, 
service  and  support  to  customers 
in  the  international  aerospace, 
defense  and  government  technol- 
ogy markets. 

As  one  of  Greater  Boston's  origi- 
nal technology  companies,  and 
with  more  than  1 2,000  employees 
located  in  the  region,  Raytheon  is 
proof  of  Boston's  ability  fo  support 
large,  complex  enterprises  and 
to  offer  a  stimulating  place  to 
work,  learn  and  live.  Here  we  have 
built  world-class  engineering  and 
research  labs,  established  large 
manufacturing  centers  and 
attracted  the  best-educated  peo- 
ple to  several  local  facilities  includ- 
ing our  global  headquarters. 

Raytheon  works  closely  with  local 
schools,  state  and  local  govern- 
ments and  the  business  communi- 
ty to  build  on  Boston's  legacy  as  a 
world  center  of  high-technology 
talent  and  resources.  Raytheon's 
regional  footprint  is  supported  by 
more  than  2,000  capable  small-to- 
medium-sized  businesses.  Put  it  all 
together,  and  Boston  is  a  superior 
place  for  growing  the  innovative 
enterprise. 

www.  raytheon  .com 


Raytheon 


international  reputation  for  higher 
learning.  Today,  50  universities  lie  in 
or  near  Boston  and  attract  students 
from  around  the  world. 

Boston's  universities  will  help  power 
the  city's  innovation  and  life  sciences 
economy.  Boston  University  and  Boston 
Medical  Center  are  working  together  to 
develop  a  2-million-square-foot  bio- 
medical research  complex  in  the  South 
End.  Harvard  has  announced  prelimi- 
nary plans  to  build  a  500,000-square- 
foot  science  facility  in  Allston,  which 
will  include  a  center  for  stem  cell 
research.  These  new  science  hubs  will 
flank  the  traditional  health  care  and 
bioresearch  district  in  the  Longwood 
Medical  Area. 

Thanks  to  the  contributions  of 
the  university  community  and  the 
dynamism  of  the  city  as  a  whole,  one- 
third  of  Boston's  population  is  between 
the  ages  of  20  and  34.  Many  of  these 
young  people  com- 
prise the  city's  diverse 
corps  of  entrepre- 
neurs, while  others 
are  helping  to  build 
the  city's  "knowl- 
edge-based sectors," 
which  include  health 
services,  law,  account- 
ing, finance,  and 
computer  and  finan- 
cial services.  They 
are  also  players  in 
Boston's  burgeoning 
creative  economy. 

Businesses  from 
around  the  world 
are  finding  the 
attractive  economic  environment  they 
seek  in  Boston.  In  recent  years,  compa- 
nies such  as  Barney's,  Jimmy  Choo, 
Valentino  and  Riess  Co.  UK  have 
entered  the  market,  in  part  to  meet  the 
demands  of  these  young  residents. 

Thirty-four-year-old  Panos  Panay 
could  have  started  his  Internet  busi- 
ness anywhere  in  the  world.  The 
Cyprus-born  Panay  found  in  Boston 
the  perfect  mix  of  European  style  and 
culture  with  American  can-do  spirit. 


Following  his  undergraduate  educal 
tion  in  music  management  at  thf 
Bcrklee  College  of  Music,  Pana 
worked  as  a  music  agent.  When  i 
2002  he  founded  Sonicbids,  now  all 
online  booking  service  for  100,00' 
musical  performers  and  more  thail 
8,000  venues,  he  discovered  Bostoi 

'  1 

had  competitive  advantages  few  othe| 
cities  could  offer:  diversity,  a  highl' 
talented  workforce  and  proximity  t< 
Europe. 

"I  always  felt  Boston's  talent  pod 
would  be  great  for  starting  a  compa 
ny,"  says  Panay.  "It  is  an  awesomi 
place.  It  has  a  young  scene  that  i 
untapped." 

In  just  five  years  of  existence,  Panay 
company  has  grown  from  a  handful  a 
employees  to  40  people.  He  is  currentli 
moving  Sonicbids  into  1 1,000  squar 
feet  of  office  space  in  the  city's  attrac 
!  tive  South  End  neighborhood.  The  hell 
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he  has  received  from  city  governmen 
—  which  is  committed  to  stimulatin 
and  accommodating  growth  —  ha 
enabled  his  company  to  expand.  Pana 
gives  back  by  co-chairing  the  mayor' 
advisory  board  of  Create  Boston,  whic 
seeks  to  assist  other  members  of  th 
city's  creative  economy. 

With  young,  energetic  business  lead 
ers  such  as  Panay  at  the  front  of  th 
pack,  Boston's  economy  is  powerin, 
forward. 


Trusted  Partner 


it  Raytheon,  we're  proud  of  our  reputation  as  the  world's  leading  developer  of  technologies  in  defense  and 
overnment  electronics,  space,  information  technology  and  special  mission  aircraft.  And  we're  proud  that 
lis  reputation  rests  upon  a  foundation  of  trust  with  customers,  employees,  suppliers  and  communities.  It's  a 
bmbination  that  delivers  a  distinct  operational  advantage  and  information  superiority  for  our  customers, 
nywhere  in  the  world. 


yww.raytheon.com 
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Customer  Success  Is  Our  Mission 
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ner  Success  Is  Our  Mission"  is  a  registered  trademark  of  Raytheon  Company 
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State  Street  Corporation  —  the 
world's  leading  provider  of 
financial  services  to  institutional 
investors  —  has  roots  in  Boston 
tracing  back  more  than  200  years. 

We're  committed  to  providing 
global  institutional  investors  with  the 
tools  and  services  they  need  to  be 
successful,  whether  it's  investment 
services,  investment  management 
or  investment  research  and  trading. 
With  over  21,000  employees  world- 
wide, we  operate  in  26  countries 
and  over  100  markets.  Our  global 
leadership  in  financial  services  is 
underscored  by  the  $11.9  trillion  in 
assets  we  have  under  custody* 
and  our  position  as  the  world's 
largest  institutional  asset  manager, 
with  $1.7  trillion  in  assets  under 
management.* 

As  an  industry  leader,  we  also 
know  we  have  a  responsibility  to 
the  communities  in  which  we  live 
and  work.  We're  very  proud  to 
have  provided  $108  million  in 
grants  since  1977,  and  that  last 
year  alone  our  employees  volun- 
teered 39,000  hours  worldwide, 
leading  us  to  be  named  to  the 
"1 00  Best  Corporate  Citizens"  list  by 
Business  Ethics  magazine. 

*  As  of  December  31 ,  2006. 

www.statestreet.com 


A  LIVABLE  CITY  OF 
NEIGHBORHOODS 

Boston  is  a  livable  city  of  21  distinct 
neighborhoods  where  people  work, 
live  and  enjoy.  There  are  nearly 
600,000  people  living  in  Boston,  and 
that  number  doubles  every  day  as 
workers  enter  the  city  from  throughout 
the  region. 

Both  residents  and  commuters  take 
full  advantage  of  Boston's  civic  and 
cultural  life,  which  is  reflected  in  the 
nationally  recognized  dining  establish- 
ments throughout  the  city. 

On  the  front  lines  of  Boston's  food 
renaissance  is  Chris  Douglass,  who 
became  the  chef  and  owner  of  the 
South  End  restaurant  Icarus  in  the  mid- 
1980s.  Icarus,  along  with  Hamersley's 
Bistro  and  L'Espalier,  represents  a  com- 
mitment to  the  freshest  artisanal  ingre- 
dients, innovative  recipes  and  culinary 
creativity.  The  culinary  and  critical  suc- 
cess of  these  restaurants  speaks  to  the 
health  of  the  South  End  and  other 
neighborhoods  throughout  the  city. 

"The  new-thinking  restaurants 
looked  to  Europe  and  France  for  inspi- 
ration," says  Douglass.  "Now,  the 
South  End  is  dancing  with  restaurants. 
It's  a  destination." 

Chefs  like  Douglass  are  expanding 
into  the  lively  neighborhoods  of  the 


city.  For  example,  Roslindale  Village 
home  to  attractive  neighborhood  eatei 
ies,  such  as  Delfino's  and  Sophia 
Grotto.  The  bustling  neighborhood  c 
Jamaica  Plain  possesses  thriving  nei 
bakeries  and  boutiques,  as  well  as 
community  of  restaurateurs  and  entn 
preneurs  who  give  the  district  a  Lati 
flavor.  Located  downtown,  Chinatow 

Photo  Courtesy  of  Sarah  Musum$ 


State  Street 


m  MVP 


AT  STATE  STREET,  OUR 
CUSTOMERS  DON'T  FIND 
ONE  PERFECT  SOLUTION. 

THEY  FIND  12. 


State  Street's  top  100  customers  use  an  average  of  12.6  State  Street 
products  and  have  been  with  us  for  an  average  of  14  years.  We've 
grown  these  relationships  with  institutional  investors  through  our 
enduring  commitment  to  customized  solutions,  accuracy,  technology, 
and  most  important,  delivering  consistent  excellence.  At  State  Street, 
we  provide  a  value  and  service  our  customers  can't  find  anywhere  else. 

For  more  information,  please  visit  www.statestreet.com. 


State  Street 


INVESTMENT  SERVICING    INVESTMENT  MANAGEMENT    INVESTMENT  RESEARCH  AND  TRADING 


©  2007  STATE  STREET  CORPORATION.  07-STT00650107 
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caters  to  members  of  the  high-flying 
business  community,  physicians,  med- 
ical researchers  and  neighborhood  res- 
idents. 

Enhancing  Boston's  economic  liveli- 
hood and  livability  is  Main  Streets,  a 
program  conceived  by  Mayor  Menino. 
Main  Streets  helps  proprietors  in  key 
business  districts  throughout  the  city 
by  providing  financial  and  technical 
assistance. 

The  growth  is  spreading  into  Boston's 
newest  neighborhood,  the  South  Boston 
Waterfront,  as  well.  Joanne  Chang,  a 
graduate  of  Boston  Latin  School  and 
Harvard  College,  opted  to  open  the  Flour 
Bakery  in  the  South  End,  and  now  she  is 
at  work  opening  a  new  Flour  Bakery  on 
the  South  Boston  waterfront.  Barbara 
Lynch,  one  of  the  city's  best-known  chefs, 
grew  up  in  South  Boston  and  operates 
No.  9  Park  (named  one  of  the  25  Best 
New  Restaurants  in  America  when  it 
opened  in  1998),  B  &  G  Oyster  Bar  and 
the  Butcher  Shop.  She  plans  to  launch  a 
new  restaurant  on  the  waterfront,  only 
minutes  from  where  she  grew  up. 

Boston  has  2,200  acres  of  parks  and 
green  space  throughout  the  city,  both  in 
the  form  of  the  Emerald  Necklace,  one 
of  the  oldest  series  of  public  parks, 
designed  by  Frederick  Law  Olmsted, 
and  the  emerging  Rose  Kennedy  Green- 
way  in  the  heart  of  downtown.  Add  to 
this  a  first-class  urban  school  district  — 
honored  with  the  Broad  Prize  for  Urban 
Education  —  and  Boston  is  a  great 
place  to  live,  work,  play  and  raise  a 
family.  It  is  a  model  of  sustainability. 

"People  want  to  be  able  to  walk  to 
work  and  go  to  restaurants,  and  we 
have  that.  It's  almost  like  a  European 
city,"  says  David  Hacin,  the  Boston 
Society  of  Architects'  commissioner  of 
urban  design.  "It's  livable,  it's  walka- 
ble,  but  it's  also  innovative." 

SOUTH  BOSTON 
WATERFRONT 

Perhaps  the  best  example  of  a  new 
neighborhood  emerging  in  a  historic 
city  is  the  South  Boston  Waterfront. 
With  the  opening  of  the  Boston  Con- 


A  rendering  of  Fan  Pier,  an  exciting  multiu 
development  on  Boston's  waterfront  that 
part  of  the  city's  new  growth 


vention  and  Exhibition  Center  (BCEC 
in  2004  came  recognition  of  th 
vibrant  neighborhood  coming  int 
existence  only  minutes  from  the  finai 
cial  district.  At  1.7  million  square  fee 
the  convention  center  is  not  only  th 
largest  such  facility  in  the  Northeast, 
is  also  among  the  most  architecturalll 
innovative.  Robert  Campbell,  th 
architecture  critic  for  the  Bosto 
Globe,  called  the  design  of  the  BCE< 
"the  best  of  its  kind  in  the  country. 

The  BCEC  has  already  succeede 
beyond  initial  expectations.  Now  in  ii 
third  year  of  operation,  the  BCE* 
expects  400,000  people  to  visit  th 
year.  In  keeping  with  Boston's  positio 
as  a  national  leader  in  technology  an 
innovation,  the  convention  center  h 
developed  a  reputation  for  runnin 
high-tech  events.  The  BIO  Internatior 
al  Conference  in  May  2007  translate 
not  just  into  15,000  visitors  staying  i 
local  hotels  and  dining  at  local  eaterie 
but  also  into  exposure  to  the  city) 
attractiveness  to  the  biotech  and  lifetec 
community.  The  BCEC,  site  of  the  BP 
conference,  is  a  short  distance  from  tf 
Boston  Marine  and  Industrial  Pari 
where  the  Dana-Farber  Cancer  Institu 
has  decided  to  move  some  of  i 
research  and  administrative  facilities.; 


CEO  &  Executive  Director,  Massport 


Serving  a  dynamic  economy  that  earned 
a  "straight  A"  rating  in  a  recent  business 
^rr^Y$5#  the  50  state s^|$e!.  Pfart  of 
Bostonliid  Logan  International  Airport 


More  than  50  competing  airlines  extend 
the  reach  of  Boston's  businesses  with 
direct,  non-stop  service  to  79  domestic 
and  34  international  markets  across 
the  globe.  Half  of  the  world's  major 
shipping  lines  also  connect  Boston  with 
104  individual  ports  worldwide. 

Quality  of  life,  world-class  education 
and  cultural  institutions  and  a  strong 
local  economy  that  ranks  5th  highest 
in  per  capita  income  are  key  reasons 
companies  locate  and  do  business 
in  Boston. 


Enhancing  Boston's  reputation  as  a 
leading  world  trader  is  the  job  of 
the  Massachusetts  Port  Authority, 
which  has  invested  more  than  $4 
billion  over  the  past  decade  to  expand 
and  modernize  the  transportation 
services  we  offer  to  customers,  on  land, 
sea  and  air. 


www.massport.com 
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The  ICA  is  becomin 

a  new  visual  symb 

of  the  ci 


it 


hoto  Courtesy  o 


There  are  no  strangers  here. 

Only  clients,  colleagues, 
and  competitors  you  haven't  met  yet. 


The  Greater  Boston  Chamber  of 
Commerce  is  a  broad-based  business 
association  representing  more  than 
1 ,700  employers  of  all  sizes  from 
virtually  every  industry  and 
profession  in  the  Greater  Boston 
region.  We  work  for  legislative 
changes  that  encourage  a  strong, 
growing  economy  and  keep  our 
business  community  competitive. 
In  addition  to  effective  advocacy,  the 
Chamber  also  hosts  more  than  1 00  programs  and  events 
per  year  to  help  members  develop  strategic  relationships 
within  the  business  community,  acquire  new  information, 
and  expand  their  marketing  opportunities. 

Experience  the  Chamber  first-hand  with  more  than 
1,000  leaders  in  business  and  government  at  our 

2007 Annual  Meeting  &  Dinner 

Thursday,  May  10 
The  Westin  Boston  Waterfront 
Dinner  &  Reception  5:30  -  8:30 p.  m. 


Hotels  and  office  space  are  spring- 
ing up  throughout  the  Waterfront  dis- 
trict. The  Intercontinental  Boston 
Hotel  is  located  on  the  site  of  the 
Boston  Tea  Party,  the  790-room 
Westin  Hotel  opened  in  June  and  is 
connected  to  the  convention  center, 
and  the  Seaport  Hotel  has  already 
become  a  local  institution. 

Meanwhile,  developers  continue  to 
move  forward  with  plans  to  build  Fan 
Pier,  a  state-of-the-art  multi-use  real 
estate  project  right  on  the  harbor.  The 
potential  of  the  district  cannot  be 
overstated.  Boston  has  an  incredible 
opportunity  to  construct  this  new  por- 
tion of  the  city  with  many 
transportation  options  — 
only  ten  minutes  from 
Logan  Airport  with  the 
new  Silver  Line  providing 
MBTA  access  and  auto- 
mobile links  to  Routes 
90  and  93.  Other  cities 
need  to  sprawl  outward; 
Boston  is  adding  residen- 
tial areas  minutes  from 
its  heart. 


CULTURAL  AMENITIES 

Boston  brings  a  comprehensi 
vision  to  its  planning  and  develo 
ment  dialogues,  creating  cohesi 
density  alongside  rich  open  space 
These  ideas  came  together  in  tl 
new  Institute  of  Contemporary  A: 
At  the  behest  of  Mayor  Menino,  t 
Boston  Redevelopment  Authori 
designated  the  ICA  to  develo 
a  prime  waterfront  parcel,  challen 
ing  the  museum  to  create 
new  architectural  icon  that  woul 
reflect  Boston's  tremendous  yout 
diversity  and  longstanding  spi 
of  innovation. 


Photo  Courtesy  of  Sarah  Musur 


Touching  lives,  improving  life.  P&G 


Adve 


ANOTHER  GREAT  MOMENT  IN  BOSTON  CONVENTION  HISTORY: 

Knowing  that  no  other  convention 
city  can  deliver  like  Boston. 


James  E.  P 
Executive  I 
MCCA 


Boston  Unsurpassed  accessibility,  capabilities, 
flexibility,  and  customer  service — Boston  truly  is 
the  complete  convention  package.  Millions  of 
qualified  attendees  are  within  a  two-hour  travel 
radius,  and  they'll  love  the  convenience  and  charm 
of  America's  "Walking  City."  Meanwhile,  you'll 
be  amazed  by  the  possibilities  of  our  two  state- 
of-the-art    convention    centers,    the  Boston 
Convention  &  Exhibition  Center  ^^^^^m 
and  Hynes  Convention  Center, 
both   just   minutes   from   the  {fc~J?*v^M 
airport.  Come  visit  us  and  see  Pp^SjJl 
why  you'll  make  history  with     1/   /  "*JKi 

your   next  event — in  Boston!  

Please  call  617-954-2800  or  visit 
www.AdvantageBOSTON.com. 

BOSTON.  MAKING  CONVENTION  HISTORY. 


MCCA    AtMsMdMtti  ...  mMan  Cr*nw  Autf»m>  .hru  ?r>d  operates  rtf  ftoston  CcfMWOon  &  LiSrfntw  On**-  aid  the  Hyn«  Cartcnoon  Centf 


With  a  cutting-edge  glass  and  stee 
structure  that  actually  extends  out  ovei 
the  harbor,  the  ICA  not  only  creates  gor 
geous  galleries  framed  by  views  to  the 
water,  it  also  offers  extraordinary  public 
spaces  at  the  water's  edge.  Some  5,00C 
people  attended  the  museum's  opening 
inspired  by  both  its  art  and  its  design 
With  17,000  square  feet,  the  ICA  wil 
offer  theater  and  event  space  in  additior 
to  its  galleries  and  exhibitions. 

As  part  of  the  rich  range  of  cultura 
experiences  Boston  offers  to  residents 
and  visitors,  the  ICA  joins  renownec 
institutions  such  as  the  Museum  o 
Fine  Arts  and  the  Boston  Symphony 
Orchestra,  as  well  as  architectural  gemj 
like  the  Opera  House  and  a  wide  arrai 
of  small  and  mid-sized  theaters,  gal 
leries  and  performance  spaces  spreac 
throughout  the  city. 
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ITY  OF  ARCHITECTURE 

Responding  to  the  mayor's  leadership,  Trans  National 
Properties  has  submitted  a  proposal  to  the  Boston  Rede- 
velopment Authority  for  an  innovative,  iconic  tower 
ilesigned  by  world-renowned  architect  Renzo  Piano. 
This  structure  would  offer  1.3  million  square  feet  of 
professional  space  and  be  among  the  largest  green  build- 
ings in  the  world.  Located  at  Winthrop  Square  in  the 
weart  of  downtown,  this  project  would  incorporate 
L'5,000  square  feet  of  public  space  complete  with  a 
Lookout  Garden"  at  the  top  of  the  building.  The  pro- 
posal marks  enormous  confidence  in  the  growth  of 
boston's  downtown  area. 


Experience  the  NEW 

BostonUSA! 

*  Convention  Center  with  51 6,000 
contiguous  sq.  ft.  of  exhibition  space. 

*  20  NEW  Hotels  with  more  than 
5,000  rooms  have  opened  since  2002. 

*  5  NEW  Hotels  with  more  than  2,300  rooms 
will  open  between  2007  and  2009. 

*  NEW  Airport  terminals  &  transit  connections 
completed. 

*  NEW  restaurants,  shops  and  attractions. 


To  book  your  next  meeting  in  Boston,  contact  the 

[3      W'T*     i«rr  [2 

1-617-867-8242  www.BostonUSA.com  gbcvbsales@BostonUSA.com 


Thomas 
Mayor,  C 


F  A  N 


P  I   EE  R 


SOMETHING 
EXTRAORDINARY 
IS  TAKING  PLACE 
ON 
BOSTON'S 
WATERFRONT 
•  - 

FIVE-STAR  HOTEL 
EXCLUSIVE  RETAIL  &  RESTAURANTS 
LUXURY  WATERFRONT  RESIDENCES 

PRIME  OFFICE  SPACE 
INSTITUTE  OF  CONTEMPORARY  ART 
MARINA 

BEAUTIFULLY  LANDSCAPED  PARKS 
■• 

ALL  ON  21  COVETED 
WATERFRONT  ACRES 


www.fanpierbosto 

Beyond  comparis 
For  preview  information 

617.261.450 


A  development  of  The  Fallon  Company 


Boston  is  a  national  and 
world  leader  in  new  ideas. 


Photo  Courtesy  of  Getty  Image  i 


The  promotion  of  cohesion  is  also 
evident  in  the  city's  Crossroads  Initia- 
tive, which  is  reconnecting  city  streets 
that  were  long  separated  because  of 
the  once  elevated  Central  Artery.  The 
city  is  also  beginning  to  reimagine  the 
area  around  City  Hall,  while  the  Rose 
Kennedy  Greenway  is  emerging  as  the 
modern  counterpoint  to  the  original 
Emerald  Necklace. 

With  bold  leadership,  a  young, 


highly  educated  workforce,  sustainabli 
and  thriving  neighborhoods  and  a  rid 
cultural  life,  Boston  possesses  uniqui 
advantages  in  the  highly  competitivi 
global  economy.  As  the  European  gate 
way,  this  diverse  city  is  well  positioned 
as  a  national  and  world  leader  in  comj 
merce,  opportunity  and  new  ideas. 

Produced  in  partnership  with  th> 
Mayor's  Office  of  Arts,  Tourism  6 
Special  Events.  I 


Bank  of  America 
Boston  Redevelopment  Authority 
City  of  Boston 
The  Fallon  Company  /  Fan  Pier 
Gillette 

Greater  Boston  Chamber  of  Commerce 
Greater  Boston  Convention  &  Visitors  Bureau 
Massachusetts  Convention  Center  Authority 
Massachusetts  Port  Authority 
Raytheon 
State  Street  Corporation 


www.bankofamerica.com 
www.bostonredevelopmentauthority.oi 
www.cityofboston.gov 

www.fanpierboston.com 

k 

www.pg.com 

www.bostonchamber.com 
www.bostonusa.com 
www.massconvention.com 
www.massport.com 
www.raytheon.com 
www.statestreet.com 


Billionaires  Carlos  Slim  Helu  I  The  Americas 


35-stock  Indice  de  Precios  y  Cotizaciones.  That  index  has 
soared,  rising  49%  in  2006,  fueling  Slims  enormous  gain 
in  wealth. 

In  the  mid-1960s  Slim  bought  a  bottling  plant  and  cre- 
ated a  construction  company  and  a  real  estate  firm.  It  was 
the  start  of  a  conglomerate  he  later  would  name  Grupo 
Carso,  fusing  the  first  syllables  of  his  and  his  wife's  first 
names.  In  1976  he  spent  $1  million  to  buy  60%  of  Galas  de 
Mexico,  a  small  printer  of  labels  for  cigarette  packs. 
Five  years  later  he  used  the  cash  flow  from  that  to  buy  51% 
of  Cigatam,  a  cigarette  company  and  one  of  Galas'  biggest 
customers. 

In  1982  Mexico  was  in  the  midst  of  economic  collapse 
amid  runaway  inflation,  interest  rates  and  debt  defaults. 
Even  the  boldest  investors  were  bailing  out.  But  Slim 
kept  buying,  grabbing  assets  at  panic  prices.  "Everyone  was 
very  scared  and  wanted  to  take  their  money  away  to  the 
U.S.  and  Europe,"  says  Carlos  Montemayor,  chief  of 
Marcatel,  a  Telmex  rival  in  long-distance  service. 
Slim  "picked  from  among  the  suffering  Mexican  compa- 
nies. I  would  have  done  that  if  I  had  had  any  money  at 
the  time." 

Slim  spent  $13  million  to  buy  insurance  company 
Seguros  de  Mexico  in  1984,  a  property  now  worth 
$1.5  billion,  even  after  four  spinoffs.  In  1985  he 
bought  the  Mexican  retail  chain  Sanborns  for  $30  mil-  l_ 
lion,  and  now  that  holding  turns  a  pretax  profit  of  half 
a  billion  dollars.  The  following  year  he  put  up  $50  million 
to  buy  Minera  Frisco,  a  mining  company.  Then  came 
Condumex,  which  made  auto  parts  and  cables,  among 
other  things;  and  Empresas  Nacobre,  a  mining  company; 
and  more.  Together  with  a  few  other  holdings  these  com- 
panies are  part  of  Grupo  Carso,  now  worth  $8  billion. 

Slim  had  managed  to  avoid  any  public  notice  or  crit- 
icism for  25  years,  but  his  anonymity  ended  when  he 
entered  the  telecom  sector  in  1990.  Mexico's  President 
Carlos  Salinas  de  Gortari  was  in  a  privatization  push, 
and  Slim  put  in  the  winning  bid  to  buy  51%  voting  con- 
trol of  the  state-owned  phone  company  for  $1.8  billion. 

The  deal  instantly  stirred  rumors,  never  substantiated, 
that  Slim  somehow  had  an  inside  track  with  his  powerful 
pal  in  the  presidential  palace.  Slim  faced  only  two  other 
bidders  and  had  lined  up  backing  from  Whitacre's  telco 
(then  known  as  SBC)  and  France  Telecom.  Slim  topped  the 
next-highest  bid— from  a  group  that  included  GTE  and  a 
Mexican  brokerage  firm  run  by  Slims  first  cousin— by  $70 
million.  (The  government  sold  most  of  its  stake  on  the  open 
market  shortly  after  Slim  closed  the  deal,  gradually  selling 
off  the  rest  by  2001.) 

For  the  first  seven  years  Telmex  held  a  monopoly  on 
phone  service,  and  it  succeeded  in  imposing  some  of  the 
highest  prices  anywhere  in  the  world.  (All  bidders  were 
offered  a  similar  competition-free  period.)  The  market 
opened  to  rivals  in  1997,  and  Telmex  tangled  with  com- 


THE 
AMERICAS 

The  region's  identifiable  billionaire  wealth  rose  27%  to  $242 
billion  with  help  from  a  record  61  names.  Brazil  has  three 
newcomers  who  made  money  in  ethanol,  paper  and  steel.  The 
richest  debutant,  David  Thomson,  inherited  his  spot  in  the  top  20. 


Constantino 
de  Oliveira  Jr 


NET  WORTH 

fm  Name  Country  (sbil) 

Source 

AGE 

3      Carlos  Slim  Helu  Mexico 

49.0 

telecom 

67 

A 

10    David  Thomson  &  family  Canada 

22.0 

inheritance 

49 

* 

93    Galen  Weston  &  family  Canada 

7.9 

retail 

66 

▼ 

119  Anacleto  Angelini  Chile 

6.0 

energy 

93 

119  Gustavo  Cisneros  &  family  Venezuela 

6.0 

media 

61 

▲ 

119  Lorenzo  Mendoza  &  family  Venezuela  6.0 

beverages 

41 

▲ 

119  Joseph  Safra  Brazil 

6.0 

banking 

68 

/ 

129  James,  Arthur  &  John  Irving  Canada 

5.8 

oil 

▲ 

132  Julio  M  Santo  Domingo  Colombia 

5.7 

beer,  diversified 

83 

137  Eliodoro  Matte  &  family  Chile 

5.6 

paper 

61 

▲ 

158  Alberto  Bailleres  Mexico 

5.0 

mining 

74 
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Billionaires  Carlos  Slim  Helu  I  The  Americas 


petitors  repeatedly  over  the  high  access  fees  it  charged 

ELI                                                    NET  WORTH 

|  Name  Country                         (SBIL)  Source 

AGE 

them.  Since  1990  it  has  grown  from  5  million  phone  lines 

165  Jorge  Paulo  Lemann  Brazil 

4.9 

beer 

67 

A 

to  18  million  today,  and  holds  90%  or  the  Mexican  land- 

165  Edward  Rogers  Canada 

4.9 

media 

73 

A 

line  market.  Its  access  charges  to  rivals,  once  at  5.8  cents  per 

167  Luis  Carlos  Sarmiento  Colombia 

4./ 

banking 

74 

▲ 

minute  in  revenue  that  competitors  collected  on  long-dis- 
tance calls,  now  are  down  to  a  penny  a  minute  for  traffic 
that  starts  or  ends  on  a  Telmex  line. 

Slim  doubled  down  in  telecom  in  the  late  1990s, 
spinning  off  Telmex's  wireless  business  into  a  new  com- 
pany called  America  Movil.  The  company  toppled  market 
leader  Iusacell,  controlled  by  billionaire  Ricardo  Salinas 
Pliego,  by  targeting  low-income  callers  and  signing  them  up 
without  requiring  a  credit  card  or  bank  account.  It  offered 

172  Ricardo  Salinas  Pliego  Mexico 

4.6 

retail,  media 

51 

188  Bernard  (Barry)  Sherman  Canada 

44 

drugs 

65 

1 94  Jeronimo  Arango  Mexico 

4.3 

retail 

81 

T 

204  Jettrey  Skoll  Canada 

4.2 

Ebay 

42 

▼ 

214  Paul  Desmarais  Canada 

4.0  finance 

80 

▲ 

214  Aloysio  de  Andrade  Faria  Brazil 

4.0 

banking 

86 

▲ 

226  Antonio  E  de  Moraes  &  fam  Brazil 

3.9 

diversified 

78 

▲ 

zjU  Jim  rattison  Canada 

3.8  diversified 

78 

▲ 

subsidized  handsets  and  prepaid  phone  cards,  and  cell 

314  Robert  Miller  Canada 

2.9 

Future  Electronics 

61 

T 

service  grew  rrom  9  million  subscribers  in  2000  to  39  mil- 

314 Moise  Safra  Brazil 

2.9 

banking 

72 

/ 

lion  today. 

34y  Wallace  McCain  Canada 

2.6  food 

77 

A 

America  Movil  netted  $4  billion  on  $22  billion  in  rev- 

jyu Lnaries  brontman  Canada 

2.4 

liquor 

75 

T 

enue  last  year.  Slim's  30%  stake  is  worth  $25  billion,  slightly 
more  than  half  his  entire  wealth;  his  80%  stake  in  Carso 
Global,  which  controls  Telmex,  is  worth  $11  billion. 

The  family  patriarch  started  handing  daily  control  of 
his  collection  of  companies  to  his  offspring  in  the  late 
1990s.  His  oldest  son,  Carlos,  39,  runs  Grupo  Carso.  Sec- 
ond-oldest son,  Marco  Antonio,  38,  runs  Inbursa,  the 

390  Liu  Ming  Chung  Brazil 

2.4  paper  manufacturing  44 

* 

432  Marcel  Herman  Telles  Brazil 

2.2 

beer 

57 

458  Emilio  Azcarraga  Jean  Mexico 

2.1 

media 

39 

A 

488  Maria  Aramburuzabala  &  fam  Mexico 

2.0 

beer 

43 



488  Roberto  Hernandez  Ramirez  Mexico 

2.0 

banking 

65 



488  Rubens  Ometto  Silveira  Mello  Brazil 

2.0 

sugar,  ethanol 

★ 

financial  services  arm  with  $2.5  billion  in  annual  sales. 

488  Carlos  Alberto  Sicupira  Brazil 

2.0 

beer 

59 

A 

Third  son,  Patrick,  37,  is  the  chairman  of  America  Movil. 

538  Julio  Bozano  Brazil 

1.9 

banking 

71 

A 

Son-in-law  Daniel  Hajj  Aboumrad  is  America  Movil's  chief 

538  Abilio  dos  Santos  Diniz  Brazil 

1.9 

supermarkets 

70 

A 

executive;  son-in-law  Arturo  Elias  Ayub  runs  the  Telmex 

538  Stephen  Jarislowsky  Canada 

1.9 

asset  management 

81 

A 

Foundation  and  is  Slim's  spokesman;  a  third  son-in-law,  an 

bio  Daryl  Katz  Canada 

1 .9  pharmacies 

45 

A 

architect,  is  designing  Slim's  new  art  museum. 

557  Isaac  Saba  Raffoul  &  family  Mexico 

1.8 

diversified 

83 

A 

Now  Slim  works  on  acquiring  another  elusive  target: 
the  love  of  his  people.  He  insists  this  isn't  important  to 
him,  but  he  makes  it  clear  that  he  is  aware  of  his  advancing 
age,  cognizant  that  his  time  is  running  out.  In  the  past 
decade  his  foundation  has  handed  out  150,750  college 
scholarships,  10  million  pairs  of  contact  lenses  and  66  mil- 
lion bicycles  to  poor  kids  who  wouldn't  otherwise  get  to 
school. 

bb/  bmanuele  (Lino;  baputo  Canada 

1.8 

dairy 

70 

T 

557  Alexander  Shnaider  Canada 

1.8 

steel 

38 

A 

557  Dorothea  Steinbruch  &  family  Brazil 

1.8 

steel 

A 

boa  Mike  Lazandis  Canada 

1.7 

technology 

★ 

583  Gregorio  Perez  Companc  &  fam  Arg. 

1.7 

oil  &gas 

72 



583  Lorenzo  Zambrano  &  family  Mexico 

1.7 

cement 

62 

T 

CIO     *              D-.l.:iKn  ,  i  j 

618  James  Balsillie  Canada 

1.6 

technology 

46 

★ 

He  now  says  this  falls  short.  In  the  early  1990s  he  was 



olo  Jean  COUtU  Canada 

1.6 

pharmacies 

79 

A 

doing  only  1%  of  what  he  should  have  been  doing  on  the 

olo  AITredo  Harp  Helu  Mexico 

1.6 

banking 

63 

A 

charity  tront,  Slim  says.  Today  hes  at  maybe  20%.  I  agree 

bio  tile  Horn  Brazil 

1.6 

real  estate 

61 

A 

that  I'm  not  doing  enough,"  he  says.  "Because,  for  me,  doing 

bia  Micnaei  Lee-cnin  Canada 

1.6 

mutual  funds 

56 

T 

enough  is  not  a  problem  of  money.  It  is  an  issue  of  how 
much  I  am  or  am  not  solving  problems." 

On  an  office  wall  is  a  work  of  art  given  to  him  by  an 
aging  friend  with  "too  much  time  on  his  hands,"  Slim  says. 

618  Antonio  Luiz  Seabra  Brazil 

1.6 

cosmetics 

64 

A 

oo4  uuy  LaliDerte  Canada 

A3 

Cirque  du  Soleil 

47 

A 

664  Guilherme  Peirao  Leal  Brazil 

1.5 

cosmetics 

56 

A 

717  David  Cheriton  Canada 

1.4 

Google 

55 

It  shows  only  a  metal  ruler  mounted  on  white  canvas  and 
painted  yellow  until  the  62-inch  mark,  then  white  to  75, 
then  green  up  to  100.  Slim  says  it  tracks  his  advancing  age— 
and  his  declining  mental  acuity.  "Until  here  is  where  my 
brain  is  good,"  he  says,  pointing  to  the  number  72.  Then  he 

A 

717  Clayton  Riddell  Canada 

14 

oil  drgas 

69 

▼ 

iri    m                   rj,..__j_  r '  J 

754  N  Murray  Edwards  Canada 

1.3 

oil  &gas 

47 

T 

799  Sebastian  Pinera  Chile 

1.2 

investments 

57 

★ 

799  Eliezer  Steinbruch  Brazil 

1.2 

steel 

★ 

eyes  the  green  portion  from  75  to  100.  "Here  is  where  my 

840  Henrique  Constantino  Brazil 

1.1 

GOL  airlines 

35 



brain  is  not  so  good."  Based  on  Slim's  own  math,  he  has 

840  Ricardo  Constantino  Brazil 

1.1 

GOL  airlines 

43 

— 

five  years  or  so  to  set  things  right.  F 

840  Joaquim  Constantino  Neto  Brazil 

1.1 

GOL  airlines 

41 

840  Constantino  de  Oliveira  Jr  Brazil 

1.1 

GOL  airlines 

38 
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Tired  of  dropping 

money  on  fuel? 


AVERAGE  FUEL  COST  PER  HOUR* 


Competition: 

$1,150 

Avantair: 

$255 

'Fuel  numbers  based  on  Dec.  2006 
fractional  industry  fuel  costs. 


Avantair  will  not  only  line  your  pockets  with  the  extra  78% 
of  the  money  you  have  been  spending  on  fuel,  we'll  do  it  without 
compromising  anything.  Surprised?  Actually  the  Avanti  P.180  offers 
more  comfort  than  the  Hawker  400XP,  with  a  cabin  that  is  over  a 
foot  taller  and  wider.  The  P.180  is  the  perfect  combination  of  safety, 
performance,  fuel  efficiency,  comfort  and  value.  —  Call  today  to 
experience  for  yourself  what  our  competition  doesn't  want  you 
to  find  out  about  —  Avantair,  in  a  class  all  our  own. 


n® 


AVANTAIR  P.180 


Billionaires 


UNITED  STATES 


The  U.S.  has  415  billionaires  we  know  about,  44  more  than  in  2006.  Their  collective 

worth:  $1 .36  trillion.  Among  the  55  new  faces  are  a  king  of  caffeine,  a  pizza  tycoon 
and  a  slew  of  financiers.  Returnees  include  Black  Entertainment  Television  founder 
Robert  Johnson  and  former  AOL  honcho  Stephen  Case.  There  were  15  plutocrats 
who  couldn't  keep  up,  including  two  online  gambling  moguls  whose  nest  eggs 
were  slashed  after  Congress  banned  their  industry  and 
three  banking  mavens  who  gave  the  majority  of  their 
fortunes  to  charity. 
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Name  Residence 

NET  WORTH 

(SBIL)  Source 

AGE 

1 

Name  Residence 

NET  WORTH 

(SBIL)  Source 

AGE 

1 

William  Gates  III  Washington 

56.0  Microsoft 

51 

▲ 

30 

Michael  Dell  Texas 

15.8  Dell 

42 

▼ 

2 

Warren  Buffett  Nebraska 

52.0  Berkshire  Hathaway 

76 

A 

31 

Steven  Ballmer  Washington 

15.0  Microsoft 

51 

A 

6 

Sheldon  Adelson  Nevada 

26.5  casinos,  hotels 

73 

A 

31 

Kirk  Kerkorian  California 

15.0  investments,  casinos 

89 

A 

11 

Lawrence  Ellison  California 

21.5  Oracle 

62 

A 

37 

Jack  Taylor  &  family  Missouri 

13.9  Enterprise  Rent-A-Car 

84 

A 

19 

Paul  Allen  Washington 

18.0  Microsoft,  investments 

54 

T 

42 

Carl  Icahn  New  York 

13.0  leveraged  buyouts 

71 

A 

23 

Jim  Walton  Arkansas 

16.8  Wal-Mart 

59 

A 

42 

Abigail  Johnson  Massachusetts 

13.0  Fidelity 

45 

A 

24 

Christy  Walton  &  family  Wyoming  16.7  Wal-Mart  inheritance 

52 

A 

45 

Barbara  Cox  Anthony  Hawaii 

12.6  Cox  Enterprises 

83 

A 

24 

S  Robson  Walton  Arkansas 

16.7  Wal-Mart 

63 

A 

45 

Anne  Cox  Chambers  Georgia 

1 2.6  Cox  Enterprises 

87 

A 

26 

Sergey  Brin  California 

16.6  Google 

33 

▲ 

49 

Charles  Koch  Kansas 

12.0  oil,  commodities 

71 

26 

Larry  Page  California 

16.6  Google 

34 

A 

49 

David  Koch  New  York 

12.0  o/7,  commodities 

66 

26 

Alice  Walton  Texas 

16.6  Wal-Mart 

57 

▲ 

58 

Forrest  Mars  Jr  Virginia 

10.5  candy 

75 

A 

29 

Helen  Walton  Arkansas 

16.4  Wal-Mart 

87 

A 

58 

Jacqueline  Mars  New  Jersey 

10.5  candy 

67 

A 

New/  * 
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Name  Residence 

NET  WORTH 

(SBIL)  Source 

AGE 

E9                                                    NET  WORTH 

M  Name  Residence                       ($bil)  Source 

AGE 

58 

John  Mars  Virginia 

10.5  candy 

70 

A 

97    Edward  Johnson  III  Massachusetts 

7.5  Fidelity 

76 

A 

62 

Charles  Ergen  Colorado 

10.0  EchoStar 

54 

A 

100  Donald  Newhouse  New  Jersey 

7.3  publishing 

77 

T 

69 

Philip  Knight  Oregon 

9.5  Nike 

69 

A 

100  Samuel  Newhouse  Jr  New  York 

7.3  publishing 

79 

? 

71 

John  Kluge  Florida 

9.1  Metromedia 

92 

A 

102  Leonard  Blavatnik  New  York 

7.2  Access  Industries 

49 

A 

73 

Rupert  Murdoch  New  York              9.0  News  Corp 

76 

A 

104  Ronald  Perelman  New  York 

7.0  leveraged  buyouts 

64 

A 

76 

Pierre  Omidyar  Nevada 

8.8  Ebay 

39 

T 

1 1 6  Eric  Schmidt  California 

6.2  Google 

51 

A 

80 

Donald  Bren  California 

8.5  real  estate 

74 

A 

119  Eli  Broad  California 

6.0  investments 

73 

A 

80 

George  Kaiser  Oklahoma 

8.5  oil  &  gas,  banking 

64 

A 

129  Micky  Arison  Florida 

5.8  Carnival  Cruise  Lines 

57 

▼ 

80 

George  Soros  New  York 

8.5  hedgefunds 

76 

A 

132  Steven  Jobs  California 

5.7  Apple,  Pixar 

52 

A 

85 

Dan  Duncan  Texas 

8.2  energy 

74 

A 

137  Charles  Johnson  California 

5.6  Franklin  Resources 

74 

A 

86 

Sumner  Redstone  California            8.0  Viacom 

83 

A 

142  Robert  Bass  Texas 

5.5  oil,  investments 

59 

A 

93 

Philip  Anschutz  Colorado 

7.9  investments 

67 

A 

142  Michael  Bloomberg  New  York 

5.5  Bloomberg 

65 

A 
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1 50  Robert  Rowling  Texas 

5.4  o/7  &gas,  investments 

53 

A 

1 52  Bradley  Hughes  California 

5.3  Public  Storage 

73 

▲ 

155  John  Menard  Jr  Wisconsin 

5.2  home  improvement 

67 

A 

155  Charles  Schwab  California 

5.2  discount  stock  brokerage  69 

A 

1 58  Ralph  Lauren  New  York 

5.0  fashion 

67 

A 

158  Samuel  Zell  Illinois 

5.0  real  estate,  private  equity  65 

A 

167  David  Geff en  California 

4.7  movies,  music 

64 

A 

172  Rupert  Johnson  Jr  California 

4.6  Franklin  Resources 

65 

A 

177  Lester  Crown  &  family  Illinois 

4.5  investments 

81 

A 

177  James  Goodnight  North  Carolina 

4.5  SAS  Institute 

64 

A 

177  Herbert  Kohler  &  family  Wisconsin 

4.5  plumbing  fixtures 

68 

A 

177  Edward  Lampert  Connecticut 

4.5  investments 

44 

A 

177  James  Sorenson  Utah 

4.5  investments 

85 

A 

177  Ty  Warner  Illinois 

4.5  Beanie  Babies 

63 

A 

188  Jeffrey  Bezos  Washington 

4.4  Amazon 

43 

A 

188  Henry  Ross  Perot  Texas 

4.4  investments 

76 

A 

204  Robert  Earl  Holding  Idaho 

4.2  energy,  resorts,  ranching  80 

A 

204  David  Murdock  California 

4.2  investments 

83 

A 

210  Matthew  Bucksbaum  &  fam  Illinois 

4.1  real  estate 

81 

A 

210  William  Davidson  Michigan 

4.1  glass 

84 

A 

214  Richard  Schulze  Minnesota 

4.0  Best  Buy 

66 

* 

214  Harold  Simmons  Texas 

4.0  investments 

75 

A 

214  James  Simons  New  York 

4.0  hedge  funds 

69 

A 

237  Leonard  Stern  New  York 

3.7  real  estate 

68 

A 

237  Joan  Tisch  New  York 

3.7  Loews 

81 

* 

243  George  Lucas  California 

3.6  Star  Wars 

62 

A 

243  Gordon  Moore  California 

3.6  Intel 

78 

f 

249  Richard  DeVos  Michigan 

3.5  Alticor 

81 

A 

249  Kenneth  Hendricks  Wisconsin 

3.5  building  supplies 

65 

A 

249  Ray  Hunt  Texas 

3.5  oil,  real  estate 

64 

A 

249  Peter  Kellogg  New  Jersey 

3.5  investments 

65 

A 

249  Leonard  Lauder  New  York 

3.5  Estee  Lauder 

74 

A 

249  Paul  Milstein  &  family  New  York 

3.5  Emigrant,  real  estate 

84 

★ 

249  Stephen  Schwarzman  New  York 

3.5  investments 

60 

A 

249  Patrick  Soon-Shiong  California 

3.5  generic  drugs 

55 

A 

264  Melvin  Simon  Indiana 

3.4  real  estate 

80 

A 

264  Stephen  Wynn  Nevada 

3.4  casinos,  hotels 

65 

A 

273  William  Cook  Indiana 

3.2  medical  devices 

75 

273  John  Simpiot  &  family  Idaho 

3.2  potatoes,  microchips 

98 

A 

273  Steven  Udvar-Hazy  California 

3.2  leasing 

61 

A 

273  Leslie  Wexner  Ohio 

3.2  Limited  Brands 

69 

A 

279  Edgar  Bronfman  Sr  New  York 

3.1  liquor 

77 

A 

287  Lee  Bass  Texas 

3.0  oil,  investments 

50 

A 

287  Sid  Bass  Texas 

3.0  oil,  investments 

64 

A 

287  Steven  Cohen  Connecticut 

3.0  hedge  funds 

51 

A 

287  Maurice  (Hank)  Greenberg  Florida 

3.0  insurance 

81 

▼ 

287  Henry  Hillman  Pennsylvania 

3.0  investments 

88 

A 

287  Bruce  Kovner  New  York 

3.0  hedge  funds 

61 

A 

287  Ronald  Lauder  New  York 

3.0  Estee  Lauder 

63 

A 

287  Patrick  McGovern  New  Hampshire 

3.0  IDG 

69 

A 
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287  A  Jerrold  Perenchio  California 

3.0  Univision 

76 

A 

287  Steven  Spielberg  California 

3.0  movies 

60 

A 

314  Martha  Ingram  &  family  Tennessee 

2.9  Ingram  Industries 

71 

A 

314  Donald  Trump  New  York 

2.9  real  estate 

60 

A 

323  Barbara  Piasecka  Johnson  Monaco 

2.8  inheritance 

70 

A 

323  Richard  Kinder  Texas 

2.8  pipelines 

63 

A 

323  Mitchell  Rales  District  of  Columbia 

2.8  Danaher  Corp 

50 

A 

323  Haim  Saban  California 

2.8  television 

62 

_ 

323  Dennis  Washington  Montana 

2.8  construction,  mining 

72 

A 

323  Mortimer  Zuckerman  New  York 

2.8  real  estate,  media 

69 

A 

336  Riley  Bechtel  California 

2.7  engineering 

55 

A 

336  Stephen  Bechtel  Jr  California 

2.7  engineering 

81 

A 

336  Charles  Dolan  &  family  New  York 

2.7  Cablevision  Systems 

80 

A 

336  David  Gottesman  New  York 

2.7  investments 

80 

A 

336  Amos  Hostetter  Jr  Massachusetts 

2.7  cable  television 

70 

A 

336  Ann  Walton  Kroenke  Missouri 

2.7  Wal-Mart 

57 

A 

336  Steven  Rales  District  of  Columbia 

2.7  Danaher  Corp 

55 

A 

349  Henry  Kravis  New  York 

2.6  leveraged  buyouts 

63 

A 

349  George  Mitchell  Texas 

2.6  Mitchell  Energy 

87 

A 

349  Carl  Pohlad  Minnesota 

2.6  banking 

91 

▼ 

349  George  Roberts  California 

2.6  leveraged  buyouts 

63 

A 

349  David  Rockefeller  Sr  New  York 

2.6  Standard  Oil,  banking 

91 

A 

349  Clemmie  Spangler  Jr  North  Carolina  2.6  investments 

74 

A 

369  Roland  Amall  California 

2.5  mortgages 

68 

▼ 

369  Edward  Bass  Texas 

2.5  oil,  investments 

62 

A 

369  Ronald  Burkle  California 

2.5  leveraged  buyouts 

54 

A 

369  Ray  Dolby  California 

2.5  Dolby  Laboratories 

74 

A 

369  Wesley  Edens  New  York 

2.5  money  management 

45 

★ 

369  David  Filo  California 

2.5  Yahoo 

40 

▼ 

369  Leona  Helmsley  New  York 

2.5  real  estate 

86 

A 

369  Paul  Tudor  Jones  II  Connecticut 

2.5  hedgefunds 

53 

A 

369  Min  Kao  Kansas 

2.5  navigation  equipment 

58 

A 

369  T  Boone  Pickens  Texas 

2.5  oil  &  gas,  investments 

78 

A 

369  Richard  Rainwater  Texas 

2.5  real  estate,  energy 

62 

A 

369  Stephen  Ross  New  York 

2.5  real  estate 

66 

* 

369  Evgeny  (Eugene)  Shvidler  U.K. 

2.5  Millhouse  Capital 

42 

A 

369  Ronda  Stryker  Michigan 

2.5  Stryker  Corp 

52 

A 

390  Victor  Fung  Hong  Kong 

2.4  distribution 

62 

A 

390  Alfred  Mann  California 

2.4  inventor,  entrepreneur 

81 

A 

390  James  Moran  Florida 

2.4  auto  distributorships 

88 

A 

390  Frederick  Smith  Tennessee 

1A  FedEx 

62 

A 

390  John  Sobrato  California 

2.4  real  estate 

67 

A 

407  Peter  Briger  Jr  New  York  • 

2.3  money  management 

43 

* 

407  Mark  Cuban  Texas 

2.3  Broadcast.com 

48 

A 

407  Gordon  Getty  California 

2.3  inheritance,  oil 

74 

A 

407  Nancy  Walton  Laurie  Missouri 

2.3  Wal-Mart 

55 

A 

407  Mary  Malone  Pennsylvania 

2.3  inheritance 

57 

A 

407  Michael  Novogratz  New  York 

2.3  money  management 

42 

★ 

407  Thomas  Pritzker  Illinois 

2.3  hotels,  investments 

56 

A 

407  J  Joseph  Ricketts  8i  family  Nebraska  2.3  TD  Ameritrade 

65 

T 

New*       Up  a       Down  ▼       Same —        Returnees       Split  fortune  / 


From  conception  it  blurred  the  line  between  practical  and  thrilling.  To  that  add  a  more 
muscular  stance  and  a  new,  more  powerful  engine  that  heightens  performance  but  uses  less 
fuel.  Perhaps  some  things  are  better  left  unsaid.  Porsche  Cayenne.  There  is  no  substitute. 


The  new  Cayenne,  Start!  n 


PDR5CH 


Billionaires  USA 


FORTRESS  JO, 

Investment  Group  LLC  NYSE 


A  Quick  Duck 


At  9:30  a.m.  on  Feb.  9  five  little-known  financial  executives  and 
a  posse  of  their  children  and  colleagues  crowded  onto  the  bal- 
cony of  the  New  York  Stock  Exchange  to  ring  the  opening  bell. 
Their  company,  Fortress  Investment  Group,  which  manages  4 
hedge  funds,  14  private  equity  funds  and  2  real  estate  vehicles, 
went  public  at  $18.50.  The  shares  commenced  trading  at  $35. 
By  end  of  day — coincidental^  the  same  day  FORBES  locked  in 
stock  prices  and  exchange  rates  for  our  2007  billionaires  list — 
the  five  men  were  worth  a  combined  $10.7  billion  and  very 
publicly  outed  as  billionaires. 

In  the  next  seven  days  at  least  90  stories  ran  in  newspa- 
pers, wires  and  Web  sites  about  the  Fortress  Five.  Wesley 
Edens,  45,  Robert  Kauffman,  43,  and  Randal  Nardone,  51, 
former  BlackRock  co-workers,  founded  Fortress  in  1998;  they 
were  joined  four  years  later  by  former  Goldman  Sachs  part- 
ners Peter  Briger,  43,  and  Michael  Novogratz,  42.  In  five  years 
they  had  built  funds  under  management  from  $1.2  billion  to 
$29.9  billion.  Since  2005  they've  taken  home  a  collective 
$650  million  in  fees. 

These  men  first  became  billionaires  in  December  when  they 
sold  15%  of  Fortress  to  Japan's  Nomura  Holdings  for  $890 
million,  valuing  the  company,  of  which  they  then  owned  100%, 
at  $5.9  billion.  The  offering  merely  pushed  the  former 
unknowns  into  the  limelight,  with  which  they  are  still  slowly 
getting  comfortable. 

Fortress  declined  to  speak  to  FORBES,  citing  a  quiet  period 
and  desire  for  privacy.  It  did  not  initially  provide  a  photo- 
graph of  the  newly  minted  billionaires,  either.  Yet  when 
Fortress  found  out  that  the  picture  FORBES  had  on  file 
featured  only  four  of  the  Fortress  executives,  it  quickly  found 
a  replacement.  They'd  better  get  used  to  it. 

—Tatiana  Serafin 


1 


Name  Residence 


NET  WORTH 

(SBIL)  Source 


AGE 


407  Glen  Taylor  iMinnesota 


2.3  printing 


65  A 


432  John  Abele  Massachusetts 


2.2  Boston  Scientific 


70  T 


432  Charles  Butt  &  family  Texas 


2.2  supermarkets 


69 


432  Bennett  Oorrance  Arizona 


2.2  inheritance 


58  A 


432  Jess  Jackson  California 


2.2  Jackson  Family  Wines    77  A 


432  Bernard  Marcus  Georgia 
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2.2  Home  Depot 


77  — 


NET  WORTH 

WM  Name  Residence                       (SBIL)  Source 

AGE 

432  Richard  Marriott  Maryland 

2.2  hotels 

68 

A 

432  Henry  Nicholas  III  California 

2.2  Broadcom 

47 

T 

432  Roger  Penske  Michigan 

2.2  cars 

70 

A 

432  Ernest  Rady  California 

2.2  banking,  insurance 

69 

A 

432  John  Sail  North  Carolina 

2.2  SAS  Institute 

57 

A 

432  Jerry  Yang  California 

2.2  Yahoo 

38 

T 

458  Franklin  Booth  Jr  California 

2.1  Berkshire  Hathaway 

83 

A 

458  John  Calamos  &  family  Illinois 

2.1  mutual  funds 

66 

T 

458  William  Hearst  III  California 

2.1  Hearst  Corp 

57 

A 

458  H  Wayne  Huizenga  Florida 

2.1  investments 

69 

458  Omid  Kordestani  California 

2.1  Google 

43 

★ 

458  E  Stanley  Kroenke  Missouri 

2.1  sports,  real  estate 

59 

A 

458  Carl  Lindner  Jr  &  family  Ohio 

2.1  investments 

87 

▼ 

458  John  Marriott  Jr  Maryland 

2.1  hotels 

75 

A 

458  Craig  McCaw  Washington 

2.1  McCaw  Cellular 

57 

458  Michael  Milken  California 

2.1  investments 

60 

A 

458  Penny  Pritzker  Illinois 

2.1  hotels,  investments 

47 

A 

458  Henry  Samueli  California 

2.1  Broadcom 

52 

T 

458  T  Denny  Sanford  South  Dakota 

2.1  banking,  credit  cards 

71 

it 

458  Jon  Stryker  Michigan 

2.1  Stryker  Corp 

48 

A 

458  Wilma  Tisch  &  family  New  York 

2.1  Loews 

79 

A 

488  Herbert  Allen  Jr  New  York 

2.0  investment  banking 

67 

A 

488  Leonore  Annenberg  Pennsylvania 

2.0  publishing 

89 

488  Leon  Black  New  York 

2.0  leveraged  buyouts 

56 

* 

488  Charles  Brandes  California 

2.0  money  management 

64 

488  Phoebe  Hearst  Cooke  California 

2.0  Hearst  Corp 

80 

A 

488  Jim  Davis  &  family  Massachusetts 

2.0  New  Balance 

63 

A 

488  Edward  Debartolo  Jr  Florida 

2.0  shopping  centers 

60 

A 

488  Stanley  Druckenmiller  New  York 

2.0  hedge  funds 

54 

A 

488  Barbara  Carlson  Gage  Minnesota 

2.0  Carlson 

64 

A 

488  Malcolm  Glazer  &  family  Florida 

2.0  sports  teams,  real  estate  78 

A 

488  Tom  Gores  California 

2.0  leveraged  buyouts 

42 

A 

488  Austin  Hearst  New  York 

2.0  Hearst  Corp 

54 

A 

488  David  Hearst  Jr  California 

2.0  Hearst  Corp 

61 

A 

488  George  Hearst  Jr  California 

2.0  Hearst  Corp 

79 

A 

488  James  Kim  &  family  Pennsylvania 

2.0  microchips 

71 

A 

488  Margaret  Magerko  Pennsylvania 

2.0  84  Lumber 

41 

488  John  Malone  Colorado 

2.0  cable  television 

66 

A 

488  Clayton  Mathile  Ohio 

2.0  lams 

66 

A 

488  Marilyn  Carlson  Nelson  Minnesota 

2.0  Carlson 

67 

A 

488  Anthony  Pritzker  California 

2.0  hotels,  investments 

46 

A 

488  Daniel  Pritzker  California 

2.0  hotels,  investments 

48 

A 

488  James  Pritzker  Illinois 

2.0  hotels,  investments 

55 

A 

488  Jay  Robert  (JB)  Pritzker  Illinois 

2.0  hotels,  investments 

42 

A 

488  Jean  (Gigi)  Pritzker  Illinois 

2.0  hotels,  investments 

45 

A 

488  John  Pritzker  California 

2.0  hotels,  investments 

54 

A 

Hoo  ivaien  riiLZKer  ^.onnecucui 

2.0  hotels,  investments 

49 

A 

488  Linda  Pritzker  Montana 

2.0  hotels,  investments 

53 

A 

488  Tamir  Sapir  New  York 

2.0  real  estate 

59 

A 

488  A  Alfred  Taubman  Michigan 

2.0  real  estate 

83 

A 

New  * 


Upi 


Down  t       Same  —        Returnee  •>       Split  fortune  / 


It's  true.  The  decimal  point  was  first 
used  in  Scotland  over  400  years  ago. 
And  while  this  seems  like  a  tiny 
footnote  in  history,  it  was  the 
point  at  which  bankers  and 
businessmen  across  Scotland 
started  revolutionizing  the  field 
of  finance.  The  first  bank  note.  The 
overdraft.  The  ATM.  Even  the  very 


concept  of  capitalism  was  spawned 
here.  Which  Is  why  more  and  more 
companies  are  doing  business  in 
Scotland.  Where  they  can 
get  the  financial  services 
innovation  they  need  to  move 
their  decimal  point  further  to  the 
right.  Contact  Scottish  Development 
International  to  join  them. 


Sgk  SCOTTISH 

raHraT^  development  international 


Billionaires 
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Name  Residence 


NET  WORTH 

(SBIL)  Source 


488  Robert  E  (Ted)  Turner  Florida 


538  S  Daniel  Abraham  Florida 


538  John  Anderson  California 


538  Charles  Munger  California 


538  Peter  Nicholas  Massachusetts 


538  Bernard  Saul  II  Maryland 


2.0  cable  television 


1.9  Slim -Fast 


1.9  investments 


1.9  Boston  Scientific 


68  — 


82  A 


89  A 


1.9  Berkshire  Hathaway      83  A 


65  ▼ 


1.9  banking,  real  estate        74  A 


I 


Name  Residence 


NET  WORTH 

(SBIL)  Source 


557  John  Morgridge  California 


557  Randal  Nardone  New  York 


557  Jorge  Perez  Florida 


1.8  Cisco 


1.8  condos 


AGE 


557  Thomas  Frist  Jr  8<  family  Tennessee    1.8  HCA  Healthcare  68  A 

557  B  Thomas  Golisano  New  York  1.8  Paychex 


65  A 


557  Robert  Kauffman  United  Kingdom     1.8  money  management      43  ★ 


73  a 


1.8  money  management      51  * 


58  A 


The  1%  Club 


Just  1  in  100  of  the  world's  billionaires  are  women  with  self-made  fortunes.  By  Russell  Flannery 


Chinese  wives  of  a  century  ago  were  known  as 
neiren,  women  who  didn't  leave  the  home.  They 
were  subjected  to  painful  foot-binding  to  hinder 
mobility — especially  if  they  had  ideas  of  going 
far  from  home.  Now  three  of  the  new  female 
FORBES  billionaires — each  of  whom  built  fortunes 
from  scratch — were  born  in  China.  "In  a  histor- 
ical sense,  these  women  are  reclaiming  a  posi- 
tion of  an  empress  dowager/'  says  Ohio  State 
University  professor  Oded.Shenkar,  referring  to 
the  powerful  women  in  China's  history  who  ran 
empires. 

China's  richest  person,  worth  $2.4  billion, 
is  YAN  CHEUNG,  the  daughter  of  a  Guangdong 
Province  army  officer  and  eldest  of  eight  chil- 
dren. A  finance  job  at  a  foreign  paper-products 
trading  company  gave  her  the  idea  to  start  her 
own  business.  In  1985  she  moved  to  Hong  Kong 
and,  with  $4,000  in  savings,  set  up  a  company 
importing  waste  paper,  an  alternative  to  the 
usual  rice  straw,  as  a  source  of  fiber.  Five  years 
later  she  and  her  husband,  a  Taiwan-born  Brazil- 
ian national,  trained  as  a  dentist,  traveled  to 
California  to  open  a  paper  recycler  that  would 
ship  its  output  to  China. 


In  1995  she  returned  to  China  and,  with  her 
husband  and  brother,  started  paper  manufac- 
turer Nine  Dragons  (whose  name  implies  "high- 
est fortune"),  of  which  she  is  chairman.  It  went 
public  in  March  2006;  now  .all  three  are  billion- 
aires. Cheung,  49,  downplays  the  gender  factor. 
"The  issue  of  men  and  women  as  equals  has 
been  solved  for  a  long  time,"  she  says.  Mod- 
esty aside,  it's  a  rare  feat.  Here  are  the  only  other 
nine  self-made  female  billionaires  on  our  list: 

ROSALIA  MERA  $3.4  billion  SPAIN 
Helped  then  husband  Amancio  Ortega  make 
gowns  and  lingerie  in  their  home;  now  holds 
7%  stake  in  apparel  maker  Inditex. 

ELENA  BATURINA  $3.1  billion  RUSSIA 
Former  factory  worker.  Wife  of  Moscow's  Mayor 
Yuri  Luzhkov.  Started  Inteko,  a  plastics  company 
that  expanded  into  construction;  now  has  moved 
assets  of  company  into  private  equity  fund. 

GIULIANA  BENETTON  $2.9  billion  ITALY 
Knitted  sweaters  that  her  brother  would  then 
peddle  by  bicycle.  Benetton's  sales:  $2.3  billion. 


OPRAH  WINFREY  $1.5  billion  U.S. 

Queen  of  daytime  TV  conquering  other  media: 

radio,  books,  Broadway. 

CHU  LAM  YIU  $1.3  billion  CHINA 

At  37  presides  over  flavorings  and  fragrance 

maker  Huabao  International  Holdings. 

MARGARET  WHITMAN  $1.3  billion  U.S. 
Held  posts  at  Disney,  Procter  &  Gamble  before 
landing  chief  auctioneer  spot  at  Ebay  in  1998. 

MARY  WEST  $1.1  billion  U.S. 

Cofounder  of  telemarketer  West  Corp.;  took 

company  private  last  year. 

WEILI  DAI  $1  billion  U.S. 
Emigrated  from  Shanghai  to  U.S.  to  attend  UC, 
Berkeley.  Later  cofounded  chipmaker  Marvell 
Technology;  is  chief  operating  officer. 

J.K.  ROWLING  $1  billion  U.K. 
Former  welfare  mom  made  her  own  magic, 
penning  Harry  Potter  books;  seventh  due  out 
this  year. 


Mary  West 


■  '^^k.  Margaret?" 
J.K.  RowjKng  Whitman 


Yan  Cheung 


Giu  liana 
Benetton 
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SPECIAL  ADVERTISING  SECTION- 


ORLANDO.  FOR  WORK  ... 
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www.orlandoconventions.com 


SPECIAL  ADVERTISING  SECTION 


Great  Meetings 


When  bringing  together  nationwide  personnel  for  a  company  meeting, 
focusing  on  the  business  at  hand-economically  and  efficiently— is  your 
primary  goal.  But  that  doesn't  mean  you  can't  put  a  smile  on  their  faces 
with  a  desirable  meeting  location.  Business  trip  to  Orlando  anyone? 
With  more  than  50  hotels  to  choose  from-capable  of  hosting  every- 
thing from  board  to  mega  meetings-Orlando  means  business.  And 
you  can  save  time  and  money  by  utilizing  the  free  planning  assistance 
from  the  Orlando/Orange  County  Convention  &  Visitors  Bureau  sales 
and  service  team.  So  tell  your  meeting  planners  or  travel  department 
to  put  Orlando  at  the  top  of  their  location  list. 


While  there  is  work  to  do,  remember  that  people  come  to  Orlando 
to  enjoy  themselves,  too.  So  you  can  make  good  on  that  promise  to 
generate  smiles.  When  the  workday  ends,  get  your  team  together  for 
dinner  or  a  night  on  the  town.  Orlando  offers  many  entertainment 
options  that  can  be  found  nowhere  else  in  the  world.  Orlando,  one 
of  America's  best  meeting  destinations,  is  waiting  to  serve  you  and 
your  team.  Have  them  give  us  a  call  at  800.662.2825  or  visit  us  online 
at  orlandoconventions.com  and  put  us  to  work  for  you. 


SPECIAL  ADVERTISING  SECTION 


PLAY. 


Dining,  Golf  and  Spas 


After  a  productive  day,  bond  with  your  group  over  dinner  at  one  of 
Orlando's  many  outstanding  restaurants.  From  a  casual  to  a  formal 
atmosphere,  you'll  find  plenty  of  dining  options  including  those  offered 
by  celebrity  chefs  and  award-winning  local  chefs.  Or  let  the  team 
venture  out  to  enjoy  everything  from  jazz  clubs  to  comedy  clubs, 
or  a  night  of  basketball  with  the  NBAs  Orlando  Magic. 

Continue  to  build  camaraderie  and  allow  the  business  discussions  to 
flow  with  a  golf  outing  at  one  of  1 76  courses,  many  designed  by  golf 
legends  including  Arnold  Palmer,  Jack  Nicklaus  and  Greg  Norman. 
Or  try  something  different  ...  plan  an  excursion  on  an  airboat,  drive  a 
race  car,  or  float  in  a  balloon.  Afterwards,  relax  and  unwind  at  one  of 


our  soothing  destination  spas.  It's  the  ideal  end  to  a  busy  Orlando  day. 


Orlando  Means  Business 

Make  the  job  of  finding  a  venue  or  planning  your  next  meeting  easier 
by  calling  the  Orlando/Orange  County  Convention  &  Visitors  Bureau, 
Orlando's  only  official  destination  representative. The  services  are 
free  and  the  benefits  are  great. 

Our  outstanding  sales  and  service  managers  are  ready  to  become 
your  team's  personal  planning  consultants.  Let  us  help  with  site 
selection,  transportation,  program  ideas,  service  referrals  and  every- 
thing in  between.  We'll  make  the  process  of  planning  your  next 
meeting  smooth  and  easy.  Simply  put,  our  job  is  your  success.  Have 
your  planners  get  in  touch  by  visiting  orlandoconventions.com, 
e-mailing  Karen.maureen@orlandocvb.com  or  calling  800-662-2825. 


ORlZ\NDO 

We  Promise  Great  Meetings 
Orlando/Orange  County  Convention  &  Visitor  Bureau.  Inc. 
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Perfection  renewed 

for  17  years  we've  continually  exceeded 
our  clients'  expectations.  That's  why  we've 
invested  $60  million  to  create  a  surprisingly 
sophisticated  new  look,  designed  to  provide^ 
clients  with  a  stylish  space  sure  to  foster  success. 
Our  dedication  to  perfection  is  more  than  our 
passion.  It's  our  tradition. 


>  Hall  of 

Fame 

Award 


Call  800-524-4939  for  your  personal  site  inspectio'n. 

WWW.SWANDOLPHINMEETINGS.COM 


EXPERIENCE  THE  FINER 
POINTS  OF  ORLANDO. 


UNFORGETTABLE  STAFF.  UNFORGETTABLE  SERVICE. 
UNFORGETTABLE  MEETINGS. 

Planners  have  a  hard  time  forgetting  the  Hyatt  Regency 
Grand  Cypress  after  the  years  of  exceptional  service  and 
solid  relationships  that  have  grown  with  our  meeting 
specialists.  Even  more  difficult  to  forget  are  the  forty-five 
holes  of  Jack  Nicklaus  Signature  Design  Golf,  accredited 
equestrian  center,  boutique  spa  services,  world-class  tennis 
center  and  award-winning  culinary  team  and  seasoned 
banquet  and  catering  staff  that  make  a  fine  addition  to 
anyone's  long-term  memory.  Feel  the  Hyatt  Touch.1' 

For  a  meeting  specialist,  call  407  239  1234  or  visit 
hyattgrandcypress.com. 


"    B  E  G  E  N  C  Y 


ONE  GRAND  CYPRESS  BOULEVARD,  ORLANDO,  FLORIDA 


,/>. 


"    LBGBNDARY  GOLF 

Discover  .1  1 ,000  ai  re  resort  oasis  nestled  in  the  rolling  countryside  35  minutes 
northwest  of  Orlando.  Specializing  in  small  destination  meetings  of  up  to  350. 


ML- 


111! 


Three  restaurants  and  lounges 


1  200  guest  rooms,  suites  and  villas 

■  Spectacular  plazas  for  ourdoor  events 

'  Florida's  largest  outdoor  learning  center 

■  30,000  square  feet  of  flexible  function  space 


1  36  holes  of  championship  golf  -  F.I  Canipeon 

(1926)  rated  10th  Best  in  Florida 
1  Marina,  lakeside  pavilion,  trap  and  skcer  range, 

8  tennis  courts,  clubhouse  fitness  center 


I 


www.missioniiinresort.com 


Howey-in-the-Hills,  Florida  mission  inn 

Group  Sales:  800-523-2289  /  sal,s(„. missioninnrcsort.com  ReSOrt    &  Club 


% 
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Some 


MAY  CALL  IT 


We  call  it 

4  /  / 


ROSEN  y->, 

ohingle  Creek 


The  doors  at  rosen  shingle  creek  are  now  open. 

Balancing  luxury  and  professionalism,  natural  beauty  and  state-of-the-art  design,  it  is 
truly  Rosen  on  a  grand  scale.  It's  no  wonder  Rosen  Shingle  Creek  is  now  being  called 
Orlando's  premier  meeting  destination. 

Book  now  and  be  ready  to  take  a  grand-stand,  or  a  grand  scat  at  Rosen  Shingle  Creek. 

Proudly,  "We  Are  Rosen" 


8£< 


(866)  996-9939  ♦  www.RosenShingi.eCreek.com 


A  "GREAT  LOCATION" 

FOR  A  MEETING 

TAKES  ON  A  WHOLE  NEW  MEANING. 


BuenaVista  Palace 

HOTEL  &  SI'A 
• 

Just  a  stroll  from  Downtown  DitMyQ area,  with  transportation 
to  Wall  Disney  World^  Theme  Parks  and  access  to  five 
championship  golf  courses,  Buena  Vista  Palace  now  offers 
1,012  enhanced  guest  rooms  and  90.000  sq.ft.  of  meeting  space. 

in  the  WALT  DISNEY  WORLD®  RESORT 

1900  BUF.NA  VISTA  DRIVE  •  IAKL  BUFNA  VISTA.  FLORIDA  32830 


CALL  866-314-6325  FOR  HOT  DATES 
AND  RATES  BUENAVISTAPALACE.COM/0L 


luxuryresorts 
and  hotels 


GRANDE  LAKES 

ORLANDO 


THE  PERFECT  BALANCE  OF 
FORM  AND  FUNCTION. 

An  unprecedented  collection  of  luxury  brands  and  personalized  experiences. 


It  begins  with  the  two  most  respected  names  in  hospitality  on  500 
tailored  acres  in  the  heart  of  a  pristine  nature  preserve.  A  total  of 
almost  1,600  richly  appointed  guest  rooms.  More  than  a  quarter- 
million  square  feet  of  flexible  meeting  space,  indoors  and  outdoors. 
And,  the  pleasures  of  Orlando  just  moments  away. 
This  is  what  happens  when  Hie  Ritz-Carlton  and  JW  Marriott  weave 
their  refreshing  luxury  into  one  remarkable  destination.  A  new  art 
form,  if  you  will.  Grande  Lakes  Orlando. 

Eleven  on-site  dining  options  will  vie  for  your  attention,  including 
world-renowned  Primo  and  Norman's.  The  Ritz-Carlton  Spa  will 


renew  and  comfort  you.  A  Greg  Norman  Signature  golf  course 
will  challenge  you.  Imaginative  pools  will  cool  and  refresh  you.  A 
dedicated  staff  will  pamper  you.  Wireless  technology  will  keep  you 
connected  anywhere  you  go  in  both  hotels.  And  the  Grande  Lakes 
Outfitters  program,  with  its  Orvis  Fly  Fishing  School  and  eco-tours 
of  the  headwaters  of  the  Everglades,  will  provide  you  with  memorable 
experiences. 

This  is  The  Ritz-Carlton  Orlando,  Grande  Lakes.  And  JW  Marriott 
Orlando,  Grande  Lakes.  We're  very  proud  to  send  you  our  best. 


Grande  Lakes  Orlando  ♦  407-393-4300  .  www.grandelakes.com 
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EXECUTIVE   GUIDE   TO  MEETINGS 


By  Curtis  Rist 
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y  focusing  on  success,  you  can 
narantee  a  significant  return  on 
investment  in  corporate  meetings 
and  events.  :      •   - '    ^ : 
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oes  a  successful  meeting  look  like? 


1 


To  some,  the  question  might  seem  vague,  but  tot  Bruce  MacMillan,  president  and  chief 
executive  officer  of  the  Dallas-based  Meeting  Professionals  International  (MPI),  the  answer 
are  very  specific.  For  a  sales  meeting,  success  is  measured  by  growth  and  productivity  For  i 
dealer  meeting,  success  accrues  in  terms  of  new  orders  or  the  enlistment  of  new  dealers.  AnJ 
for  a  training  meeting,  the  only  sure  sign  of  success  is  the  ability  of  employees  to  perform  thein 
jobs  in  ways  that  enhance  the  bottom  line. 

No  matter  what  the  goal,  defining  that  picture  of  success  is  the  essential  first  step  when 
planning  a  corporate  meeting.  "The  questions  you  have  to  ask  are,  'What  does  success  look) 
like  to  us,  how  will  we  measure  it  and  how  does  that  fit  into  the  overall  strategic  plan  of  the 
organization?'"  says  MacMillan.  "After  that,  all  the  details  can  be  filled  in  with  a  logical  order! 
that  enhances  that  mission." 


Meetings  That  Work 

By  any  measure,  off-site  meetings  and 
events  are  key  to  helping  companies 
achieve  their  goals,  and  more  are  planning 
them  than  ever  before,  according  to  a  survey 
of  1,443  meeting  professionals  for 
FutureWatch  2007,  conducted  by  MPI  in 
partnership  with  American  Express.  For 
those  surveyed,  the  current  year  will  likely 
be  one  of  sustained  growth  in  the  meetings 
industry,  as  planners  expect  to  manage 
more  meetings  with  larger  budgets  than  in 
2006.  "Given  this  robust  growth,  it  is  more 
important  than  ever  for  companies  to 
define  their  goals  so  that  they  can  guarantee 
the  best  return  on  investment,  both  in 
dollars  and  in  time,"  says  MacMillan.  "The 
days  of  planning  a  meeting  and  'hoping' 
things  work  out  are  over;  success  is  now 
becoming  more  of  a  science." 

Once  the  goals  of  the  meeting  are  clearly 
defined,  the  details,  which  include  the  dates 
and  location  of  an  event,  can  fall  into  place. 
Here,  time  and  expense  are  the  chief 
considerations.  "People  have  to  want  to  get 
to  a  meeting  destination,  and  it  has  to  be  a 
place  they  can  access  easily"  says  MacMillan. 
"Meeting  professionals  have  to  translate 
every  minute  spent  at  an  event  into  some- 
thing meaningful  and  productive." 

In  choosing  destinations,  here  are  a  few  of 
the  world's  best  options,  where  companies 
can  find  facilities  and  meeting  planning 
expertise  to  help  them  spell  out  and 
accomplish  their  goals. 


Hong  Kong 

In  terms  ot  cultural  appeal,  Hong  Kong 
has  it  all,  including  fine  restaurants  and 
hotels,  as  well  as  an  unparalleled  history 
that  straddles  East  and  West.  "Hong  Kong 
has  long  been  renowned  for  infrastructure 
and  world-class  service,  but  in  the  21st 
century  it  has  emerged  with  some  business 
advantages  all  its  own,  which  make 
hosting  a  meeting  here  doubly  appealing," 
says  James  LaValle  of  the  Hong  Kong 
Tourism  Board.  Whether  a  business  is 
involved  in  marketing,  advertising  or 
manufacturing,  the  experience  of  being  in 
Hong  Kong  for  a  meeting  or  event  will 
present  it  with  new  opportunities  to 
access  the  lucrative  mainland  Chinese 
markets.  "This  gateway  status  is  unique 
among  Asian  destinations,"  says  LaValle.  "It 


can  result  in  unusual  opportunities,  none  ofl 
which  could  be  anticipated  when  planning; 
the  meeting;  in  every  case,  Hong  Kong 
helps  companies  exceed  their  expectations 
for  what  they  can  accomplish." 

For  example,  the  Hong  Kong  experiencel 
might  include  learning  firsthand  about 
government  programs  that  are  specifically 
designed  to  get  companies  to  invest  in  f 
Hong  Kong  first,  in  order  to  gain  greaterH 
access  to  China.  "If  you  combine  that  with  I 
the  standards  of  excellence  that  Hong 
Kong  has  always  been  famous  for,  the  result 
is  an  extraordinary  and  memorable  location 
for  a  meeting  or  incentive  travel,"  says 
LaValle.  While  Hong  Kong  may  not  be  the  I 
least-expensive  destination  in  Asia,  "the 
unexpected  benefits  we  can  offer  will  make 
it  seem  like  a  bargain,"  he  emphasizes. 


wine  and  dine  like  an  emperor  or  empress  by  enjoying  an  imperial  banquet  in  Hong  Kong.  Meeting 
attendees  and  incentive  travelers  can  experience  the  cultural  vitality  and  richness  of  this  East-meets- 

West  city  as  they  encounter  a  host  of  amazing  activities. 


mi*:  questions  or  comments  to  the  writer,  or  for  more  information  about  the  organizations  featured 
in  this  secti  n.  call  404-386-3515,  or  e-mail  forbesmgi@aol.com.  Please  mention  code  FBExecGuide-32607. 


An  incentive  plan  isn't  much  of  an  incentive  unless  it  really  revs  people's  motors.  And  that's  a  Palace  specialty. 

Palace  Resorts  are  located  in  Mexico's  most  desirable  oceanfront  locations.  And  we  pamper 
your  people  with  luxurious  accommodations  featuring  a  double  Jacuzzi,  fine  dining,  top-shelt  drinks, 
24-hour  room  service,  non-motorized  water  sports,  wireless  Internet,  taxes  and  gratuities.  Not  to  mention 
super-attentive  service  —  the  kind  your  best  performers  deserve. 

Golf  and  spa  services  are  available,  too  —  at  our  own  Jack  Nicklaus  Signature  course  at  Moon  Palace 
Golf  &  Spa  Resort  and  Aventura  Spa  Palace,  home  to  one  of  the  finest  spas  in  Mexico. 

Palace  givesyou  the  convenience  of  easy  budgeting.  And  we  can  handle  any  size  group,  from  20  to  3,000. 
Your  best  people  have  earned  the  best  incentive  going.  So  give  them  the  ultimate  indulgence  — 
all-inclusive  Palace  Resorts. 

For  complete  information,  go  to  palaceresorts.com/groups, 
email  groups@palaceresorts.com  or  call  1-866-665-0998. 


PALACE 

Canoun  .♦♦  Riviera  Maya  **  Cozumel  Hucvo  Vaffarta  RESORTS 


Peace 

conference. 

Want  a  meeting  that  gets  a 
lot  done?  Seclude  them  in 
a  tranquil  setting  that 
offers  all  the  facilities  they 
need  —  and  tell  them  to 
pack  their  stvimsuits. 


ESORT  AND  CLUB 


Rated  one  of  the  best  by  Zagat  and 
Conde  Nasi  Traveler  |  State-of-the-art 
conference  center  |  Nestled  amid 
ten  lush  arres  on  the  Atlantic  Ocean 
qr.^ffii  ii  f 

Fort  Lauderdale,  Florida  <P^£^^ 
1-800-LagoMar     |  lagomar.com 
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Lago  Mar  Resort  and  Club,  FL 

The  Lago  Mar  Resort  and  Club  attracts 
discerning  travelers  from  around  the 
world  with  its  spectacular  private  beach, 
sophisticated  ambience,  south  Florida 
charm  and  impeccable  personal  service. 
This  premier  Fort  Lauderdale  resort  hotel 
is  located  in  a  tropical  paradise  nestled 
between  the  Atlantic  Ocean  and  Lake 
Mayan  in  the  exclusive  Harbor  Beach 
neighborhood.  Lago  Mar  has  been  listed  in 
the  discriminating  Conde  Nast  Trai'elcr  Gold 
List  Edition  as  one  of  the  Worlds  Best 
Places  to  Stay,  and  has  been  awarded  the 
prestigious  Four  Diamond  Award  by  the 
American  Automobile  Association. 

For  business  meetings,  the  Lago  Mar 
Resort  and  Club  offers  a  flexible  12,000- 
square-foot,  state-ot-the-art  Executive 
Conference  Center.  This  bright  and  airy 
conference  facility  is  perfect  for  hosting 
any  event  in  Fort  Lauderdale.  Conference 
facilities  are  self-contained  and  have  four 
separate  meeting  rooms  that  open  up  to 
the  Fountainview  lobby,  a  5,000-square- 
foot  pre-function  area  that  comfortably 
accommodates  up  to  250  people.  Views 
of  the  pool  and  Lake  Mayan  and  the 
bright,  airy  surrounding  set  a  relaxing 
tone  for  any  business  meeting.  After  the 
Lago  Mar  staff  perfectly  plans,  expertly 
orchestrates  and  sumptuously  caters  a 
meeting  or  conference,  the  resort  s  meeting 
planners  can  also  help  organize  theme 
parties,  beach  parties  and  off-site  excursions 
in  and  around  Fort  Lauderdale. 


Orlando/Orange  County,  FL 

u/^\  rlando  has  emerged  as  a  world 
V^S  class  destination,  not  just  for  family 
and  leisure  entertainment,  but  for  the 
most  sophisticated  business  traveler,"  sayj 
Gary  Sain,  president  and  chief  executive 
officer  of  the  Orlando/Orange  County 
Convention  &  Visitors  Bureau,  Inc 
"Whether  you're  planning  an  enterprise-^ 
wide  convention,  or  an  intimate  gathering 
of  a  board  of  directors,  we  have  the 
amenities  and  service  that  you  require." 

With  more  than  500  places  to  stayj 
ranging  from  value  hotels  to  luxurious) 
resorts  complete  with  on-site  spas  and  top- 
rated  golf  courses,  Orlando  promises  a 
memorable  setting  for  any  business  purpose 
Beyond  the  range  of  accommodations  andj 
accessibility,  the  area  itself  provides  a  ricW 
backdrop  for  after-hours  entertainment. 
Dining  is  an  integral  and  important  part) 
of  the  meeting  experience.  There  is  a| 
surprising  array  of  stylish,  sophisticated 
or  unique  restaurants  including  those 
operated  by  several  nationally  recognized) 
chefs.  Plus,  several  new  dining  options,! 
such  as  Tommy  Bahama  Tropical  Cafe  8a 
Emporium,  The  Capital  Grille  and] 
Maggiano's  Little  Italy,  have  recently^ 
opened,  and  more  are  on  the  way. 

Golf  is  the  activity  of  choice  amongj 
business  travelers,  and  Orlando  delivers, 
with  176  courses  in  the  area  as  well  as  some 
of  the  nations  top-ranked  golf  academies. 
Some  of  the  biggest  names  in  golf  — 
including  Tiger  Woods  —  live,  work  and 


Orlando's  Orange  County  Convention  Center  (North/South  Building  shown  here)  is  ranked  second 
in  the  United  States  in  terms  of  exhibition  space  with  more  than  2.1  million  square  feet. 

To  submit  questions  or  comments  to  the  writer,  or  for  more 
information  about  the  organizations  featured  in  this  section,  call 
404-386-3515,  or  e-mail  forbesmgl@aol.com.  Please  mention 

code  FBExecGuide-32607. 
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ay   in   Orlando,  frequenting  courses 
signed  by  golf  legends  Palmer,  Watson, 
lcklaus  and  Norman.  Spa-goers  will  also 
id  a  wealth  of  possibilities  as  they 
juvenate  at  one  of  Orlando's  15  resort 
as,  including  renowned  names  such  as 
,anyon  Ranch,  Mandara  and  Ritz-Carlton. 
Orlando  is  also  filled  with  attractions  that 
n  help  cement  business  relationships, 
owhere  else  in  the  world  will  you  find 
ven  incredible  theme  parks  and  more 
tan  90  other  attractions  and  cultural  activ- 
,.es,  from  astronauts  to  zoos  and  everything 
1  between,  for  themed  parties  and  client 
tttertainment.  And  don't  forget  about 
orld-class  shopping  and  bargains  galore 
ir  designer  treasures  and  outlet  finds. 
Whatever  a  company's  goals  might  be, 
Le  Orlando/Orange  County  Convention 
I  Visitors  Bureau,  Inc.,  offers  "one-stop 


shopping"  in  planning  a  meeting  or 
event.  The  organization  boasts  a  high 
level  of  expertise  in  both  sales  and  services 
and  the  strength  of  nearly  1,400  private 
businesses  that  make  up  the  region's 
tourism  industry.  "The  area  is  one  of 
America's  great  vacation  and  meeting 
destinations  and  we  are  dedicated  to 
providing  service  levels  to  our  customers 
that  match  this  great  location,"  says  Sain. 

Palace  Resorts,  Mexico 

With  1  1  high-end  all-inclusive 
properties  located  throughout 
Cancun,  the  Riviera  Maya,  Cozumel, 
Nuevo  Vallarta  and  Punta  Cana,  Palace 
Resorts  invites  groups  to  experience  the 
motivating  power  of  a  meeting  at  one 
of  the  chain's  magnificent  conference 
resorts.  Groups  will  marvel  at  how  the 


To  submit  questions  or  comments  to  the  writer,  or  for  more 
information  about  the  organizations  featured  in  this  section,  call 
404-386-3515,  or  e-mail  forbesmgl@aol.com.  Please  mention 
code  FBExecGuide-32607. 


Refinement  and  style  in  the  Palace  Resorts  boardroom 


ACHIEVE  IT! 


TO  REACH  FOR  THE  STARS. 


As  the  gateway  to  Asia's  growing  economies,  Hong  Kong 
is  the  ideal  location  for  corporate  meetings  and  incentives. 
In  addition  to  standard-setting  meeting  accommodations, 
this  world  city  offers  unparalleled  access  to  China.  All  in 
a  modern,  Western  business  environment  complete  with 
five-star  hospitality,  dining  and  shopping.  For  details  on  how 
our  unique  "Living  Culture"  can  inspire  your  team,  visit 
DiscoverHongKong.com/eng/meetings. 


LIVE  IT.  LOVE  IT! 


HONG 
KONG 


HOVi  M'Mi  1CM  HIsM  Hil'K) 
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modern  meeting  facilities  and  conference 
centers  are  sophisticated  and  flexible 
enough  for  groups  that  range  in  size  from 
20  to  more  than  3,000  people.  With  this 
wide  selection,  there  is  sure  to  be  a  resort 
for  every  group  in  Palace  Resorts'  family 
of  properties. 

Each  Palace  Resorts  property  provides 
every  guest  with  luxurious  accommo- 
dations, fine  cuisine,  24-hour  room  service, 
in-room  digital  safes  —  many  of  which  can 
tit  a  laptop  —  complimentary  wireless 
Internet,  fully  stocked  mini  bars,  top-shelf 
drinks,  sensational  entertainment,  non- 
motorized  water  sports  and  complimentary 
meeting  facilities  for  one  reasonable  rate. 
And,  unlike  at  most  all-inclusive  resorts, 
there  is  no  surcharge  for  private  functions, 
meeting  space  or  set-up. 

When  it  comes  to  choosing  a  venue, 
Palace  Resorts  offers  groups  of  any  size 
a  line  of  all-inclusive  meeting  resorts  that 
have  been  specially  designed  to  satisfy 
any  need: 

•  Aventura   Spa   Palace  offers  over 


1,200  guest  rooms  and  the  largest  spa  in 
the  Riviera  Maya,  as  well  as  the  resort's 
55,000-square-foot  Harmony  Center. 
This  advanced  meeting  facility  is  designed 
to  easily  accommodate  groups  of  up  to 
2,200  people. 

•  Moon  Palace  Golf  &  Spa  Resort 
offers  guests  over  2,000  deluxe  suite 
accommodations,  155,000  square  feet  of 
conference  facilities,  the  only  Jack 
Nicklaus  Signature  Golf  Course  in 
Cancun  and  the  luxurious  Moon  Spa  & 
Golf  Club,  which  features  a  full-service  spa. 

•  Playacar  Palace,  located  steps  from 
the  famed  5th  Avenue  in  Playa  del 
Carmen,  the  terry  to  Cozumel  and  the 
Playacar  golf  course,  is  a  wonderful  setting 
for  intimate  events  that  include  fewer 
than  50  guests. 

•  Vallarta  Palace,  located  in  the  heart 
of  Nuevo  Vallarta,  is  just  moments  from 
world-class  golf,  countless  shops  and  an 
active  marina.  The  resort  offers  guests 
over  3,600  square  feet  of  flexible  meeting 
space  by  way  of  the  resort's  ballroom. 


•  Moon  Palace  Casino,  Golf  &  Sj] 
Resort  -  Punta  Cana,  scheduled  to  opti 
in  late  2007,  will  offer  1,700  all-sui 
accommodations,  a  luxurious  spa,  a  casirj 
and  a  top-of-the-line  convention  cenfl 
with  over  55,000  square  feet  of  flexibi 
meeting  space. 


Web  Directory 

Hong  Kong  Tourism  Board 

www.discovemongkong.com/eng/meetingi 

Lago  Mar  Resort  and  Club 

www.lagomar.com 

Orlando/Orange  County  CVB 

www.orlandoconventions.com 

Palace  Resorts 

www.palaceresorts.com/groups 

Meeting  Professionals  International 

www.mpiweb.org 
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To  submit  questions  or  comments  to  the  writer,  or  for  more  information  about  the  organizations  featured 
in  this  section,  call  404-386-3515,  or  e-mail  forbesmgl@aol.com.  Please  mention  code  FBExecGuide-32607. 
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HONG  KONG 

As  Asia's  world  city.  Hong  Kong  has 
everything  you  need  to  host  the  most 
sophisticated  international  meeting, 
incentive  or  convention.  From  cutting- 
edge  infrastructure  and  unrivaled  services  to 
global  connections  and  our  unique  East- 
meets- West  cultural  diversity,  Hong  Kong 
is  your  first  choice.  Now  there  are  even 
more  reasons  to  choose  Hong  Kong,  with 
its  growing  list  ot  new  attractions,  and  more 
privileges  and  offers  tor  international 
meeting  delegates. 

Contact  the  Hong  Kong  Tourism  Board  at 
310-208-4582,  jl@hktb.com,  or  visit 
www.discoverhongkong.com/ eng/ meetings. 


HONG  KONG  TOURISM  BOARD 


PALACE  RESORTS,  MEXICO 

Palace  Resorts,  the  company  that  set  the 
standard  in  five-star,  all-inclusive  resort 
accommodations,  offers  1 1  all-inclusive 
properties  throughout  Cancun,  the  Riviera 
Maya,  Cozumel,  Nuevo  Vallarta  and  Punta 
Cana  that  are  perfect  venues  for  your  next 
destination  meeting  or  event.  As  the  leader 
in  all-inclusive  meenngs  in  Mexico,  Palace 
Resorts  features  the  largest  hotel  conference 
facilities  in  the  area  and  offers  experienced 
conference  service  professionals  who 
regularly  manage  complex  corporate 
meetings  with  ease. 

For  more  information,  visit 
www.palaceresorts.com/groups. 


 w  ^ 
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ORLANDO/ORANGE  COUNTY,  FL 

Great  resorts  and  meeting  facilities  com) 
plement  a  surprising  array  of  fine  dining 
spa,  golf  and  high-fashion  shopping  options 
Add  world-class  theme  parks  that  provids 
extraordinary  backdrops  for  social  event 
for  even  the  most  sophisticated  busines 
traveler,  and  you  have  all  the  elements  to 
a  great  meeting.  The  Orlando/Orange 
County  Convention  and  Visitors  Bureau' 
award-winning  team  offers  support  tron 
site  visit  to  event  planning,  all  free.  Set 
why  the  Orlando  CVB  says,  "We  promise 
great  corporate  meetings." 

Call  1-800-662-2825.  or  visit 
www.orlandoconventions.com 

and  click  on  Orlando  CVB. 


ORIANDQ 

WE  PROMISE  GREAT  MEETINGS 


Billionaires 


USA 


jnj                                                    NET  WORTH 

|  Name  Residence  (SBIL) 

Source 

AGE 

H  Name  Residence 

NET  WORTH 
(SBIL) 

Source 

AGE 

557  Edward  Roski  it  California 

1.8 

real  estate 

68 

▲ 

664  Fred  DeLuca  Florida 

1.5 

Subway 

59 

— 

557  Ernest  Stempel  Bermuda 

1.8 

insurance 

90 

— 

664  John  J  Fisher  California 

1.5 

Gap 

45 

A 

557  Pat  Stryker  Colorado 

1.8 

Stryker  Corp 

50 

▲ 

664  James  France  Florida 

1.5 

auto  racing 

63 

— 

557  Albert  Ueltschi  Florida 

1.8 

FlightSafety 

89 

▲ 

664  William  France  Jr  Florida 

1.5 

auto  racing 

75 

— 

557  William  Wrigley  Jr  Illinois 

1.8 

chewing  gum 

43 

T 

664  David  Green  Oklahoma 

1.5 

Hobby  Lobby 

65 

▼ 

583  George  Argyros  California 

1.7 

real  estate,  investments 

70 

▲ 

664  Michael  Mitch  Michigan 

1.5 

pizza 

77 

★ 

583  Gerald  J  Ford  Texas 

1.7 

banking 

62 

A 

664  Brad  Kelley  Tennessee 

1.5 

tobacco 

50 

A 

583  Louis  Gonda  California 

1.7 

leasing 

58 

T 

664  William  Kellogg  Wisconsin 

1.5 

Kohls 

63 

A 

583  Kenneth  Griffin  Illinois 

1.7 

hedge  funds 

38 

▲ 

664  James  Leprino  Colorado 

1.5 

cheese 

70 

A 

583  Stanley  S  Hubbard  Minnesota 

1.7 

DirecTV 

73 

▲ 

664  Theodore  Lerner  District  of  Columbia  1.5 

real  estate 

81 

★ 

583  Irwin  Jacobs  California 

1.7 

Qualcomm 

73 

664  Aubrey  McClendon  Oklahoma 

1.5 

oil 

48 

★ 

583  Michael  Jaharis  New  York 

1.7  pharmaceuticals 

79 

▲ 

664  Robert  McNair  Texas 

1.5 

energy,  sports 

70 

A 

583  James  Jannard  Washington 

1.7 

Oakley 

57 

A 

664  Robert  Naify  California 

1.5 

movie  theaters 

85 

A 

583  Pauline  MacMillan  Keinath  Missouri  1.7 

inheritance 

73 

▲ 

664  Michael  Price  New  Jersey 

1.5 

investments 

54 

A 

583  Michael  Krasny  Illinois 

1.7 

CDW  Corp 

53 

▲ 

664  Stewart  Rahr  New  York 

1.5 

Kinray 

61 

— 

583  Cargill  MacMillan  Jr  Minnesota 

1.7 

inheritance 

79 

▲ 

664  Trevor  Rees-Jones  Texas 

1.5 

oil 

56 

★ 

583  John  MacMillan  III  Florida 

1.7 

inheritance 

79 

A 

664  Marc  Rich  Switzerland 

1.5 

commodities 

72 

— 

583  Whitney  MacMillan  Minnesota 

1.7 

inheritance 

78 

A 

664  Robert  Rich  Jr  Florida 

1.5 

nondairy  creamer 

66 

★ 

583  Marion  MacMillan  Pictet  Bermuda 

1.7 

inheritance 

75 

A 

664  Fayez  Sarof im  Texas 

1.5 

money  management 

78 

T 

583  Kavitark  Shriram  California 

1.7 

Google 

51 

A 

664  Thomas  Siebel  California 

1.5 

Siebel  Systems 

54 

▼ 

583  Sheldon  Solow  New  York 

1.7 

real  estate 

78 

A 

664  Herbert  Simon  Indiana 

1.5 

real  estate 

72 

A 

583  Theodore  Waitt  California 

1.7 

Gateway 

44 

A 

664  David  Tepper  New  Jersey 

1.5 

hedge  funds 

49 

A 

583  Arthur  Williams  Jr  Florida 

1.7 

insurance 

64 

A 

664  Oprah  Winfrey  Illinois 

1.5 

television 

53 

A 

618  Neil  Bluhm  Illinois 

1.6 

real  estate 

69 

A 

664  Daniel  Ziff  New  York 

1.5 

inheritance,  hedge  funds  35 

— 

618  Gary  Burrell  Kansas 

1.6 

navigation  equipment 

69 

A 

664  Dirk  Ziff  New  York 

1.5 

inheritance,  hedge  funds  42 

— 

618  Alan  Casden  California 

1.6 

real  estate 

61 

A 

664  Robert  Ziff  New  York 

1.5 

inheritance,  hedge  funds  40 

— 

618  Archie  (Red)  Emmerson  California 

1.6 

timberland,  lumber  millsH 

A 

717  Arthur  Blank  Georgia 

14 

Home  Depot 

64 

A 

618  Donald  Hall  Kansas 

1.6 

Hallmark 

78 

▼ 

717  Scott  Cook  California 

14 

Intuit 

54 

A 

618  Jon  Huntsman  Utah 

1.6 

chemicals 

69 

— 

717  Barry  Diller  New  York 

1.4 

InterActiveCorp 

65 

A 

618  H  Fisk  Johnson  Wisconsin 

1.6 

SC  Johnson  &  Sons 

48 

A 

717  Richard  Farmer  Ohio 

14 

Cintas  Corp 

72 

A 

618  Imogene  Powers  Johnson  Wisconsin  1.6  SC  Johnson  &  Sons 

77 

A 

717  Robert  Fisher  California 

14 

Gap 

53 

A 

618  S  Curtis  Johnson  Wisconsin 

1.6 

SC  Johnson  &  Sons 

51 

▼ 

717  William  Fisher  California 

14 

Gap 

49 

A 

618  Helen  Johnson-Leipold  Wisconsin 

1.6 

SC  Johnson  &  Sons 

50 

A 

717  Robert  Friedland  Singapore 

14 

mining 

56 

A 

618  Winnie  Johnson-Marquart  V  irginia 

1.6 

SC  Johnson  &  Sons 

47 

A 

717  Phillip  Frost  Florida 

14 

Ivax 

70 

A 

618  Nancy  Lerner  Ohio 

1.6 

inheritance 

46 

A 

717  Alan  Gerry  New  York 

14 

cable  television 

77 

A 

618  Norma  Lerner  Ohio 

1.6 

inheritance 

70 

A 

717  Christopher  Goldsbury  Texas 

14 

salsa 

64 

A 

618  Randolph  Lerner  Ohio 

1.6 

inheritance 

44 

A 

717  Leslie  Gonda  California 

14  leasing 

86 

— 

618  George  Lindemann  &  family  Florida  1.6 

investments 

71 

A 

717  Marguerite  Harbert  Alabama 

1.4 

inheritance 

83 

618  Igor  Olenicoff  California 

1.6 

real  estate 

64 

★ 

717  Joseph  Jamail  Jr  Texas 

14 

lawsuits 

81 

— 

618  Nicholas  Pritzker  II  Illinois 

1.6 

hotels,  investments 

63 

A 

717  Tracy  Krohn  Texas 

14 

W&T  Offshore 

53 

T 

618  Steven  Roth  New  York 

1.6 

real  estate 

65 

A 

717  Thomas  Lee  New  York 

14  leveraged  buyouts 

62 

A 

618  0  Bruton  Smith  North  Carolina 

1.6  Speedway  Motorsports 

80 

A 

717  Peter  Lewis  Florida 

14  Progressive  Corp 

73 

▼ 

618  Phyllis  Taylor  Louisiana 

1.6 

Taylor  Energy 

65 

A 

717  Joseph  Mansueto  Illinois 

14  Morningstar 

50 

★ 

618  Tom  Ward  Oklahoma 

1.6  Chesapeake  Energy 

48 

★ 

717  Gary  Michelson  California 

14  medical  patents 

58 

A 

618  Sanford  Weill  New  York 

1.6  Citigroup 

74 

A 

717  Nelson  Peltz  New  York 

14  leveraged  buyouts 

64 

A 

664  Leslie  Alexander  Texas 

1.5 

First  Marblehead 

63 

★ 

717  Phillip  Ruff  in  Kansas 

14 

casinos,  real  estate 

71 

A 

664  Frank  Batten  Sr  Virginia 

1.5 

Landmark 

80 

A 

717  Herbert  Siegel  New  York 

14 

television 

78 

A 

664  Amar  Bose  Massachusetts 

1.5 

Bose 

77 

A 

717  Todd  Wagner  Texas 

14 

Broadcast.com 

46 

A 

664  William  Boyd  Nevada 

1.5 

casinos,  banking 

75 

A 

717  Alfred  West  Jr  Pennsylvania 

14 

SEI  Investments 

64 

*> 

664  Peter  Buck  Connecticut 

1.5  Subway 

76 

717  Dean  White  Indiana 

14 

billboards,  hotels 

83 

A 
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Billionaires 


NET  WORTH 

WM  Name  Residence                       ($BIL)  Source 

AGE 

NET  WORTH 

Wm  Name  Residence  (SBIL) 

Source 

AGE 

/dh  Lan  oerg  v.auiornia 

1.3  recti  estate 

69 

RAH    Inhn  Prlcnn  MAacVi inert r\n 

OHU    JUIIII  CUSLFII    VVdMllJl^U  J 1 1 

1.1 

leisure  craft 

74 

▲ 

/  jH    JUllIi  DlUWll  iVIH  MK,.lll 

I.J    JIT yt\.tf  KjUT y 

72 

*> 

R4D  Dorranrp  Hamilton  Ppnnwlvania 

1.1 

inheritance 

78 

"7^^     Ismac  f~ auno  \I»=»w  Vr»rlf 
/  jH   JdlilO  \.ayiie  INcW  HIIK 

■  ■J    Dtlii  »)(currii 

73 

A 

RAO  Timothv  HpaHinnton  lev  is 

1.1 

oil,  investments 

56 

* 

~f^A   Rsihart  nau  (  '  ilifnrni  i 

/  JH    nUUCI  l  Uay  V  jUIIK'I  Hid 

B»J     ffH/rtty  ffttlflLlvt  fflt  fit 

63 

T 

R40  Marvin  Herb  Illinois 

u*tv    iticii  viii  iiciu  i  '  1 1 1  i  ■ 

1.1 

soft-drink  bottling 

70 

A 

/  j4  nuy  uiMicy  v. ,diuui  nid 

1  3    Wnlt  Dr'cHPv 

■  ■J      VVUll  Ulitrlcy 

-77 

▲ 

RAO  Rnhprt  Johnson  Dktrirt  of  Columbia 

1.1 

television 

60 

*> 

/  jh  rtniidiu  cyan  iviuvstK  i  uisc  l i >■ 

1  3    FMC  Corn 

■  •J    Civl «,  •,Ur y 

71 

— 

RAO   fiPorop  Jn^pnh  (  alifornia 

1.1 

insurance 

85 

— 

7*^*1   Konnpth  Fichpr  ( 1  ilifnrni  i 
/  j4    ixcllllclll  r  1501  ci  v  •.in  ii  »j  ilia 

1    %     WtfWtOSf  yyiiiYinciPYYiovii 
l«J     fftUflCy  fftUfltAVCiflZfll 

56 

A 

840  Alexander  Knaster  United  Kingdom 

1.1 

oil,  telecom,  banking 

48 

★ 

7*^/1  Thnmac  Flatlpv  MaQt.arhn«prK 
*  _.  ^    iiiuinas  i  laiicy  iWin.iiiv.nii  ilu> 

1  3    Yf>fi]  p<tntp 
i  -  j    f  cm  cJiMic 

74 

— 

840  Kenneth  Lancjone  New  York 

1.1 

investments 

71 

— 

7">^.   Frnpcr  <riaMn  &  familv  (    ihli  ti  m  i 
/  jh   ci  Meat  uaitu  Of  laimiy  *-diiivJi  nid 

fi-j  Wlflc 

98 

▲ 

RAD  FHwarH  1  inrip  MassarhiKprts 

1.1 

real  estate 

65 

★ 

7S4.   Rirharri  H^unp  IViuki'Ic  mi  i 
/  jt    nuiidiu  nay  lie  rciiii>yivdiiia 

1  3    I  Jrhnn  Outfitfprc 

59 

▼ 

S40  Jonathan  Louplace  Jr  California 

1.1 

mutual  funds 

80 

★ 

7^4  William  Rarrnn  Hilton  (  California 

/  J  *      Wllliaill  UQI  1  UI1    MIIIUII   >     il  1  1  1  i  M  1  lid 

1  3    tintpts  en  cf'unc 

i.j      fn/iclj,  tHOl'HO 

79 

▲ 

840  John  P  Manning  Massachusetts 

1.1 

real  estate 

59 

* 

~I^\A\    Corral  Innpc  T*»y3c 
/  JH    JCl  Idl  JUIIC3  ICAda 

i .  j    Lsuuits  y^uwi/uyi 

64 

A 

RAO  Howard  *>f  hult?  Waihinoton 

UtU      Ml/VVQI  U   JLIIUIU    V  V  adl  111  1  IClLJll 

1.1 

Starbucks 

53 

★ 

754  William  Koch  Florida 

1.3  o/7,  investments 

67 

★ 

840  Alexander  Spanos  California 

1.1 

real  estate 

83 

T 

754  Robert  Kraft  Massachusetts 

1.3  New  England  Patriots 

65 

▲ 

840  John  Stanton  Washington 

1.1 

wireless 

51 

754  Gary  Magness  Colorado 

1.3  cable,  investments 

53 

*» 

840  JovfP  Ralpv  TppI  California 

1.1 

supermarkets 

76 

— 

754  Anne  Windfohr  Marion  Texas 

1.3  inheritance,  oil 

67 

840  Roger  Wang  China 

1.1 

retail 

57 

★ 

754  Manny  Mashouf  &  family  California  1.3  Bebe 

69 

★ 

840   Garv  Wect  Nebraska 

1.1 

West  Corp 

61 

★ 

754  Billy  Joe  (Red)  McCombs  Texas 

1.3  radio,  oil,  real  estate 

79 

A 

840  Mary  West  Nebraska 

1.1 

West  Corp 

61 

★ 

754  Robert  McLane  Jr  Texas 

1.3  Wal-Mart,  logistics 

70 

▲ 

840  Samuel  Wyly  Texas 

1.1 

investments 

71 

A 

754  William  Pulte  Michigan 

1.3  home  building 

74 

T 

840  Jerry  Zucker  South  Carolina 

1.1 

investments 

57 

A 

754  Donald  Schneider  Wisconsin 

1.3  trucking 

71 

▲ 

891  Mary  Anselmo  Connecticut 

1.0 

PanAmSat 

78 

*) 

754  Walter  Scott  Jr  Nebraska 

1 .3  construction,  telecom 

75 

T 

891  Louis  Bacon  United  Kingdom 

1.0  hedge  funds 

51 

— 

754  Hope  Hill  Van  Beuren  Rhode  Island 

1.3  inheritance 

73 

▲ 

8Q1  Thomas  Barrack  California 

KJ  J  I      1  IIWIIIuj  UulluLn  1    ..i  1  i  1 1  ' i  1  1  i a 

1.0  Colony  Capital 

59 

★ 

754  Charlotte  Colket  Weber  Florida 

1.3  inheritance 

64 

▲ 

891  Marc  Benioff  California 

UJ  I      lllul  \i  UCIIIVII  V.alllUl  Ilia 

1.0  Salesforce.com 

42 

★ 

754  Margaret  Whitman  California 

1.3 

50 

▼ 

RQ1   Timothv  Rovlp  Orppon 

ki  j  ■     i  iiiiviiiy  uwtit  \_/iciiv.^ii 

1.0  Columbia  Sportswear 

57 

★ 

799  Dennis  Albaugh  Florida 

1.2  pesticides 

57 

★ 

891  Stephen  Case  Virginia 

1.0 

AOL 

49 

799  Edmund  Ansin  Florida 

1.2  Sunbeam  Broadcasting 

71 

▲ 

891   Weill  Dai  California 

\j  ~J  ■     iivMi  t/ul  v  jdiiiui  Ilia 

1.0 

semiconductors 

45 

★ 

799  Thomas  Bailey  Colorado 

1.2  mutual  funds 

70 

—  . 

891  L  John  Doerr  California 

1.0 

venture  capital 

56 

— 

799  Timothy  Blixseth  California 

1.2  timberland,  real  estate 

56 

— 

RQ1    Michael  Fisnpr  California 

WJ  1      ITIIklluCI   LlJllVTI  VjdllUJllllCl 

1.0 

Walt  Disney 

65 

★ 

799  S  Truett  Cathy  Georgia 

1.2  Chick-fil-A 

86 

* 

RQ1   Paul  Firpman  Ma^arbiiQpttc: 

UJ  1      f  QUI  1  II  Clllull  J,VUIS3aU  LIS 

1.0 

Reebok 

63 

T 

799  William  Connor  II  Hong  Kong 

1.2  supply-chain  services 

57 

— 

RQ1  Richard  Fuld  Jr  Connprtirnt 

KJ  _/  1       IIIV.I1CJIVI    1  UIU  J%    K^K  Jl  11  It  ^-  Llv  Ll  L 

1.0 

Lehman  Brothers 

60 

★ 

799  David  Duffield  Nevada 

1.2  PeopleSoft 

66 

▲ 

RQ1    Rohprt  (Calvin  Wisronsin 

*~> -J  i     nuuci  i  vjciiviii   v>  i      i  m  i  ■!  i  . 

1.0 

Motorola 

84 

▼ 

799  Israel  Englander  New  York 

1.2  hedge  funds 

59 

★ 

891  Michael  Heislev  Sr  Florida 

vJ  ~>  I      If  IILHuCI  1  Itl  Jlty   j|    1  iUl  lUa 

1.0 

manufacturing 

70 

★ 

799  J  Christopher  Flowers  New  York 

1.2  investments 

49 

— 

RQ1  Jpffrpv  Hildphrand  Tpvaq 

uj  i    jciiicy  iiiiucuiaim  icaco 

1.0 

oil 

48 

★ 

799  Thomas  Friedkin  Texas 

1.2  Gulf  States  Toyota 

71 

★ 

RQ1    Iprpmu  larnhc  *Ir  TsJpw  Ynrk 
oj  i    jcicniy  joLuui  ji  i\cw  iijik 

1.0 

sports  concessions 

67 

— 

799  Daniel  Gilbert  Michigan 

1.2  Quicken  Loans 

45 

★ 

RQ1    Stpnhpn  tCarn  Nrfncsarhncpttc 

1.0 

real  estate 

66 

★ 

799  Alec  Gores  California 

1.2  leveraged  buyouts 

54 

▼ 

RQ1   I  pnnard  I  itwin  Npw  Ynrk 

OJ  1      LCUIIal  U  L.IIVVIII  INCW  iUIJX 

1.0 

real  estate 

92 

★ 

799  Pincus  Green  Switzerland 

1.2  commodities 

71 

— 

RQ1    Rirh^rH  Msnnnni^n  \  I  ■     i .  -  ■  ■  i 

Oj  1     niLllalU  l»l a  1 1 Uljy Id  1 1  ,\  1  K  1 1 1L,>.(1 1 

1.0 

Masco 

70 

*) 

799  William  Gross  California 

1.2  bonds 

62 

▲ 

RQ1  William  Mnnrripf  Jr  Tpy^c 
\j -/  i    vvimaiii  itiviiu  ici  ji  itAds 

1.0 

oil 

86 

* 

799  Jerome  Kohlberg  Jr  New  York 

1.2  leveraged  buyouts 

81 

— 

RQ1   William  Mnrpan  FlnriH^ 

Ov  1     WtfllllCIIII  IXUi  call  JT1UI  lUa 

1.0 

Jabil  Circuit 

51 

T 

799  L  Lowry  Mays  Texas 

1.2  Clear  Channel 

71 

RQ1    Duuinht  nnnormsn  \  |i]iPl..l,i  , 
Oj  I    i/wiyni  vjupciiiiaii  iviiiiricSutci 

1.0  publishing 

84 

★ 

799  Arturo  Moreno  Arizona 

1.2  billboards 

60 

— 

RQ1   Rirhard  Ppprv  Cplifnrni^ 
o -/  i    niniaiu  rcci  y  v>diiiuiJiid 

1.0 

real  estate 

66 

T 

799  Wilbur  Ross  Jr  Florida 

1.2  leveraged  buyouts 

69 

A 

RQ1    Ira  Rpnnprt  Npw  YnrW 

1.0 

investments 

73 

★ 

799  Richard  Scaife  Pennsylvania 

1.2  investments 

74 

— 

RQ1   Julian  Rnhprtcnn  Jr  Npw  Ynrk- 

1.0 

money  management 

75 

799  John  Sperling  Arizona 

1.2  Apollo  Group 

86 

▼ 

RQ1    Arthur  Rork  California 
o  J  i    ni  iiiui  nuLiv  v>aiiiui  ilia 

1.0 

venture  capital 

80 

*> 

799  Peter  Sperling  Arizona 

1.2  Apollo  Group 

47 

▼ 

891  David  Shaw  New  York 

1.0 

hedge  funds 

55 

★ 

799  Kenny  Troutt  Texas 

1.2  £xce/  Communications 

59 

▲ 

891  Charles  Simonyi  Washington 

1.0  Microsoft 

59 

799  Kenneth  Tuchman  Colorado 

1.2  Te/eTec/i 

47 

* 

891  Sehat  Sutardja  California 

1.0 

semiconductors 

45 

★ 

840  Stephen  Bisciotti  Maryland 

1.1  outsourcing,  football 

46 

★ 

891  Donald  Tyson  Arkansas 

1.0 

chicken 

76 

* 

840  James  Clark  Florida 

1.1  Netscape 

63 

* 
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Billionaires 


Two  Decades  of  Wealth 


Since  1987  FORBES  has  scoured  the  globe  tracking  the  fortunes  of  the  world's  wealth 
iest  people,  and  uncovering  new  faces.  In  those  20  years  we  have  watched  for- 
tunes rise  and  fall — from  the  steady  climb  and  staying  power  of  Bill 
Gates  to  the  precipitous  decline  of  Yoshiaki  Tsutsumi.  Tsutumi  was  the 
worlds  richest  person  in  our  inaugural  year,  but  the  Japanese  land 
baron  fell  off  the  list  this  year.  More  than  a  catalog  of  individual 
wealth,  the  global  rich  list  reflects  the  changing  nature  of  the  world 
economy.  Since  it  began,  old  world  power  players  like  Japan 
and  Germany —  along  with  the  billionaires  who  dominate 
their  businesses — have  given  way  to  the  latest  global  hot- 
shots  such  as  booming  China,  India  and  Russia.  New  for- 
tunes are  also  emerging  in  developing  markets  like 
Kazakhstan,  Ukraine  and  Romania.  Here  are  highlights 
from  the  past  two  decades.  — Chaniga  Vorasarun 


German  prince  Albert  von 
Thurn  und  Taxis  appears  on 
list  at  age  8;  now  23,  he  is  still 
the  youngest  billionaire. 


Carlos  Slim  Helu,  today  Latin  America's  richest 
man,  enters  the  top  ten,  at  $6.6  billion. 


Jjp  1989 

1990 

1991 

1992 

1993 

1994 

1995 

1996 


Nintendo  creator  Hiroshi  Yamauchi  debuts  at  $2  billion. 


Once  U.S.'  richest 
man,  Wal-Mart 
founder  Sam  Walton 
dies  •  Virj 
Richard  Branson 
debuts  on  the  list  at 
S1.2  billion. 


Real  estate  baron  Yoshiaki  Tsutsumi  of 
Japan  is  the  world's  richest  man  at  $20  bil- 
lion •  Only  52  name 
issue  are  still  on  tods.  «  German  Grete 
Schickedanz  qualifies  as  Forbes'  first  self- 
made  woman,  with  a  51.5  billion  fortune 
from  her  mail-order  business  Quelle. 


Bill  Gates'  first  time  as  world's 
richest  man,  worth  S12.9  billion. 


Indian  steel  titan  Lakshmi  Mittal 
debuts  at  S1 .5  billion.  Today  he  is 
worth  $32  billion  •  The  number  of 
Japanese  billionaires  peaks  at  41. 
Today  there  are  only  24. 


The  first  mainland  Chinese 
billionaire,  Larry  Yung, 
debuts  on  the  list  at  $1.3 
billion.  His  net  worth  is 
now  $2.2  billion  • 
Russian  billionaires  make 
the  list:  Mikhail  Khodor- 
kovsky,  Boris  Berezovsky, 
Vagit  Alekperov,  Rem 
Vyakhirev. 


AGGREGATE  WEALTH 
OF  THE  TOP  200 

V., 000  (bil)  


-1,000 


5QQ 


300/  


700   

   I  I  I  I  I  I  I  I  I  

'87  '97  '07 

Note:  1987-89  lists  totaled  fewer  than  200. 


Between  1999  and  2000  tech  billionaires 
Bill  Gates,  Masayoshi  Son  and  Larry 
Ellison  hit  alltime  highs,  with  Gates 
briefly  flirting  with  $100  billion. 


Behind  bars:  Mikhail  Khodor- 
kovsky,  once  Russia's  richest, 
drops  from  the  list 

Stewart,  who  became  a  billionaire 
while  in  Jail  in  2005,  fails  off  the 
list  once  she  Is  free. 


m  ^■^■w  *mUum  mm^mt 


Prince  Alwaleed 
enters  the  top  ten 
at  $13.3  billion.  He's 
now  worth  $20.3 
billion. 


1999 


Red  Bull's  Deitrich 
Mateschitz  and  Chaleo 
Yoovidhya  debut  •  Oprah 

Winfrey  debuts  at  51  billion. 


Google  guys,  Larry  Page 
and  Sergey  Brin,  first  make 
the  cut  at  $1  billion  apiece. 
Today  both  are  worth 
$16.6  billion  •  Harry  Potter 
author  J.K.  Rowling  debuts 
at  $1  billion. 


2004 


2005 


2006 


2007 


First  African-American  billionaire:  BET  founder  Robert  Johnson  •  Steva 
jobs'  Apple  launches  the  iPod.  Jobs,  who  has  been  a  billionaire  since 
1998,  today  has  55.7  billion. 


The  tech  boom  produces  many 
new  billionaires:  Yahoo's  Jerry 
Yang  and  David  Filo;  Ebay's 
Pierre  Omidyar  and  Jeffrey  Skoll; 
Amazon's  Jeffrey  Bezos  • 
heiress  Liliane  Bettencourt  is  the 
first  woman  to  make  the  top  ten, 
at  $13.9  billion  •  Combined  list 
exceeds  $1  trillion. 


Warren  Buffett  earmarks 
$31  billion  of  his 
Berkshire  Hathaway 
shares  for  charity. 
Believed  to  be  the 
largest  donation  in 
history,  surpassing  the 
revenues  of  longtime 
Buffett  holding, 
Coca-Cola. 


1987's  richest  man,  Yoshiaki  Tsutsumi,  drops  off  list  • 

Eisner  makes  cut  for  the  first  time  at  $1  billion  •  India  surpasses  Japan  as  Asian 
nation  with  most  billionaires  •  Total  exceeds  $3  trillion. 
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HE  HAS  ACCUSED  THE  U.S.  GOVERNMENT  OF 
secretly  funding  the  Sept.  1 1  terrorist  attacks  as  a 
pretext  for  invading  Iraq.  He  says  that  Washing- 
ton, aiming  to  control  the  Middle  Easts  resources, 
has  long  stirred  dissent  by  encouraging  Israel  to 
sign  peace  treaties  with  some  Arab  nations.  Western  democ- 
racy, he  claims,  is  "phony"  and  inspires  "hatred." 

The  rantings  of  a  radical  cleric  in  Iraq?  A  leader  of 
Hamas?  No,  these  are  the  views  of  Khalaf  Al  Habtoor,  57, 
one  of  the  richest  businessmen  from  the  United  Arab  Emi- 
rates. Through  hard  work,  good  timing  and  the  right  royal 
connections,  he  has  built  an  estimated  $2.5  billion  fortune 
riding  the  growth  and  excesses  of  Dubai  from  fledgling  port 
city  to  glamorous  commercial  playground.  Al  Habtoor 
Group  has  helped  build  such  familiar  landmarks  as  the  sail- 
like Burj  Al  Arab  and  Jumeirah  Beach  hotels.  It  owns  and 
operates  four  exclusive  Dubai  hotels  and  sells  luxury  cars. 
Habtoor's  empire  has  tentacles  as  far  off  as  the  U.K.,  where  in 
1999  he  bought  the  historic  Monkey  Island  Hotel  on  a  private 
plot  in  the  middle  of  the  Thames  River.  Last  year  the  hold- 
ing company  netted  an  estimated  $220  million  on  $1.4  bil- 
lion, thanks  to  Dubai's  zero  taxes  and  cheap  supply  of  labor. 

But  the  ambitions  of  this  billionaire  reach  beyond  mere 
dirhams  and  dollars.  Habtoor  is  a  self-appointed  spokesman  for 
what  he  calls  the  Arab  perspective:  "Its  my  duty  to  inform  the 
West  of  our  culture,  our  history."  By  which  he  means  an  appreci- 
ation for  its  contributions  to  literature,  math  and  science — not 
just  terrorism,  Habtoor  explains  during  a  recent  interview  at  a 
Ritz-Carlton  penthouse  overlooking  New  York  City's  Central 
Park.  Dressed  in  a  lavender  Berlioni  sweater  and  starched  sky- 
blue  slacks,  he  was  looking  forward  to  a  day  of  shopping  on  Fifth 
Avenue. 

He  was  a  long  way  from  home.  The  sixth  of  seven  children, 
Habtoor  was  born  in  Dubai,  the  son  of  a  modest  pearl  trader 


who  was  savvy  enough  to  expose  his  ambitious  young  child  to 
Sheikh  Rashid  bin  Saeed  Al  Maktoum  at  an  evening  majlis,  an 
Arab-style  town  hall  meeting  wherein  Dubai's  royal  ruler  holds  a 
weekly  audience  with  his  subjects.  Later  Habtoor  befriended  the 
sheikh's  son,  the  Crown  Prince  Mohammed  (who  inherited 
Dubai's  throne  when  his  brother  died  in  2006).  As  a  teenager 
Habtoor  hung  out  at  the  palace  on  weekends;  he  went  to  the 
beach  and  raced  camels  in  the  desert  with  the  prince. 

That  friendship  proved  invaluable.  At  age  15  Habtoor  worked 
part-time  at  an  Abu  Dhabi  construction  firm,  after  high  school  be- 
coming the  firm's  youngest  manager.  Emboldened,  he  struck  out 
on  his  own,  forming  Habtoor  Engineering  Enterprises,  which  built 
a  movie  theater  and  several  homes  in  Dubai.  All  the  while  he  con- 
tinued to  ingratiate  himself  in  Sheikh  Rashid's  inner  circle  by  reg- 
ularly attending  the  majlis  to  promote  his  latest  accomplishments 
and  his  zeal  for  bigger  projects.  "I  was  ready  to  compete  with  the 
biggest  contractors  worldwide,"  he  says. 

Not  quite  so  fast.  When  the  sheikh's  contract  for  the  emirate's 
second  hospital  came  up  for  tender  in  1977,  Habtoor  submitted 
a  bid  and  was  very  confident  he  could  win.  Several  days  later  he 
was  stunned  when  he  heard  a  rumor  that  the  job  had  gone  to 
someone  else.  "I  went  straight  to  the  majlis  to  ask  His  Highness 
what  the  hell  was  going  on,"  he  says,  still  fired  up.  Turns  out  the 
sheikh  was  playing  a  joke  on  him,  and  he  won  the  contract. 

The  hospital  deal  changed  Habtoor's  career.  He  finished  it  in 
30  months  instead  of  36,  and  the  sheikh  was  so  impressed  that  he 
awarded  Habtoor  contracts  for  three  hospitals  and  a  headquar- 
ters for  the  new  department  of  health.  Sheikh  Rashid  also  pre- 
sented his  now-trusted  protege  with  a  20-acre  plot  of  land  in  the 
deserted  outskirts  of  Dubai  to  build  one  of  the  city's  first  four- 
star  hotels.  Today  that  hotel  stands  at  the  center  of  Dubai's  busiest 
commercial  strip,  Sheikh  Zayed  Road.  The  work  put  Habtoor  on 
track  to  land  34  government  contracts  to  date.  Along  the  way  he 
picked  up  exclusive  rights  to  distribute  Mitsubishis  and  Bentleys, 
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Goliath 

Khalaf  Al  Habtoor  has  made  a  fortune  in  Dubai's  construction  boom. 
But  are  his  politics  ready  for  export?  By  Devon  Pendleton 
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as  well  as  Aston  Martins  and  Bugattis. 

Habtoor  hasn't  always  shown  the  same  benevolence  to  his 
own  children.  None  of  his  three  daughters  works  for  him. 
Ahmed,  29,  and  Mohammed,  38,  both  educated  in  the  U.S., 
are,  respectively,  chief  of  Habtoor  Motors  and  head  of  Al 
Habtoor  Group.  But  they've  had  to  earn  it.  Starting  out  as  a 
lowly  porter,  Mohammed  was  fired  twice  by  his  dad,  both 
times  for  making  decisions  without  consulting  the  boss.  "He 
can't  just  be  where  I  am,"  Habtoor  explodes.  "He  has  to  work 


for  it!"  His  oldest  son,  41 -year-old  Rashid,  joined  his  father  in 
1990  but  left  after  three  years  to  start  his  own  business  empire, 
Al  Habtoor  Trading  Enterprises,  which  is  similarly  focused  on 
construction  and  car  sales  but  mostly  in  the  former  Soviet 
Union.  Rashid  claims  to  be  worth  at  least  $400  million.  But  his 
father,  no  doubt,  still  remembers  the  shame  (and  tabloid  atten- 
tion) Rashid  reportedly  brought  to  his  family  in  2003  after  an 
estranged  flame  of  Rashid's,  a  British  flight  attendant,  tried  to 
kidnap  their  out-of-wedlock  son  and  bring  him  back  to  the 


,E  EAST  &  AFRICA 


The  region  has  68  billionaires,  up  from  56  last  year.  The  group's  net  worth  is  up  22%  to  $203  billion.  Turkey  dominates  with 
25  billionaires,  4  more  than  last  year,  followed  by  Saudi  Arabia,  with  13.  Tiny  Israel  comes  in  third  with  9  rich  listers.  For  the 

first  time,  an  Omani  citizen  (though  born  in  India)  joins^ 


Arnon 
Mikhan 


Relist. 


Nasser  Al-Kharafi 


NET  WORTH 

P-J  Name  Countr)  (Sbil) 

Source 

AGE 

E]                                                    NET  WORTH 

1  Name  Country                          (SBIL)  Source 

AGE 

13    Prince  Alwaleed  Saudi  Arabia 

20.3 

investments 

50 

A 

194  Johann  Rupert  &  family  S.  Africa 

4.3  luxury  goods 

56 

A 

52    Nasser  Al-Kharafi  &  family  Kuwait 

11.5 

construction 

63 

T 

210  Lev  Leviev  Israel 

4,1  diamonds 

51 

62    Naguib  Sawiris  Egypt 

10.0 

telecom 

52 

214  Yitzhak  Tshuva  Israel 

4.0  real  estate 

58 

▲ 

86    Mohammed  Al  Amoudi  Saudi  Arabia  8.0 

oil 

61 

▲ 

226  Sammy  Ofer  &  family  Israel 

3.9  shipping 

85 

A 

86    Abdul  Aziz  Al  Ghurair  &  fam  UAE 

8.0 

banking 

53 

A 

226  Nassef  Sawiris  Egypt 

3.9  construction 

★ 

97    Maan  Al-Sanea  Saudi  Arabia 

7.5 

construction,  finance 

52 

* 

249  Saleh  Kamel  Saudi  Arabia 

3.5  diversified 

65 

T 

99    Sulaiman  Al  Rajhi  Saudi  Arabia 

7.4 

banking 

87 

▼ 

249  Husnu  Ozyegin  Turkey 

3.5  banking 

62 

A 

1 58  Nicky  Oppenheimer  &  fam  S.  Africa  5.0  De  Beers 

61 

A 

279  Bin  Mahfouz  &  fam  Saudi  Arabia 

3.1  banking 

60 

T 

1 58  Onsi  Sawiris  Egypt 

5.0 

construction 

77 

A 

287  Abdulla  Al  Futtaim  UAE 

3.0  auto  dealers,  investments 

A 

188  Saleh  Al  Rajhi  Saudi  Arabia 

4.4 

banking 

95 

▼ 

287  Arnon  Mikhan  Israel 

3.0  New  Regency 

62 

A 

188  Stef  Wertheimer  &  family  Israel 

4.4 

tools 

81 

A 

349  Abdullah  Al  Rajhi  Saudi  Arabia 

2.6  banking 

▼ 

194  Shari  Arison  Israel 

4.3 

inheritance,  cruise  ships 

49 

▼ 

369  Majid  Al  Futtaim  UAE 

2.5  real  estate 

A 
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U.K.  from  Dubai. 

For  such  an  accomplished  entrepre- 
neur, Habtoor  carries  a  sizable  grudge 
against  the  West,  which  he  firmly  believes 
wants  to  grind  the  Arab  world  into  dust. 
No  coincidence  that  he  started  publishing 
a  highly  opinionated,  bimonthly  magazine, 
Al-Shindagah,  in  1993 — the  same  year  as 
the  Oslo  Accords,  the  beginning  of  a  long- 
troubled  peace  process  between  the  Israelis 
and  the  Palestinians.  Ever  since,  he  has 
used  the  house  organ  (its  circulation,  he 
says,  is  10,000)  to  promote  his  construc- 
tion projects  and  his  political  views. 
Among  them:  that  the  U.S.  installed  Per- 
vez  Musharraf  as  "dictator"  of  Pakistan  in 
order  to  spread  American  hegemony  and 
the  suggestion  that  Venezuela's  president  is 
the  Arab  worlds  best  friend  in  the  Western 
Hemisphere  ("Hugo  Chavez  and  the  Axis  of  Good").  Hoping 
to  change  minds,  Habtoor  sends  copies  of  Al-Shindagah  to  the 
leaders  of  the  industrialized  world,  as  well  as  to  the  presidents 
of  prominent  Western  universities.  Most  probably  "throw  it  in 
the  dustbin,"  he  concedes.  "Maybe  1%  they  read  it." 

It  is  in  Beirut  where  Habtoor  has  tried  mightily  to  blend  his 
commercial  sense  and  his  political  outlook.  In  2000,  encour- 
aged by  the  withdrawal  of  Israeli  troops  from  southern 
Lebanon  and  his  friendship  with  the  late  Prime  Minister  and 


Aspiring  Habtoor:  the  Burj  Al  Arab  Hotel. 


billionaire  Rafiq  Hariri,  Habtoor  started  to 
invest  a  total  $400  million  of  his  own  in 
various  projects.  There  were  two  lavish 
hotels,  a  five-story  shopping  mall  and  a 
Phoenician-themed  amusement  park  he 
dubbed  Habtoorland,  with  a  coliseum- 
style  amphitheater,  video  arcades,  eight 
roller  coasters  and  a  marketplace  out  of 
The  Arabian  Nights. 

At  first  the  experiment  in  pan- Arab  cap- 
italism seemed  to  pay  off.  But  Hariri's  assas- 
sination two  years  ago  rattled  Lebanon's  frag- 
ile economy;  the  nation's  GDP  growth  plunged 
from  4%  in  2004  to  zero  a  year  later.  The  brief 
but  destructive  war  with  Israel  last  summer 
leveled  the  countryside,  yet  spared  Habtoor's 
properties.  Still,  Beirut's  tourism  industry 
withered.  Hotel  occupancy  rates  plummeted 
to  33%,  roughly  half  their  levels  of 2005.  The 
Habtoorland  Pyramid  Shaker  ride  sat  empty,  and  Habtoor  re- 
leased most  of  his  staff  (though  he  says  he  offered  them  jobs  in 
Dubai).  If  the  hotels  continue  to  lose  money,  as  they  have  for  a 
year-plus,  Habtoor  says  he  will  close  them. 

Habtoor  is  now  looking  westward.  This  past  summer  he 
said  he  would  invest  $500  million  to  build  Habtoor  hotels  in 
New  York,  the  U.K.  and  Paris,  and  is  busy  learning  about  their 
tax  and  labor  laws.  Free  advice  from  us:  Leave  the  politics 
at  home.  F 


|  Name  Country                   N"  W($bhl)  Source 

AGE 

NET  WORTH 

F-l  Name  Country                          (sbil)  Source 

AGE 

369  Khalaf  Al  Habtoor  UAE 

2.5  construction 

57 

A 

717  Semahat  Arsel  Turkey 

1.4  diversified 

79 

▲ 

390  Mehmet  Karamehmet  Turkey 

2.4  finance,  telecom 

62 

▲ 

717  Rahmi  Koc  Turkey 

1.4  diversified 

76 

▼ 

407  Saad  Hariri  Saudi  Arabia 

2.3  investments 

36 

T 

754  PNC  Menon  Oman 

1.3  real  estate 

58 

★ 

407  Najib  Mikati  Lebanon 

2.3  telecom 

51 

★ 

754  Ferit  Sahenk  Turkey 

1.3  diversified 

43 

▼ 

407  Taha  Mikati  Lebanon 

2.3  telecom 

★ 

799  Bulent  Eczacibasi  Turkey 

1.2  pharmaceuticals 

57 

A 

432  Donald  Gordon  South  Africa 

2.2  insurance,  malls 

76 

▲ 

799  Suna  Kirac  Turkey 

1.2  diversified 

65 

458  Erol  Sabanci  Turkey 

2.1  diversified 

69 

A 

799  Tuncay  Ozilhan  Turkey 

1.2  beverages 

59 

458  Sevket  Sabanci  Turkey 

2.1  diversified 

71 

▲ 

799  Murat  Vargi  Turkey 

1.2  telecom 

58 

A 

488  Sarik  Tara  Turkey 

2.0  construction 

76 

★ 

799  Olgun  Zorlu  Turkey 

1.2  electronics,  finance 

43 

★ 

538  Alexander  Machkevich  Israel 

1.9  mining,  metals 

53 

▼ 

840  Morris  Kahn  Israel 

1.1  software 

77 

A 

557  Ahmet  Zorlu  Turkey 

1.8  electronics,  finance 

62 

A 

840  Yalcin  Sabanci  Turkey 

1.1  shipping  investments 

63 

★ 

583  Benny  Steinmetz  Israel 

1.7  diamonds 

50 

★ 

840  Filiz  Sahenk  Turkey 

1.1  diversified 

40 

T 

618  Bassam  Alghanim  Kuwait 

1.6  finance 

▲ 

840  Kamil  Yazici  Turkey 

1.1  beverages 

77 

618  Kutayba  Alghanim  Kuwait 

1.6  diversified 

60 

A 

891  Mohamed  Al  Jaber  Saudi  Arabia 

1.0  real  estate,  hotels 

48 

★ 

618  Aydin  Dogan  Turkey 

1.6  media 

70 

891  Mahdi  Al-Tajir  United  Arab  Emirates 

1.0  investments 

74 

618  Ayman  Hariri  Saudi  Arabia 

1.6  inheritance 

28 

T 

891  Hasan  Colakoglu  Turkey 

1.0  diversified 

51 

▼ 

618  Fahd  Hariri  Lebanon 

1 .6  inheritance 

26 

▼ 

891  Nazek  Hariri  Lebanon 

1.0  inheritance 

▼ 

664  Mohammed  Al  Rajhi  Saudi  Arabia 

1.5  banking 

▼ 

891  Asim  Kibar  Turkey 

1.0  diversified 

74 

664  Turgay  Ciner  Turkey 

1.5  diversified 

51 

891  Omer  Sabanci  Turkey 

1 .0  diversified 

47 

▼ 

664  Samih  Sawiris  Egypt 

1.5  hotels 

50 

★ 

891  Mehmet  Sinan  Tara  Turkey 

1 .0  construction 

48 

★ 

717  Mohamed  Al-Bahar  Kuwait 

1.4  finance 

891  Murat  Ulker  Turkey 

1.0  food 

47 

★ 

717  Sulaiman  Algosaibi  Saudi  Arabia 

1.4  diversified 

★ 

891  Faruk  Yalcin  Turkey 

1.0  manufacturing 

83 
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Examine  all  of  your 
IRA  options  this  year. 

And  discover  why  investors  are  switching  to  T.  Rowe  Price. 

When  considering  opening  or  transferring  an  IRA,  look  closer  at  T.  Rowe  Price. 
Our  long-term,  disciplined  approach  is  well  suited  for  IRA  investing. 


•  Actively  managed,  low-cost  funds 

•  An  intelligent  balance  of  risk  and  reward 

•  Experienced  mutual  fund  managers 

Our  EasyTransfer  IRA  Service  makes  it  easier  than  ever  to  transfer  an  existing 
account  to  T.  Rowe  Price.  Our  Investment  Guidance  Specialists  can  help  you 
choose  the  right  fund,  and  even  help  take  care  of  the  paperwork  for  you. 
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ira.troweprice.com    1 .888.428.0004 


T.RoweRrice 


INVEST  WITH  CONFIDENCE 


Request  a  prospectus  or  a  briefer  profile;  each  includes  investment  objectives,  risks,  fees,  expenses,  and 
other  information  that  you  should  read  and  consider  carefully  before  investing. 

All  mutual  funds  are  subject  to  market  risk,  including  possible  loss  of  principal. 

T.  Rowe  Price  Investment  Services;  Inc.,  Distributor.  I.RA075037 


Billionaires  Richard  Li  I  Asia 


Prince 
Richard 

Li  Ka-shing's  son  Richard  makes 
a  few  embarrassing  mistakes  but 
is  no  poorer  for  it.  By  Deborah  Orr 


SEVENTEEN  YEARS  AGO  LI  KA-SHING'S  YOUNGER 
son,  Richard,  broke  away  from  the  family  business 
to  start  Star  TV  with  $125  million  in  seed  money 
from  his  father.  The  investment  paid  off  when 
Richard  sold  Star  for  $950  million  and  earned  his 
own  spot  on  the  billionaires  list.  But  as  a  recent  botched  deal 
made  evident,  Richard  can't  escape  his  fathers  shadow.  Nor,  it 
seems,  can  his  father  escape  Richards  blunders. 

Last  year  the  younger  Li  set  off  a  cascade  of  competing  deals 
to  sell  PCCW,  the  Hong  Kong  telephone  company  he  bought  seven 
years  ago  with  grand  visions  of  becoming  the  broadband  king 
of  Asia.  But  Li  was  ready  for  a  change  and  in  August,  after  months 
of  negotiations,  bought  50%  of  one  of  Hong  Kong's  most  respected 
broadsheets,  the  Economic  Journal.  He  had  already  stepped  down 
as  PCCW's  chief  executive  in  2002,  and  he  sold  a  20%  stake  to 
China  Netcom,  a  state- run  telecom,  two  years  ago.  Still  chairman, 
he  started  shopping  the  company  to  private  equity  firms.  Li,  40, 
who  declined  to  be  interviewed  for  this  article,  struck  a  deal  with 
Texas  Pacific  Group  to  take  private  a  holding  company  that  con- 
trols 23%  of  PCCW.  Australia's  Macquarie  Bank  made  its  own  offer 
to  buy  most  of  PCCW's  assets  and  TPG  countered.  But  Li  failed 


to  win  the  approval  of  China  Netcom,  the  biggest  shareholder 
after  himself,  on  either  deal.  The  offers  alarmed  Beijing,  which 
didn't  want  to  see  Hong  Kong's  main  telecom  sold  to  foreigners. 

Things  got  more  interesting  when  Francis  Leung,  then 
Citibank's  head  of  investment  banking  for  Asia  and  banker 
to  Richard's  father,  stepped  into  the  fray.  Leung  quit  his  Citi 
post  and  brokered  a  face-saving  deal  to  buy  most  of  Li's  stake 
in  PCCW  at  a  rich  premium.  Where  would  Leung  get  the 
money?  A  November  stock  exchange  filing  revealed  that 
Richard's  father,  through  his  charitable  foundation,  would 
finance  part  of  the  deal.  The  news  caused  an  uproar.  Richard 
himself  wrote  a  letter  to  the  Hong  Kong  legislature  railing 
against  his  father's  interference.  "Had  I  known  of  Mr.  Li  Ka- 
shing's  involvement,  I  would  have  at  the  very  least 
removed  myself  from  the  negotiations,"  he  wrote. 
Stock  exchange  authorities  barred  Richard  from 
voting  his  shares.  Minority  shareholders  voted  the 
offer  down  on  Nov.  30. 

Li,  who  is  stuck  with  his  holding  for  now,  says 
he  is  just  as  devoted  as  ever  to  PCCW's  future.  But 
shareholders  who  have  seen  the  stock  fall  96%  since 
its  2000  high  are  not  so  sanguine.  He  is  also  being 
questioned  by  regulators  for  a  possible  violation  of 
media  ownership  laws,  since  he  now  owns  stakes  in 
both  a  newspaper  and  a  pay  TV  service,  part  of  PCCW. 
The  company's  lawyers  say  there  is  no  breach  of  cross- 
ownership  regulations.  Last  month  Netcom  pulled 
out  of  a  joint  broadband  venture  in  China  with  PCCW, 
raising  speculation  that  all  was  not  well  between  Li 
and  his  mainland  shareholders.  (PCCW  says  every- 
thing is  fine.) 

The  younger  Li's  cavalier  handling  of  PCCW  has 
earned  him  scorn.  "He  has  pulled  the  pin  out  of  a  hand 
grenade  in  a  crowded  room  and  walked  out,"  Simon  Murray  told 
the  South  China  Morning  Post.  Murray  worked  closely  with  Li  Ka- 
shing  for  years  as  managing  director  of  Hutchison  Whampoa  and 
is  now  Asia  chairman  of  corporate  finance  at  Macquarie. 

Richard  Li  is  no  stranger  to  controversy.  Several  years  ago  it 
was  revealed  that  he  had  never  received  a  degree  from  Stanford 
University,  contrary  to  what  regulatory  filings  and  hundreds  of 
published  news  articles  claimed.  Li  blamed  his  staff.  Angry  share- 
holders launched  the  now  defunct  richardliar.com  and  filed  a  class 
action,  claiming  they  had  been  duped  by  a  Stanford  dropout. 

None  of  this  has  put  a  dent  in  Li's  wealth:  His  net  worth  is 
up  $200  million  to  $1.3  billion  over  the  past  year,  thanks  to  a 
property  bet  Li  made  in  1997.  And  he  may  have  found  a  buyer 
for  his  Hong  Kong  insurance'company,  which  is  up  40%  in  value 
in  the  last  year  to  $543  million. 

Despite  the  controversy  he  carries  weight  in  Hong  Kong, 
where  he  sits  on  a  nominating  committee  to  elect  the  next  chief 
executive.  One  of  Asia's  most  eligible  bachelors,  he  is  chased 
around  Hong  Kong  like  a  rock  star  by  paparazzi  and  business 
press.  People  who  know  him  say  they  are  left  wondering:  Is  he 
a  genius  or  a  lunatic?  F 
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The  Irish  mind. 

Rich  in  the  raw  material  that  will  help 
to  realize  the  potential  of  your  business. 

The  Irish.  Creative.  Imaginative.  And  flexible.  Agile  minds  with  a  unique  capacity  to  initiate,  and  innovate, 
vithout  being  directed.  Always  thinking  on  their  feet.  Adapting  and  improving.  Generating  new  knowledge  and 
iew  ideas.  Working  together  to  find  new  ways  of  getting  things  done.  Better  and  faster. 

This  flexible  attitude  pervades  the  ecosystem.  Nowhere  else  will  you  find  such  close,  frequently 
nformal,  links  between  enterprise,  education  and  research  facilities  and  a  pro-business  Government.  Connected 
iy  a  dynamic  information  infrastructure.  In  Ireland,  everything  works  together. 

With  its  innate  knowledge  and  flexibility,  the  Irish  mind  can  be  the  pathway  to  profit  for  your  business, 
o  learn  more,  contact  the  Irish  Government's  inward  investment  agency,  IDA  Ireland,  345  Park  Avenue, 
Jew  York  on  212  750  4300,  e-mail  idaireland@ida.ie  or  log  on  to  www.idaireland.com 


A  IDA 

IRELAND 


Billionaires 


ASTA-PAHTFTf! 


India  is  now  the  Asia-Pacific  nation  with  the  most  ten-figure  fortunes,  resoundingly  ending  Japan's  two-decade  reign  in  the  top  spot. 
It  has  36  billionaires,  including  14  newcomers,  worth  $191  billion.  That's  one-fifth  of  the  region's  160  billionaires  and  one-third  of  the 
region's  total  wealth  of  $552  billion.  Japan,  in  contrast,- has  24  billionaires,  down  from  27  last  year.  China  is  another  rising  star, 
welcoming  1 3  new  faces,  including  a  dumpling  maker,  two  self-made  women  and  three  real  estate  tycoons.  Together  India  and  China 
account  for  half  of  the  region's  54  newcomers.  The  rest  hail  from  eight  other  nations,  including  Australia,  Kazakhstan  and  South  Korea. 
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Name  Country 

NET  WORTH 

(Sbil)  Source 

AGE 

1 

Name  Country 

NET  WORTH 

(SBIL)  Source 

AGE 

5 

Lakshmi  Mittal  India 

32.0  steel 

56 

▲ 

31 

R,  T  &  W  Kwok  Hong  Kong 

15.0  real  estate 

▲ 

9 

Li  Ka-shing  Hong  Kong 

23.0  diversified 

78 

A 

62 

Kushal  Pal  Singh  India 

10.0  real  estate 

75 

▲ 

14 

Mukesh  Ambani  India 

20.1  petrochemicals 

49 

/ 

69 

Sunil  Mittal  &  family  India 

9.5  telecom 

49 

A 

18 

Anil  Ambani  India 

18.2  diversified 

47 

/ 

86 

Kumar  Birla  India 

8.0  commodities 

39 

A 

21 

Azim  Premji  India 

17.1  software 

61 

▲ 

86 

Shashi  &  Ravi  Ruia  India 

8.0  diversified 

63,  57 

A 

22 

Lee  Shau  Kee  Hong  Kong 

17.0  real  estate 

79 

A 

104  Stanley  Ho  Hong  Kong 

7.0  gaining 

85 

A 

New  * 
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WE  HELP  YOU  PUT  THE  PEDAL  TO  THE  METAL.  Outsourcing  production  maintenance  with 
Advanced  Technology  Services  (ATS)  can  increase  your  asset  performance,  fast.  In  fact,  we  have 
improved  the  productivity  of  some  of  the  world's  most  respected  companies  by  up  to  30  percent. 
And  in  a  recent  survey  of  101  manufacturing  executives,  the  majority  agreed  that  outsourcing 
production  maintenance  offered  the  highest  productivity  gains  compared  to  any  outsourced  factory 
services.  Let  us  help  you  drive  more  productivity  out  of  your  manufacturing  assets.  Call  877.662.401 1 
for  a  free  assessment  today. 


ATS 


Advanced  Technology  Services,  Inc. 

We  Make  Factories  Run  Better. 
www.advancedtech.com 


See  ATS  at  work  in  a  plant  near 
you.  Sign  up  for  the  ATS  plant  tour 
program  and  find  out  how  a  well- 
managed  maintenance  program 
can  increase  your  production. 

877.662.4011 

www.advancedtech.com/tours 


Billionaires 


Asia-Pacific 


NET  WORTH 

wM  Name  Country                         (SBii)  .Source 

AGE 

NET  WORTH 

fm  Name  Country                        (Sbil)  Source 

AGE 

104  Robert  Kuok  Malaysia 

7.0  diversified 

83 

A 

237  Tadashi  Yanai  &  family  Japan 

3.7  retail 

58 

▼ 

104  Tsai  Hong-tu  &  family  Taiwan 

7.0  finance 

54 

* 

249  Hui  Wing  Mau  1  long  Kong 

3.5  real  estate 

56 

A 

113  Cheng  Yu-tung  I  long  Kong 

6.5  real  estate 

81 

A 

264  Charoen  Sirivadhanabhakdi  Thailand  3.4  alcohol 

62 

▲ 

114  Ramesh  Chandra  hull. i 

6.4  real  estate 

67 

★ 

279  Dilip  Shanghvi  India 

3.1  pharmaceuticals 

51 

A 

118  Ng  Teng  Fong  Singapore 

6.1  real  estate 

•  78 

A 

micnaei  ring  iiong  i\ong 

3.1  fcsprit 

57 

119  Ananda  Krishnan  Malaysia 

6.0  diversified 

68 

A 

Z/7  v.naieo  Toovionya  i  nananu 

3.  1     l)»A  Hull 
3. 1    At  a  null 

75 

129  Masayoshi  Son  lap. in 

5.8  Softbank 

49 

A 

*)Q7     ln#4n  l^inl  I,!,, 

coi  inuu  jam  inula 

3.0  media 

70 

▲ 

132  Akira  Mori  &  family  Japan 

5.7  real  estate 

69 

A 

287  Cyrus  Poonawalla  India 

3  f\         .*..!  .»-l. 

3.u  owtecn 

65 

★ 

137  Pallonji  Mistry  India 

5.6  construction 

77 

A 

zo/  len  nong  riow  Malaysia 

3.0  banking 

77 

A 

142  Terry  Gou  Taiwan 

5.5  technology 

56 

A 

Zo/  isai  wan- 1  sai  «  ramiiy  laiwan 

3.0  banking 

77 

▼ 

142  Vladimir  Kim  Kazakhstan 

5.5  mining 

46 

A 

zo/  rcier  woo  «  Tomiiy  nong  Kong 

3.0  real  estate 

61 

A 

142  James  Packer  Australia 

5.5  media 

39 

A 

314  Lee  Kun-Hee  &  family  South  Korea 

2.9  Samsung 

65 

▼ 

1 52  Michael  Kadoorie  &  fam  Hong  Kong  5.3  diversified 

66 

A 

3  i**  nirosni  iviiKiiani  japan 

2.9  e- commerce 

42 

▼ 

157  YC  Wang  &  family  Taiwan 

5.1  chemicals 

90 

T 

314  Quek  Leng  Chan  .Malaysia 

2.9  banking 

66 

A 

167  Nobutada  Saji  &  family  Japan 

4.7  beverages 

61 

— 

~1  ~)  3     T^l/nmittn  T^I/lTlLl  l-.r\i« 

IdKtflTtllSU  IdKIZdKI  japan 

2.8  sensors 

61 

▼ 

167  Wee  Cho  Yaw  Singapore 

4.7  banking 

78 

A 

336  Graeme  Hart  New  Zealand 

2.7  investments 

51 

A 

1 72  Frank  Lowy  &  family  Australia 

4.6  malls 

76 

A 

3  A  Q     f~  1. 1 .  n  Pin  Uun  •  I ..... .  1 

3*13  Lnen  uin  nwa  r  long  Kong 

2.6  reti/  estate 

84 



188  Kunio  Busujima  &  family  lapan 

4.4  gaming 

81 

T 

^AQ    M^c^Acki  l+n  I  ....... 

iviasaiosni  no  japan 

z.d  retail 

82 

▼ 

194  Kwek  Leng  Beng  &  family  Singapore  4.3  hotels 

66 

A 

349  Lee  Shin  Cheng  Malaysia 

2.6  agriculture 

67 

A 

194  Hiroko  Takei  &  family  Japan 

4.3  credit 

★ 

349  Lui  Che  Woo  Hong  Kong 

2.6  construction,  gaming 

77 

A 

204  Lim  Goh  Tong  &  family  Malaysia 

4.2  gaming 

89 

A 

349  Kalanithi  Maran  India 

2.6  mec/m 

41 

* 

204  Ronald  McAulay  Hong  Kong 

4.2  diversified 

70 

349  Grandhi  Rao  India 

2.6  infrastructure 

57 

★ 

204  Nina  Wang  Hong  Kong 

4.2  real  estate 

— 

349  Henry  Sy  Philippines 

2.6  mfl//s 

82 

A 

210  Adi  Godrej  &  family  India 

4.1  diversified 

64 

A 

349  J  Zobel  de  Ayala  &  fam  Philippines 

2.6  diversified 

72 

A 

214  Shiv  Nadar  India 

4.0  infotech 

61 

369  Richard  Pratt  Australia 

2.5  packaging 

72 

A 

226  Hiroshi  Yamauchi  Japan 

3.9  Nintendo 

79 

A 

390  Dhanin  Chearavanont  &  fam  Thailand  2.4  agriculture 

67 

230  Anil  Agarwal  India 

3.8  mining,  metals 

53 

A 

390  Yan  Cheung  China 

2.4  /wper  manufacturing 

49 

* 

230  Eitaro  Itoyama  Japan 

3.8  golf  courses 

64 

T. 

390  William  Fung  Hong  Kong 

2.4  distribution 

59 

A 

The  Ruia! 


Meet  the  billionaire  brothers 
behind  India's  biggest  takeover. 

HONG  KONG  BILLIONAIRE  LI  KA-SHING'S  HUTCHISON 
Telecom,  in  India  since  1992,  decided  in  2000 
to  partner  with  Essar  Group's  Shashi  and  Ravi 
Ruia,  ambitious  brothers  who  had  turned  a  small 
family  construction  business  into  a  conglomer- 
ate with  interests  in  shipping,  steel,  oil  and  gas. 
Shrewdly  betting  on  telecom,  they  got  in  early 
after  the  sector  opened  to  private  companies 
in  the  1990s.  But  when  Li  came  calling,  the  Ruias 
were  down  on  their  luck.  Badly  overstretched, 
their  Essar  Steel  had  earned  a  dubious  distinc- 
tion as  the  first  Indian  company  to  default  on 
an  international  debt;  it  had  failed  to  repay  float- 
ing-rate notes  of  $250  million. 

The  Ruias  were  glad  to  let  Hutchison  run 
the  show  at  their  telecom  joint  venture,  Hutchi- 
son Essar,  in  which  they  had  a  33%  stake,  so 
they  could  focus  on  their  other  businesses.  But 
only  to  a  point.  They  got  mad  when  Li  sold  a 
minority  stake  in  Hutchison  Telecom,  the  67% 
shareholder  in  Hutchison  Essar,  to  Egyptian  tele- 


Ravi  Ruia  (left)  with  his  new  partner,  Vodaf one 
Arun  Sarin  (center),  and  nephew  Prashant. 

com  company  Orascom  (controlled  by  Egyptian 
billionaire  Naguib  Sawiris).  The  Ruias  saw  this 
as  Orascom's  backdoor  entry.  "In  a  six-year  mar- 
riage there  are  bound  to  be  some  arguments," 
admits  Shashi  Ruia  s  son,  Prashant,  who  sits  on 
Hutchison  Essar's  board. 

Then  in  December  Li  decided  to  cash  out  of 
Hutchison  Essar,  kicking  off  a  bidding  war.  The 
Ruia  brothers,  insisting  they  had  the  first  right 
to  buy  Hutchison  Telecom's  stake — a  claim  it  dis- 
putes— were  pitted  against  much  better  known 
foes,  Vodafone  and  Reliance  Communications, 


Chief 


which  is  controlled  by  Indian  billion- 
aire Anil  Ambani. 

The  Ruias  lost  but  also  won.  In 
February  Vodafone  clinched  the  deal, 
India's  biggest  corporate  takeover 
ever.  It  valued  Hutchison  Essar,  India's 
third-biggest  mobile  operator,  at  $19 
billion.  The  brothers'  combined  fortune 
is  now  $8  billion,  up  from  $2.8  billion 
a  year  ago.  Essar,  which  derives  its 
name  from  the  brothers'  first  initials, 
is  hoping  for  a  bigger  payoff.  Turning 
down  Vodafone's  offer  to  buy  their 
stake,  the  Ruias  are  negotiating  the 
fine  print  on  a  shareholders'  agreement  with 
their  new  partner. 

Exffect  to  hear  more  about  these  shrewd  but 
superstitious  brothers  (they  consider  1 3  to  be 
their  lucky  number  and  won't  fly  together).  Essar 
commissioned  its  first  oil  refinery  in  December 
and  is  quickly  expanding  its  other  businesses.  In 
the  past  two  years  the  Ruias  have  increased  their 
holdings  in  their  three  listed  companies.  They 
then  plan  to  consolidate  their  empire  into  the 
Cayman  Islands-registered  Essar  Global. 

— Naazneen  Karmali 


Down  ▼        Same  —        Returnee  -s        Split  fortune  / 
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erever  in  the  world  you  co 
the  up 


rhanks  to  Michigan,  Gentex  Corporation 
ooks  at  the  competition  in  the  rearview  mirror. 


1  !■! 


- — ~c  . 


Gentex  invented  the  auto-dimming  mirror 
and  today  their  technology  is  available 
through  virtually  every  automaker  in  the 
world.  And  soon,  you'll  find  Gentex's 
dimmable  windows  aboard  new  Boeing 
787  Dreamliners.  It  has  been  quite  a 
success  story. 

Chairman  and  CEO  Fred  Bauer  knows 
Gentexfcs  growth  wouldn't  have  been 
possible  without  the  help  of  the  Michigan 
Economic  Development  Corporation. 
In  addition  to  providing  major  funding, 
the  MEDC  helped  expedite  a  complicated 
building  expansion  that  makes  room 
for  625  new  jobs  over  the  next  five  years. 
Plus,  Michigan  keeps  Gentex  close  to 
many  of  their  core  customers  and  the 
location  helps  attract  and  retain  a  highly 
technical  workforce. 

High-tech  businesses  that  come  to 
Michigan  get  the  competitive  advantage. 
Yours  is  no  exception.  Here,  you  could 
have  access  to  the  $2  billion  21st  Century 
Jobs  Fund,  world-renowned  research 
universities  and  centrally  located 
technology  clusters.  Wherever  in  the 
world  you  compete,  Michigan  can 
give  you  the  upper  hand.  Let  us  show 
you  how.  Click  on  michigan.org/biz. 


MICHIGAN 

ECONOMIC  DEVELOPMENT  CORPORATION 

THE  UPPER  HAND 

michigan.org/biz 
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NET  WORTH 

mm  Name  Country  (SBii.) 

Source 

AGE 

390  Savitri  Jindal  &  family  India 

2.4 

steel 

57 

★ 

390  Tulsi  Tanti  India 

2.4 

wind  energy 

49 

A 

407  Subhasli  Chandra  India 

2.3 

media 

56 

A 

407  Yoshitaka  Fukuda  Japan 

2.3 

credit 

59 

▼ 

407  Lucio  Tan  Philippines 

2.3 

diversified 

•  72 

A 

407  Harry  Triguboff  Australia 

2.3 

real  estate 

74 

A 

407  Wong  Kwong  Yu  China 

2.3 

retailing 

37 

A 

432  Chung  Mong-Koo  South  Korea 

2.2 

Hyundai 

69 

T 

432  Uday  Kotak  India 

2.2 

banking 

48 

A 

432  Kazuo  Okada  &  family  Japan 

2.2 

gaming 

64 

A 

432  Shi  Zhengrong  Australia 

2.2 

solar  energy 

44 



432  Larry  Yung  China 

2.2 

diversified 

65 

A 

458  Fukuzo  Iwasaki  lapan 

2.1 

real  estate 

82 

▼ 

458  Baba  Kalyani  India 

2.1 

engineering 

58 

A 

458  Timur  Kulibaev  Kazakhstan 

2.1 

banking 

40 

* 

458  Dinara  Kulibaeva  Kazakhstan 

2.1 

banking 

39 

★ 

458  Barry  Lam  Taiwan 

2.1 

laptops 

57 

A 

458  Joseph  Lau  Hong  Kong 

2.1 

real  estate 

55 

A 

458  Li  Sze  Lim  Hong  Kong 

2.1 

real  estate 

50 

* 

458  Zhang  Li  China 

2.1 

real  estate 

53 

★ 

488  Christopher  Chandler  New  Zealand 

2.0 

investments 

47 

/ 

488  Richard  Chandler  New  Zealand 

2.0 

investments 

48 

/ 

488  Vincent  Lo  Hong  Kong 

2.0 

real  estate 

58 

A 

488  Malvinder  &  Shivinder  Singh  India 

2.0 

pharmaceuticals      34,  31 

★ 

488  Zhang  Jindong  China 

2.0 

appliances 

44 

538  Rachman  Halim  &  family  Indonesia 

1.9 

tobacco 

59 

— 

538  Alijan  Ibragimov  Kazakhstan 

1.9 

mining,  mctah 

53 

▼ 

557  John  Gandel  Australia 

1.8 

real  estate 

72 

A 

557  Lee  Myung-Hee  South  Korea 

1.8 

retail 

63 

A 

557  NR  Narayana  Murthy  India 

1.8 

software 

60 

A 

557  Stanley  Perron  Australia 

1.8 

property,  cars 

84 

* 

557  Shin  Dong-Bin  South  Korea 

1.8 

retail,  food 

52 

* 

583  Chu  Mang  Yee  China 

1.7 

real  estate 

48 

A 

583  Lee  Jay-Yong  South  Korea 

1.7 

Samsung 

38 

★ 

583  Patrick  Lee  Hong  Kong 

1.7 

packaging 

★ 

583  Shin  Dong-Joo  South  Korea 

1.7 

retail,  food 

53 

★ 

583  Yeoh  Tiong  Lay  &  family  Malaysia 

1.7 

construction 

77 

A 

583  Zhong  Shen  Jian  Singapore 

1.7 

real  estate 

48 

★ 

618  Venugopal  Dhoot  India 

1.6 

electronics 

55 

★ 

618  Anurag  Dikshit  India 

1.6 

online  gambling 

35 

T 

618  Tetsuro  Funai  Japan 

1.6 

VCRs 

80 

▼ 

618  Yasumitsu  Shigeta  Japan 

1.6 

telecom 

42 

▼ 

618  Zhang  Cheng  Fei  China 

1.6 

paper  manufacturing 

39 

* 

664  Jaiprakash  Gaur  India 

1.5 

diversified 

76 

★ 

664  Guo  Guangchang  China 

1.5 

diversified 

40 

A 

664  R  Budi  Hartono  &  family  Indonesia 

1.5 

tobacco 

66 

▼ 

664  Douglas  Hsu  Taiwan 

1.5 

diversified 

65 

*> 

664  Liu  Yongxing  China 

1.5 

agriculture,  aluminum 

58 

A 

664  Vijay  Mallya  India 

1.5 

liquor 

51 

A 

664  Hajime  Satomi  Japan 

1.5 

gaming 

65 

A 
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NET  WORTH 

Km  Name  <  :<>untr)  (SBIL) 

Source 

AGE 

— i 

664  Nurzhan  Subkhanberdin  Kazakhstan  1.5 

banking 

41 

* 

"717    R  >  ;f\ \r\~\  i   I  f  n  n  l  ■     ,i  ,  , 

/I/   nyuiim  jiiiiidi  i .  1 1  ■ .  i  i 

1.4 

credit 

80 

▼ 

/  1/    jiiiytiiuuu  ivdydiiiui  i  jdL'dii 

1.4 

motors 

53 

★ 

717   V/ilrac  Dhprni  lM,|,  , 
/  1/     VIKab  UUclUI  lllUld 

1.4 

real  estate 

36 

★ 

717    KorfU       ft  If  PC  Ancfralici 

/   1/      fxtriiy                         ,  \  U  ■■  1  1  .  1  !  :  . , 

1.4 

media,  Caterpillar 

65 

A 

~7^\A   CvfoH  Mnbhtar  AIRiil/haru  \  |  .1  n  ,i  , 

/  JH    jycU  IVIUKIIldl  MIDUftllaiy  IvldldyMd 

1.3 

diversified 

55 

★ 

/  j*+    ruiiy  i\cu  V.HCJ  .luum  i\uiLd 

1.3 

mining 

50 

* 

~7^A   CY\i\  1  am  Vin  f^hina 

/  JH     V-IIU  Ldlll  I  III  1  llllld 

1.3  flavorings 

37 

★ 

7RA   f~hnnri  Mnnn-lnnn  ^nnrk  U  ,  1 1 , ■  , 

1.3 

zniyl'UIUtlflg 

55 

★ 

~7*\A   AnHrouu  Frtirpct  Australia 
/  J4    MIIUJIGW  rullOl  AUaLIdlld 

1.3 

mining,  metals 

45 

★ 

7  ^A    ^fti/"hirn  Pi  ikl  if  alio  latrin 
/  J4     JUKIIIIU  rUKUldKC  JdUdll 

1.3 

LUUL  HI  lUfl 

61 

A 

/  J4    IMdlcMl  UUycii  lllUld 

aviation 

57 

▼ 

7^zl    Rirharri  1  i  Mnnn  Krtnt* 
/  J4   rviLiiaiu  li  ruMij^  r\ong 

1.3 

telecom 

40 

A 

NanHan  Milol/^ini  h    i-  ■ 
/  JH    IvdIIUdll  Wllclvdlll  lllUld 

1.3 

software 

51 

* 

/  J4    All  Jldylll  1    '  I  !  i  .,1 

1.3 

real  estate 

49 

★ 

7QQ   ^on^n^thu  finn^lAiVrichn^n  In,  li  i 
/  77    JfcrllaJJdlliy  VJUpam Kl  til (1  Idll  II1UM 

1.2 

software 

51 

★ 

1 77   UcldlU  ndi  Vcy  /VUSlidlld 

1.2 

retail 

67 

★ 

7QQ   Or  Wai  ^hpiin  Hnna  k'nno 

1.2 

real  estate 

55 

★ 

799  Toichi  Takcndkd  Japan 

1.2 

construction 

64 

RAf)  Rahul  Raiai  InHis 
o*tu   ndiiui  Ddjdj  iiiuid 

1.1 

auto 

68 

★ 

1.1 

auto 

61 

★ 

RAO   f"hnnn  Vn ntt-  1  i  n  ^.uiili  k  .  w  ,  > 
ohw  utility  tuny  jiii  ouut.ii  iMJicd 

1.1 

retail 

38 

* 

RAO  William  Hinn  {  hm  i 
ohu   Vviiiidiii  L/niy  v  1 1 1 1 ui 

1.1 

Internet 

36 

▼ 

Q/lf|    (J  n  n  rhnnn  -  \A/r»  n  5L  familv/  Iman 

OHU  ndii  v-itduy  vvuu  cv  idinny  japdii 

1.1 

gaming 

76 

— 

RAC\    PraHoon  lain  1  n<  1 1  . 
04U   riatlccp  Jdlll  lllUld 

1.1 

real  estate 

41 

★ 

RACi   1  in  Ynnnhan  Phins 

OH\J    LIU  TUIiyildU  ^vllllld 

1.1 

agriculture,  investments  55 

A 

RAf\    1  n  fiiianniii  ('■,,. 

OHU     LU  VJUdliyiU  LllUld 

1.1 

auto  parts 

62 

★ 

RAO    kpchnh  MahinHra  InHi-i 

04U     IVcMlUU  IVIdlllllUld  lllUld 

1.1 

diversified 

83 

★ 

OHU   juii  rvyuMy  Ddc  oulilii  jxurcd 

1.1 

cosmetics 

44 

* 

RAH   Tirt n n  Uiouif  Winn 

o*tu    i  iuiiy  nicw  i\my  Aidid\Ma 

1.1 

timber 

71 

A 

Q/1 A    T^rlaliirrt  VrtchiHa  ft.  fsmilw  I  ir-»i n 

ohu   idiidiiiiu  TUbiiiud  ot  idinny  idpan 

1.1 

zippers 

60 

▼ 

04U  i.uiiy  v^inyiiuu  v  iiiiid 

1.1 

beverages 

61 

★ 

RQ1    fhon  Fachn  i  lum 

1.0 

mining 

47 

★ 

07  i   ridiiLia  \-iioi  nuny  jxoiiu 

1.0 

real  estate,  toys 

59 

★ 

o7  i   Driiic  uuruon  Ausirdiia 

1.0 

media 

78 

★ 

RQ1   1  i  \A/pi  (mil 

0_7  1     LI  VVCl  l-    illl  I,1 

1.0 

dumplings 

38 

★ 

RQ1    I  iann  Wonnon  i  . 
07  1     Lldliy  VVtrliytrll  •  MIIK1 

1.0 

machinery 

50 

★ 

891  Kenshin  Oshima  Japan 

1.0  finance 

59 

▼ 

891  Gina  Rinehart  Australia 

1.0 

mining 

53 

★ 

891  Song  Weiping  China 

1.0 

real  estate 

48 

★ 

891  Tsai  Eng  Meng  Taiwan 

1.0  food 

50 

★ 

891  Gary  Wang  Taiwan 

1.0 

media 

52 

★ 

'In  November  2006,  following  publication  of  FORBES  ASIA'S  list  of  the  40  Richest  Indians,  Indu 
Jain  filed  an  action  in  New  Delhi  against  FORBES  and  FORBES  ASIA  for  publishing  her  name 
on  our  lists,  on  privacy  grounds.  Her  lawyers  claimed  in  court  papers  that  she  "is  not  even  a 
shareholder  of  Bennett  Coleman  &  Co.,  Ltd.,"  despite  the  fact  that  she  is  chairman  of  the  media 
company.  Prior  to  publication  of  our  December  2005  India  list  and  2006  billionaires  list  Ben- 
nett Coleman  representatives  wrote  FORBES  in  an  e-mail:  "However,  if  you  still  go  ahead  and 
publish  your  findings  in  recognition  of  your  lawful  right  to  write  on  us,  you  should  list  only 
the  name  of  Mrs.  Indu  Jain.  Names  of  junior  members  of  the  family  should  not  be  listed  as 
owners/co-owners."  A  prospectus  issued  in  November  2005  identifies  the  sons  as  sharehold- 
ers, along  with  others,  consisting  largely  of  holding  companies.  Her  lawyers  also  offered  orally 
in  court  that  Bennett  Coleman  was  worth  much  more  than  our  estimate.  Case  is  pending. 
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A 


Harvard  mathematician  Shing-Tung  Yau  says  China  trails  the  pack  in  his 
field.  He's  tapping  money  and  power  to  change  that.  By  Megha  Bahree 


AMERICANS  SUFFER  FROM  AN  INFERIORITY 
complex  when  it  comes  to  math.  They  see  Chinas 
students  scoring  higher  in  international  compar- 
isons and  Chinese  professors  populating  the  math 
faculties  at  the  best  U.S.  universities.  But  Shing- 
Tung  Yau,  a  Chinese-born  Harvard  mathematician,  doesn't  see 
it  that  way.  At  the  highest  levels,  he  says,  mathematicians  in  China 
are  far  behind  their  Western  counterparts:  "Most  Chinese  still 
use  technology  from  America.  I  want  them  to  create  their  own 
research  so  they  don't  rely  on  others  and  don't  copy" 


A  dozen  years  ago  Yau  set  out  to  make  that  happen.  He's 
been  building  three  advanced  math  institutes — in  Hong  Kong, 
Beijing  and  Hangzhou,  100  miles  southwest  of  Shanghai — and 
conducting  a  relentless  courtship  of  wealthy  moguls.  Thanks  to 
millions  chipped  in  by  Li  Ka-shing  (No.  9  on  the  billionaires 
list),  Robert  Kuok  (No.  104),  brothers  Ronnie  and  Gerald  Chan 
and  others,  Yau's  institutes  have  trained  hundreds  of  postgrad- 
uates. Many  are  going  on  to  teach  in  Chinese  universities,  slow- 
ing the  brain  drain  that  has  long  had  China  sending  its  smartest 
students  abroad,  never  to  return.  "I  hope  these  students  will  have 
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He's  got  your  laugh.  And  your  love  of  ice  cream.  So  why  not  make  sure  he  gets  everything  else  you  want  him  to  have? 
With  more  than  100  years  of  experience  in  the  personal  trust  business,  Northern  Trust  offers  a  breadth  and  depth  of 
knowledge  few  can  match.  You'll  find  our  expertise  second  to  none  when  it  comes  to  philanthropy,  asset  management 
and  sophisticated  wealth  transfer  strategies.  It's  your  legacy,  and  whether  it  lives  on  through  your  family,  community  or  favorite 
cause,  Northern  Trust  will  work  as  hard  to  preserve  it  as  you  did  to  create  it.  For  more  information,  call  800-468-2352 
or  visit  northerntrust.com. 
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Billionaires  Philanthropy  I  Asia 


an  influence  on  the  future  of  China,"  he  says.  "For  China  to 
become  a  si  ><  iety  built  on  technology,  it  needs  a  solid  background, 
and  math  is  the  basic  language  for  that.  Physics,  software, 
engineering,  banking,  insurance— all  depend  on  math  research." 

The  How  of  funds  has  helped  Yau  persuade  Chinese  math 
minds  from  around  the  world  to  sign  on  as  associates  of  his 
institutes.  But  .1  big  attraction  is  the  57-year-old  Yau  himself:  I  le's 
the  leading  ( Ihinese  mathematician  and  ranks  among  the  top  ten 
in  the  world,  says  Phillip  (iriffiths,  a  math  professor  and  a  for- 
me] presidenl  oi  the  Institute  for  Advanced  Study  in  Princeton. 
Van  has  been  a  professor  at  Harvard  for  20  years,  specializing  in 
geometry,  differential  equations  and  mathematical  physics.  A  U.S. 
citizen,  he  won  the  fields  Medal  (the  equivalent  in  mathematics 
of  a  Nobel  Prize)  in  1982,  a  MacArthur  "genius  grant"  in  1985 
and  the  President's  National  Medal  of  Science  in  1997.  "Yau  is  like 
God  in  (  Inn. 1,"  says  lony  ( !han,  the  assistant  director  fo]  math 
ematicsand  physii  al  si  iences  .it  the  National  St  ience  foundation 
outside  Washington,  DC  and  a  visiting  professor  at  the  Hong 
Kong  institute.  "1  le  goes  to  China  and  he  can  see  the  premier.  In 
the  I  >.S.  even  the  director  ol  the  NSI:  cannot  see  President  bush." 

but  in  the  past  year  Yau  has  gotten  into  two  very  public  spats. 
( )ne  was  with  Beijing  University,  which  he  accused  of  corrup- 
tion. The  other  was  with  the  New  Yorker,  which  in  August 
portrayed  him  as  trying  to  steal  credit  for  proving  the  Poincare 
conjecture,  a  103  yesi  old  problem  that  was  the  holy  grail  ol  topol- 
ogy. The  theorem  concerns  a  three  dimensional  space  with  no 
boundaries.  It  says  that  il  in  this  space  any  closed-curve  object, 
such  as  .1  1  ubber  band,  can  be  shrunk  to  a  point,  then  the  space 
is  topologically  equivalent  to  a  sphere.  Yau  says  the  magazine's 
charge  is  completely  false;  other  news  outlets  looking  into  the 
issue  found  evidence  to  back  him  up. 

( )C(  upying  three  floors  of  the  simply  named  Academic 
Building  No.  1  of  the  Chinese  University  ol  Hong  Kong  in  the 
New  Ten  itories,  the  Institute  ol  Mathematical  Sciences  started 
slowly.  "In  I  long  Kong  most  rich  men  (who  give  to  schools] 
want  a  building  named  after  them,"  says  Yau.  "But  we  didn't 
even  hav  e  a  building." 

An  undergraduate  at  1  larvard  led  Yau  to  his  first  big  donor, 
one  who  didn't  ask  for  naming  rights  and  turned  down  an  hon- 
orary degree,  Thai  donor  was  the  student's  father,  Malaysian 
tycoon  (but  1  long  Kong  resident)  Kuok.  I  le  gave  $(->  million  that 
started  an  endowment  and  attracted  the  institute's  first  full  lime 
faculty  member  in  1998,  a  professor  from  New  York  University. 
Then  Kuok  introduced  Yau  to  his  friend,  Asia's  richest  resident, 
1  1  Ka  shins-,,  who  donated  $1.3  million.  Ronnie  ( !han,  a  I  long  Kong 
real  estate  magnate  who  had  known  Yau  since  the  professors  days 
teaching  at  Stanford  University  in  the  1970s,  introduced  him  to 
his  uncle,  Thomas  Chen,  who  dished  out  another  $1.3  million. 

A  $2  million  check  came  from  William  Mong,  owner  of  Shun 
Hing  Electronic  Holdings  in  Hong  Kong,  a  Panasonic  distribu- 
tor since  the  1950s.  The  Japanese  brand's  technology  "made  me 
wish  we  had  more  capable  engineers  in  Hong  Kong  and  China, 
and  that's  my  aim  now"  The  money  helped  endow  a  chair  and 
hire  another  permanent  faculty  member.  Today  the  institute  gets 


100  applicants  from  China  and  elsewhere  in  Asia  for  each  class 
of  20  in  its  five-year  master  sand- Ph.D.  program.  The  program 
includes  such  novel  topics  as  betting  on  horse  races,  creating 
3-D  images  of  people  and  predicting  the  weather. 

For  Yau's  Morningside  Center  in  Beijing,  he  got  help  from 
the  ( Ihinese  government  and  the  ( han  brothers.  The  government 
donated  a  plot,  and  the  brothers  put  up  the  money  for  the  build- 
ing that  the  center  shares  with  the  Chinese  Academy  of  Sciences. 
It  trains  250  researchers  a  year  in  six-month  sessions.  Now,  in  a 
bid  to  take  on  research  institutes  abroad,  it  offers  an  award  that 
it  hopes  will  someday  rival  the  f  ields  Medal. 

Yao  is  one  of  eight  children.  His  family  lied  across  the  bor- 
der to  Hong  Kong  after  the  Communists  took  control  of  China 
in  1949.  Crowing  up  without  electricity  and  running  water  in  a 
village  near  Chinese  University—where  his  father  was  a  profes- 
sor— he  was  more  interested  in  skipping  school  than  in  learning 
arithmetic.  But  when  he  was  14  his  father  died  and  he  became 
serious  about  his  studies.  He  enrolled  at  Chinese  University  and 
in  1969  moved  on  to  graduate  school  at  UC,  Berkeley.  In  1971, 
at  just  22,  Yau  earned  his  Ph.D. 

Next  to  his  math  talent,  the  most  remarkable  thing  about  Yau 
is  his  ability  to  collect  money.  "Yau  knows  how  to  sell,"  says  Peter 
Li,  a  math  professor  at  UC,  Irvine.  "He  is  relentless  in  his  pursuit, 
like  a  car  salesman."  Yau  says  he  is  very  practical  about  it,  although 
his  friends  say  a  better  term  is  "too  direct." 

"Normally  you  have  to  go  to  ten  dinners  with  these  rich  peo- 
ple before  you  can  ask  about  a  donation,"  says  Yau.  "But  I  don't 
have  that  kind  of  time,  so  I  ask  after  the  first  dinner."  He  tells 
potential  donors:  "Money  is  nothing.  It's  all  about  your  legacy." 
Over  breakfast  at  a  Howard  Johnson  motel  he  once  persuaded 
a  Chinese  engineer  living  in  New  Jersey  to  donate  $2  million  to 
his  Center  of  Mathematical  Science  in  Hangzhou. 

And  maybe  it's  this  bluntness  that  got  him  into  trouble  with 
Beijing  University — which  he  accused  of  inflating  the  value  of  its 
research — and  the  New  Yorker.  "He's  a  very  forceful  personality, 
and  in  academia  they  may  not  be  used  to  a  bulldozer  of  a  guy," 
says  a  friend  of  Yau's.  The  magazine  alleged  that  Yau  was  taking 
credit  for  solving  the  Poincare  conjecture  away  from  a  Russian 
mathematician,  ( irigory  Perelman.  Yau  demanded  an  apology,  but 
the  magazine  issued  a  statement  sav  ing  it  stood  by  its  story.  "That 
article  was  a  misunderstanding  of  the  culture  of  mathematics  and 
a  misunderstanding  of  Chinese  culture,"  he  says.  Perelman  had 
posted  the  answer  online,  but  he  didn't  fully  show  how  he  solved 
it.  That  set  off  several  teams  in  a  race  to  recreate  Perelman's 
discovery  and  fill  in  the  details.  Two  of  Yau's  students,  spurred 
by  Yau,  won  this  race  in  2006. 

Yau  is  an  impatient  man.  Sitting  in  his  office  in  1  larvard  Square, 
he  answers  e-mails  while  chatting  with  a  visitor.  "There  is  a  tear 
in  the  news  media  that  China  is  rising,"  he  says.  "But  it's  better  to 
create  understanding  between  cultures,  and  math  is  a  common 
language  lor  that."  1  lis  vision,  he  says,  is  to  make  his  Hong  Kong 
institute  his  only  one  that  awards  doctorates — the  Harvard  of 
1  long  Kong.  "It  took  1  larvard  a  few  hundred  years  to  be  built. 
1  lopcfully,  it  won't  take  us  .is  much  tune."  F 
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dent  in  spring  and  subsequent  general 
elections  in  the  fall  will  set  the  course  of 
Turkish  politics  for  the  next  decade," 
says  Carlos  Pascual,  director  of  Foreign 
Policy  Studies  at  the  Brookings 
Institution,  an  independent  think  tank 
based  in  Washington,  D.C. 

Whatever  shape  the  administration 
takes  after  the  elections,  it  must  try  to 
resolve  what  is  perhaps  Turkey's  biggest 
international  concern:  EU  membership. 
During  his  visit  to  Ankara  last  December, 
U.K.  Prime  Minister  Tony  Blair  stressed, 
yet  again,  that  "Turkey  is  strategically 
placed  to  ensure  peace  in  the  Middle  East 
and  it  will  prove  to  be  a  valuable  partner 
for  Europe."  For  the  time  being,  however, 
the  negotiations  seem  to  have  reached  a 
stalemate  over  Cyprus  -  the  EU  insists 
that  Turkey  open  its  ports  to  Greek- 
Cypriot  ships  and  aircraft,  but  Turkey 
refuses  to  do  so  while  the  embargo  on 
Turkish-occupied  territory  remains  in 
effect.  In  truth,  Cyprus  is  just  one  item  in 
a  long  list  of  demands  that  Turkey  feels 
Europe  has  done  little  to  address.  Turkey 
first  applied  for  membership  in  what  was 
then  the  EEC  in  1959,  and  since  then  it 


has  watched  as  21  countries  have  joined 
the  club  while  its  own  application 
seemed  to  be  held  at  arm's  length. 

Clearly  Turkey  is  a  special  case.  By 
2015  its  population  will  overtake 
Germany's,  giving  it  more  representatives 
in  the  European  parliament  than  any  of 
the  existing  members.  Also,  Turkey  is 
poor  by  European  standards,  and  the 
richer  EU  members  fear  a  massive 
influx  of  young  Turks  looking  for  job 
opportunities. 

"The  European  Union  is  just  playing 
with  us  to  keep  us  warm,"  a  taxi  driver 
in  Istanbul  remarked  recently,  reflecting 
popular  opinion.  Polls  indicate  that  pub- 
lic desire  for  EU  membership  has 
dropped  from  over  80%  three  years  ago 
to  well  below  40%,  a  sign  that  patience 
among  the  Turks  is  running  out.  Yet 
despite  the  present  impasse,  EU  mem- 
bership seems  inevitable.  "It's  like  bitter 
medicine  that  you  better  drink  now  if 
you  want  to  get  up  in  the  morning," 
says  a  foreign  diplomat. 

Few  countries  are  more  anxious  to  see 
Turkey  join  the  EU  than  the  United  States. 
The  Iraq  Study  Group's  report  has  recom- 


mended the  involvement  of  Iraq's  neigh- 
bors in  stabilizing  the  region.  As  NATO's 
sole  Muslim  member,  Turkey  is  seen  by 
many  as  the  only  country  with  the 
authority  and  the  historical  and  cultural 
links  to  negotiate  effectively  with  both 
Iraq  and  Iran.  While  there  is  resentment 
that  the  U.S.  has  not  sought  to  mitigate 
Turkey's  loss  of  billions  of  dollars  of  trade 
with  Iraq  since  the  first  Gulf  War  by 
rewarding  Turkish  firms  with  a  larger  role 
in  Iraq's  reconstruction,  a  new  spirit  of 
co-operation  seems  to  be  prevailing 
between  the  U.S.  and  Turkey. 

Turks  pride  themselves  on  being  citi- 
zens of  the  most  modern  nation  in  the 
Islamic  world,  and  they  could  certainly 
play  a  vital  role  in  projecting  democratic 
values  in  the  Greater  Middle  East. 
❖  Marco  Venditti 


Project  Managers:  Sabeena  Uttam,  Antoine  Rolin. 
Publisher:  John  Casser,  Managing  Editor:  Beverley  Blythe, 
Writer:  Marco  Venditti,  Art  Director:  Y.  Taravilla-Marin. 
This  special  advertising  feature  was  produced 
by  Insight  Publications,  a  division  of  Impact  Media  Global  Lto 
53  Chandos  Place,  London  WC2N  4HS,  UK. 
Tel:  +44  20  781 2  6400   Fax:  +44  20  781 2  641  3 
150  East  55th  Street,  7th  Floor,  NY,  NY  10022,  USA. 
Tel:  +1  212  751  1900    Fax:  +1  212  751  0088 
www.insight-publications.com 
email:  publisher@msight-publications.com 


energaz 


rue  blue. 


Pf-.raiMMMIHMliraiMi 


Natural  gas  may  have  a  blue  flame,  but  it's 
also  the  'greenest'  of  fuels.  Energaz  is  currently 
the  largest  privately-owned  company  in  natural 
gas  distribution  in  Turkey.  And  as  our  chart 
shows,  our^subscriber  base  continues  to  grow. 

At  Energaz  we  are  aiming  to  become 
the  utility  provider  for  our  region,  and 
that's  a  glowing  prospect  for  everyone. 


the  future  of  gas  distribution  in 
Turkey  has  never  looked  brighter. 
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n  a  country  where  electricity  prices 
are  among  the  highest  in  the 
world  and  where  the  state  often 
ruggles  to  meet  growing  demand, 
e  business  community  eagerly 
vaits  the  privatization  of  Turkey's 
ectricity  network.  However,  the 
>vernment  of  Prime  Minister  Recep 
yyip  Erdogan  seems  prepared  to 
ake  the  nation  wait  a  little  longer 
r  a  liberalization  of  its  energy  mar- 
it,  at  least  until  after  the  elections 
heduled  for  next  November. 
"The  government  doesn't  want  to 
idress  as  vital  an  issue  as  electricity 
ivatization  in  a  rush,"  said  Energy 
inister  Hilmi  Guler  in  January.  His 
atement  casts  a  shadow  over 
irkey's  future  privatization  plans 
id  may  hurt  its  relations  with  the 
ternational  Monetary  Fund,  which 
rongly  backs  the  privatization, 
oreover,  the  delay  could  have  a 
;gative  impact  on  a  country  in 
■gent  need  of  investment  in  elec- 
icity  generation,  as  it  is  predicted 
tat  existing  capacity  will  be  unable 
»  meet  rising  national  demand  from 
)09  onward.  In  fact,  Turkey  may 
>on  experience  blackouts  similar  to 
lose  that  led  to  economic  losses  in 
iveral  Western  countries  in  the  past 
!W  years. 

Political  strategies  aside,  most 
ivestors  agree  that  the  Turkish 
lergy  sector  will  offer  top  growth 
pportunities  within  the  next 
ecade,  especially  in  the  electricity 
id  gas  segments.  The  annual  elec- 
icity-demand  growth  rate  is  pro- 
cted  to  be  8.5%  for  the  decade 
305-2015,  while  natural  gas  con- 
jmption  is  expected  to  increase  to 
D  billion  cubic  meters  (bcm)  during 
le  same  period.  One  of  the  world's 
istest-g rowing  energy  markets, 
jrkey  will  need  approximately  $130 
illion  in  investment  through  2020,  a 
gure  well  above  the  EU  average. 
Energaz,  an  affiliate  of  Global 
vestment  Holdings,  was  one  of  the 
rst  Turkish  companies  to  take 
vantage  of  the  privatization  of  the 
s  network.  "We  decided  to  sell  off 
e  controlling  stake  of  our  broker- 


age and  investment  banking  in  favor 
of  the  energy  sector,  which  is  our 
next  area  of  growth,"  says  group 
chairman  Mehmet  Kutman.  His  expe- 
rience as  an  investment  banker  gives 
him  the  confidence  to  get  involved, 
on  a  project  basis,  in  growth  indus- 
tries such  as  gas  and  electricity  distri- 
bution. The  company  also  plans  to 
enter  the  electricity  and  gas  genera- 
tion markets  in  2007. 

Energaz  built  and  operates  the  sys- 
tem connecting  the  national  gas  grid 
to  end  users  in  nine  regions  of 
Turkey,  mainly  in  central  Anatolia, 
which  accounts  for  6%  to  7%  of  the 
country's  demand.  But  with  Botas, 
the  Turkish  national  pipeline  compa- 
ny, holding  additional  tenders  in 
2007,  the  company  is  looking  to  pen- 
etrate new  regions  and  increase  its 
share  to  10%  of  the  market.  Forty- 
three  area  tenders  have  been  com- 
pleted to  date,  but  the  present  trans- 
mission network  is  still  far  from  cov- 
ering the  country  as  a  whole. 
"Turkey  has  entered  an  era  of  eco- 
nomic growth  in  which  people 
already  perceive  certain  structural 
changes  as  real  accomplishments. 
But  in  reality,  this  is  just  the  begin- 
ning," says  Kutman,  musing  on 
Turkey's  untapped  potential.  Energaz 
is  also  considering  entering  the  elec- 
tricity and  water  distribution  busi- 
nesses in  the  cities  where  it 
already  operates.  "At  the  end 
of  the  road  we  want  to  cre- 
ate a  single  utility  bill  for 
end  consumers,"  he  says. 

The  company  prides  itself 
on  entering  into  partnerships 
with  experts  in  their  respec- 
tive fields.  In  the  energy 
sector  its  technical  partner 
is  STFA,  a  diversified  con- 
struction and  engineering 
company  with  extensive 
experience  both  in  Turkey 
and  abroad.  Energaz  will  Jj 
provide  the  financing 
and  oversee  investor  A 
relations,  while  STFA, 
the  operator,  will  M 
implement  and  man- 
age the  projects  1 
and  liaise  with  con-  M 
sumers,  local 
authorities  and 
the  business 
community. 


However,  Energaz  is  not  alone  in 
the  rush  into  the  energy  market. 
Turkish  companies  such  as  Koc 
Holding  and  Enka  Insaat,  and  inter- 
national giants  like  Germany's  E.ON 
and  Italy's  ENEL,  have  clearly  stated 
their  intentions  of  becoming  major 
players  within  the  next  five  years. 
Another  Turkish  group  increasingly 
active  in  the  energy  sector  is  Eren 
Holding,  a  conglomerate  with  inter- 
ests in  paper,  tourism,  textile  retail, 
cement,  packaging  and  energy.  Eren 
Holding  boasted  a  turnover  of  $583 
million  last  year.  When  discussing 
the  energy  sector,  the  company's 
CEO,  Ahmet  Eren,  emphasizes  the 
advantages  of  using  coal  in  energy 
production.  "We  are  going  to  be  the 
only  Turkish  private  company  to 
have  a  coal-fueled  power  plant,  as 
natural  gas  is  becoming  increasingly 
expensive  in  the  international  mar- 
ket," he  says.  "Even  countries  like 
Germany  are  reopening  coal  mines 
that  have  been  closed  for  years." 

Although  Eren  Holding  is  best 
known  in  Turkey  as  the  producer  and 
distributor  of  well-known  interna- 
tional brands  such  as  Lacoste, 
Burberry,  Calvin  Klein  and  Swatch, 
the  group  has  recently  completed  a 
coal-burning  thermal  power  station 
in  Zonguldak,  on  the  Black  Sea, 
which  will  become  operational  in  the 
first  half  of  2007.  According  to 
Zonguldak's  governor,  the  facility 
will  provide  employment  for 
approximately  1,500  people. 

Eren  Holding  also  has  aspira- 
tions in  electricity  distribution 
and  is  among  the  37  firms  pre- 
qualified  in  the  tender  for  three 
grids  to  be  located  in  Ankara 
and  Sakarya.  "We  now  have  sev- 
eral applications  from  interna- 
B|    tional  companies  that  wish  to 
enter  the  Turkish  energy  mar- 
i       ket  in  joint  ventures  with 
fk      Eren  Holding,"  says  Eren, 
acknowledging  that  a 
Jk    strategic  partnership  will 
Wk    provide  his  company  with 
extra  insight  into  the 
international  capital 
market  and  help  secure 
i  the  funds  needed  to 
Ml  kick  off  new  projects. 
■     The  ball  is  now  firm- 
W  ly  on  the  government's 
W   side  of  the  court.  ❖ 
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Exceeding 
Expectations 

oney  tins  no  religion  or 
nationality,  and  whoever 
I  wants  to  invest  in  my  country 
is  welcome,"  Turkish  Prime  Minister 
Recep  Tayyip  Erdogan  said  recently. 
Nowhere  has  this  invitation  been  more 
literally  extended  than  in  the  Turkish 
banking  sector.  Over  the  past  few  years, 
major  international  institutions  like  the 
National  Bank  of  Greece,  Italy's  Unicredito 
and  Benelux's  Fortis  Bank  have  completed 
a  series  of  mergers  and  acquisitions  with 
Turkish  banks  that  have  surprised  the 
European  financial  community.  In  2005 
alone  the  Turkish  banking  sector  attract- 
ed $4.2  billion  in  foreign  capital. 

With  lesser  possibilities  for  growth  at 
home,  European  banks  have  been  chasing 
opportunities  in  eastern  and  southeastern 
Europe.  American  banks,  however,  have 
only  recently  entered  the  Turkish  market. 
Last  year  GE  Consumer  Finance  (GECF) 
agreed  to  pay  $1 .8  billion  for  a  25%  stake 


in  Garanti  Bank  and  Citigroup  paid  $3.1 
billion  for  a  20%  stake  in  Akbank,  the 
country's  second-largest  privately  owned 
institution.  Foreign  banks  already  ho'ld 
approximately  20%  of  the  Turkish  banking 
sector  and,  according  to  estimates,  may 
soon  hold  a  40%  share. 

Until  recently  such  a  massive  sell-off 
might  have  precipitated  a  banking  crisis  in 
Turkey,  or  at  least  a  political  impasse. 
However,  the  sector  has  remained  stable 
following  a  five-year  restructuring  plan 
underpinned  by  stronger  capitalization  and 
liquidity.  The  paradox  is  that  these  liberal 
changes  have  been  introduced  by  one  of 
Turkey's  most  conservative  governments. 

"There  are  certain  criteria  that  you  have 
to  fulfill  to  attract  FDI  [foreign  direct  invest- 
ment], such  as  political  stability  and  a 
low-inflation  environment,  both  of  which 
we  have  finally  attained  in  Turkey,"  says 
Ergun  Ozen,  president  and  CEO  of  Garanti 
Bank.  He  believes  that  the  inflation  rate  will 
continue  to  fall  in  Turkey,  reaching  single 
digits  in  the  near  future.  "When  you  look 
at  it,  the  tight  fiscal  and  monetary  policies 
that  have  been  implemented  to  reduce 
inflation  and  the  budget  deficit  have  paid 


off."  Garanti,  the  country's  third-largest 
bank,  was  one  of  the  first  institutions  to 
introduce  Internet,  telephone  and  ATM 
banking  in  Turkey. 

The  recent  wave  of  foreign  investment 
strengthens  Turkey's  image  abroad  as  a 
modernizing  economy,  especially  in  its 
negotiations  for  EU  membership.  "Turkey 
has  a  young  population,  with  half  of  its  72 
million  inhabitants  under  the  age  of  25," 
says  Ozen,  pointing  out  that  the  potential 
for  banks  to  make  money  from  mortgages 
credit  cards  and  retail  banking  is  enormouj 
"In  areas  like  consumer  finance,  our 
American  partner,  GE,  is  helping  us  launch 
new  products,  especially  in  mortgage  lendj 
ing,  as  they  have  a  high  level  of  expertise  I 
this  segment  of  the  industry." 

Garanti  Bank  aspires  to  become  a  truly 
regional  player.  "We  were  among  the  firstl 
Turkish  banks  to  move  into  the  Russian 
market  back  in  1998,  and  we  have  also 
invested  in  Romania,  where  we  plan  to 
open  80  retail  branches  over  the  next  threi 
or  four  years,"  adds  Ozen.  A  long-term 
goal  is  to  be  quoted  on  the  New  York 
Stock  Exchange  (NYSE)  and  tap  into  the 
U.S.  retail  market.  "We  have  started  the 
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S.  GAAP  financial  analysis,  and  I  am  con 
lent  that  we  can  meet  the  requirements 
the  NYSE,"  Ozen  states. 
(The  Turkish  banking  sector  is  still  tiny 
jmpared  to  the  economy  it  serves,  but 
any  Turkish  banks  are  growing  rapidly  in 
rms  of  assets  and  market  share  as  they 
be  a  wave  of  consolidation  in  the  sector, 
ikifbank  was  established  in  Ankara  in 
354  with  the  initial  purpose  of  managing 
e  cash  revenues  and  expenditures  of 
writable  foundations  set  up  during  the 
ttoman  Empire. 

There  are  certain  criteria  that  you  have 
jjfill  to  attract  FDI,  such  as  political  stahi 
hd  a  low-inflation  environment,  both  of 
pich  we  have  finally  attained  in  Turkey.' 

gun  Ozen,  president  and  CEO  of  Garanti  Bank 


Directorate  of  Foundations  reduced  its  equi- 
ty interest  in  the  bank  from  roughly  75%  to 
58%,  with  the  rest  of  the  shares  now  rest- 
ing in  private  hands.  According  to 
Vakifbank's  management,  this  quasi-state- 
ownership  structure  is  one  of  the  bank's 
strongest  features,  as  it  combines  stability 
with  flexibility.  The  management  admits, 
however,  that  the  bank  needs  to  diversify 
further  and  target  the  more  traditional  retail 
deposits  and  SME  segments.  As  the  nation- 
al income  has  steadily  risen  in  recent  years, 
institutions  like  Vakifbank  are  refocusing 
their  policies  in 


Following  trends  in  the  market,  Vakifbank 
ss  gone  through  a  major  transformation  in 
cent  years.  "In  2005  we  launched  an  IPO 
at  was  oversubscribed  at  a  record  level, 
ith  more  than  35,000  investors,  local  or 
ternational,  who  placed  demands,"  says 
jsuf  Beyazit,  the  bank's  chairman  of  the 
)ard.  As  a  result  of  the  IPO,  the  General 


order  to  pursue  the 
business  of  the 
growing  middle 
class.  Thanks  to  the 
falling  cost  of  credit, 
the  city  streets  are 
jammed  with  expensive  cars,  and  consumer 
goods  fill  the  shopping  malls  that  are  pop- 
ping up  all  over  the  country. 

As  the  expectations  of  Turkey's  citizens 
rise,  so  do  those  of  institutions  like 
Vakifbank,  whose  main  objective  is  to 
become  one  of  the  three  largest  banks  in 
Turkey,  even  though  it  faces  direct  competi- 


tion from  world-class  players  like  Akbank. 

Akbank,  34%  owned  by  Sabanci 
Holding,  is  the  most  profitable  institution  in 
the  country.  "The  Sabanci  are  one  of  the 
most  highly  respected  families  in  Turkey, 
and  Akbank  is  an  ideal  partner  for 
CiLigroup  to  broaden  its  international  distri- 
bution capabilities,"  says  Charles  O.  Prince, 
Citigroup  chairman  and  CEO.  According  to 
Akbank's  management,  this  alliance  will 
solidify  the  bank's  position  in  the  rapidly 
growing  Turkish  banking  sector.  "I  believe 
that  we  will  complement  each  other,  as 
Citigroup  has  excellent  product  know-how, 
especially  in  private,  investment  and  corpo- 
rate banking,  while  we  have  the  largest 
distribution  network  in  Turkey,"  says  Suzan 
Sabanci,  Akbank's  managing  director. 

"Ultimately  what  we  hope  to  achieve 
with  this  alliance  is  to  maximize  our 
shareholder  values,"  says  Sabanci,  who 
adds  that  protecting  its  shareholders  is 
one  of  the  bank's  top  priorities.  "We  are 
the  first  bank  in  Turkey  to  form  an  inde- 
pendent institutional  investors'  relations 
department,  especially  for  minority 
shareholders,  and  probably  the  first  to 
have  declared  our  dividend  policy."  ❖ 


he  world's  favourite 
Turkish  bank. 

S*  Garanti 


Bringing 

Tomorrow 

Closer 

For  us  banking  isn't  just  about  identifying 
tomorrow's  challenges,  but  shaping  the 
environment  they  arise  in.  Even  the 
best-laid  plans,  and  their  execution,  must 
survive  scrutiny  under  the  lens. 
Standard&Poors  focused  on  this  in  voting 
us  Turkey's  most  transparent  bank.  Steady 
growth  through  years  of  prudent  operation 
has  left  us  at  the  top  of  the  game.  And  as 
a  retail  banking  pioneer,  we  are  always 
that  step  closer  to  our  clients.  We  welcome 
the  attention,  because  at  Akbank  we're 
not  reinventing  the  wheel  but  setting  the 
pace. 


www.akbank.com 

AKBANK 
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Going  Online 

n  a  rapidly  consolidating  global 
j  telecommunications  industry,  opportu- 
l  nities  to  enter  markets  with  low  pene- 
tration and  high  growth  potential  are 
few  and  far' between.  So  when  Turkey's 
former  state  telecom  monopoly  went  on 
sale  in  late  2005,  Saudi  Arabia's  Oger 
Telecom  seized  the  opportunity,  paying 
$6.5  billion  for  a  55%  stake  in  Turk 
Telekom.  It  was  the  country's  biggest  pri- 
vatization deal  to  date. 

"We  knew  that  Turkey  was  the  market. 
There  were  other  countries  we  could 
have  moved  into,  but  it  was  the  right 
time  to  move  into  Turkey,"  explains  Dr. 
Paul  Doany,  chairman  of  Turk  Telekom 
and  CEO  of  Oger  Telecom.  Oger,  which 
has  pursued  an  aggressive  acquisitions 
policy  over  the  last  five  years  in  its  bid  to 
become  a  global  player  by  the  end  of  the 
decade,  was  also  attracted  by  the  poten- 
tial of  expanding  broadband  access  to 
Turkey's  20  million  fixed-line  subscribers. 

With  Turkey's  population  of  more  than 
70  million,  the  country's  communications 
market  holds  considerable  potential,  and 
in  Europe  is  second  only  to  Germany's. 
With  the  country's  regulatory  framework 
for  communications  now  shaped  to  con- 
form to  the  EU's  regulatory  framework, 
including  provisions  for  promoting  com- 
petition, a  growing  number  of  foreign 
players  are  moving  in. 

At  present,  only  10%  of  Turkish 
homes  have  high-speed  Internet  access 

—  around  1.5  million  customers.  Experts 
believe,  however,  that  this  figure  is  likely 
to  double  in  the  coming  year,  and  Turk 
Telekom  plans  to  invest  up  to  $3.5  billion 
over  the  next  six  years  to  improve 
cabling  and  other  related  infrastructure. 

Oger's  vision  for  Turk  Telekom  has 
prompted  the  company  to  introduce 
cutting-edge  technology,  improve  service 
quality  and  increase  shareholder  value, 
policies  that  Doany  says  will  transform  it 
into  a  leading  operator,  on  a  par  with 
the  world's  best  telecommunications 
companies.  To  help  achieve  this,  U.K. 
telecom  giant  BT  is  advising  Turk 
Telekom  on  renewing  and  improving  its 
fixed-line  operations.  Oger  has  already 
begun  investing  in  Turk  Telekom's  human 
resources,  and  Doany  believes  retraining 
programs  will  further  strengthen  them. 

The  partial  privatization  of  Turk  Telekom 

-  the  remaining  45%,  owned  by  the 
Turkish  Treasury,  will  be  listed  on  the  stock 


exchange  -  has  liberalized  the  telecom 
sector.  As  new  participants  have  entered 
the  market,  call  costs  have  been  coming 
down,  improving  service  and  lowering  thi 
overall  expense  for  consumers. 

"The  choice  for  users  is  predominantly 
between  quality  and  price,"  says  Doany. 
"A  single  operator  cannot  give  these 
choices  convincingly."  He  adds  that  one 
of  Turk  Telekom's  goals  is  to  be  a  fair- 
market  competitor  and  a  good  business 
partner,  extending  partnerships  in  the 
interest  of  the  consumer.  "Turk  Telekom) 
will  work  with  the  Telecommunications 
Authority  in  promoting  fair  competition 
and  a  level  playing  field  within  the  regu^ 
latory  framework  and  the  sector  policy, "j 
says  Doany. 

"We  knew  that  Turkey 
was  the  market.  There 
were  other  countries  we 
could  have  moved  into,  bu 
it  was  the  right  time  to 
move  into  Turkey." 

Dr.  Paul  Doany,  chairman  of  Turk  Telekom 
and  CEO  of  Oger  Telecom 

The  Turkish  mobile  market  is  highly 
competitive  and  has  strong  growth 
potential.  Around  65%  of  the  populatio 
has  a  mobile  phone,  compared  with  a 
subscription  rate  of  over  100%  in  most 
Western  European  countries.  The  bigges 
player  is  Turkcell,  which  has  around  60°/« 
of  the  market,  followed  by  Telsim, 
owned  by  Vodafone,  and  Avea,  in  which 
Turk  Telekom  holds  a  15%  stake. 

But  mobile  telephony  is  still  prohibi- 
tively expensive  in  Turkey.  The  mobile 
sales  tax  amounts  to  65%  of  the  resale 
price.  The  government  is  preparing  to 
reduce  this  tax,  a  move  that  will  allow 
customers  to  pay  less  without  affecting 
the  operators'  net  share  of  sales. 

Lowering  what  the  consumer  pays 
increases  the  potential  for  growth  in  the 
mobile  sector  and  could  affect  fixed-line 
business  as  well.  ❖ 


Insight  Publications  worked  with  the  Carbon 
Neutral  Company  and  its  science  partner,  the 
Edinburgh  Center  of  Carbon  Management  to 
calculate  this  report's  carbon  footprint  and 
implement  carbon  offset  projects  to  reduce  the 
edition's  emissions  to  net  zero.  Global  warming 
emissions  have  been  measured,  reductions  rec- 
ommended, and  the  remaining  emissions  offset 
through  renewable  energy  and/or  sustainable 
forestry  projects. 
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lomegrown  Entrepreneurship 


tonbu/'s  streets  offer  opportunity. 

rucked  away  in  an  industrial  com- 
plex half  an  hour  from  the  center  of 
Istanbul,  Intercity  Rent  a  Car's  head- 
jarters  might  be  difficult  to  locate,  but 
rhat's  waiting  inside  is  definitely  worth 
le  trip. 

Founded  in  1991  by  Vural  Ak,  the 
gency  is  now  the  fastest-growing  rental 


company  in  Turkey,  with  a  fleet  of  10,000 
cars  and  a  20%  market  share.  The  com- 
pany has  total  assets  of  $270  million  and 
realized  profits  of  $20  million  in  2006. 
"We  are  growing  exponentially,  and  by 
the  end  of  2007  we'll  have  a  fleet  of 
12,000  cars  and  a  net  profit  estimated  at 
$35  million,"  says  Ak. 


Ak  has  proved  to  be  quite  adept  at 
making  the  best  of  market  opportunities. 
In  the  early  1990s  he  began  renting  cars 
to  Germans  summering  in  Turkey,  and  in 
1994,  following  a  change  in  the  legisla- 
tion regulating  financial  leasing,  the  car 
agency  became  the  first  Turkish  company 
to  provide  long-term  fleet  rental  services 
to  corporations.  "My  first  customer  was 
Electrolux,  which  is, still  our  client  today," 
says  Ak,  whose  portfolio  now  includes 
heavyweights  such  as  Citibank,  Coca-Cola 
and  HSBC,  along  with  other  multination- 
als and  blue-chip  Turkish  corporations. 

Foreign  investors  have  poured  more 
than  $250  million  in  loans  into  the  com- 
pany, and  Ak  feels  that  his  firm  is  ready 
for  the  next  phase.  "We're  looking  for  a 
big  brother,"  he  says  frankly,  "as  we  will 
need  roughly  $500  million  until  2008  to 
achieve  our  goals."  He  outlines  his  plan 
with  mathematical  precision:  "We  esti- 
mate that  in  the  next  five  years  the  whole 
market  will  absorb  as  much  as  800,000 
vehicles,  which  is  14  to  15  times  more 
than  today's  demand;  and  if  you  look  at 
the  market  today,  there  are  no  strong 
players  other  than  our  company."  ❖ 
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let.rcan  Hospital  meets  all  healthcare  needs  with  international  quality  standarts  in  Istanbul  since 

.uions  with  the  world  s  leading  healthcare  institutions  such  as  New  York  Presbyterian  Hospital.  Methodist  Healthcare  System,  M.  0.  A 

fnd  Texas  Children  s  Hospital  keep  up 'with  the  world  standards.  The  American  Hospital  with  a  total  capacity  of  184  beds  offers  diagnostic, 
gfriro inpatient  care  in  3S  medical  specialities  to  120.000  patients  from  Turkey  and  all  around  the  world,  annually.  The  American  Hospital  is 
ejjg^by  Joint  Commission  International  tJCf>  which  ensures  its  international  healthcare  quality  for  patient  care  and  organization  management. 

TSrr-need.  we  meet  where  the  continents  tneBt  ,  ' 


hbi  Koc  Foundation 


www.americanhospitalistanbul.com 


AMERICAN 
HOSPITAL 

Health  care  services...  Since  1920 
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Not  Just  for 

1    Jl    fith  an  eye  on  gaining  member- 
\  /  \  /  ship  to  the  EU,  Turkey  has 

been  working  hard  in  recent 
years  to  establish  a  credible  brand  for  its 
numerous  and  varied  industries. 
Healthcare  may  well  turn  out  to  be  one 
of  its  prize  assets. 

In  the  past,  Europeans  have  passed 
through  Turkey  on  their  way  to  India, 
Hungary  and,  lately,  Greece  and  Cyprus 
to  take  advantage  of  the  highly  skilled 
specialists  and  medical  facilities  available 
in  these  countries  at  prices  far  below 
those  at  home.  Today  many  of  these 
"medical  tourists"  are  coming  to  Turkey 
itself  for  a  variety  of  healthcare  services. 

Already  a  name  to  reckon  with  in  the 
fields  of  ophthalmology  and  dentistry, 
Turkey  has  a  competitive  advantage 
that's  now  attracting  patients  for  a  wide 
range  of  medical  procedures.  For  exam- 
ple, a  heart  bypass  that  costs  about 
$75,000  in  Britain  or  in  the  Middle  East 
costs  only  $15,000  in  Turkey. 

Besides  offering  significantly  lower 
costs,  healthcare  in  Turkey  also  benefits 
from  a  vast  pool  of  science  and  medical 
graduates  and  the  government's  increas- 
ing willingness  to  invest  in  both  public 
and  private  healthcare. 

The  country's  health  expenditure  has 
increased  significantly  over  the  past  few 
years,  from  3.7%  of  GDP  in  1999  to  5%  in 
2005,  a  higher  percentage  than  in  many 
countries  with  similar  per  capita  incomes. 

The  Turkish  Health  Ministry  is  introduc- 
ing a  new  model  to  facilitate  coopera- 
tion between  the  public  and  private  sec- 
tors in  the  construction  of  hospitals.  It 
calls  for  the  government  to  provide  the 
land  and  pay  rent  for  up  to  30  years, 
after  which  the  hospital  will  become  the 
property  of  the  state.  The  investors  will 
manage  construction,  according  to 
government-approved  plans,  and  will  be 
responsible  for  hospital  maintenance. 
This  model  will  allow  the  construction  of 
hospitals  on  schedule,  without  delays 
due  to  insufficient  financing. 

While  the  government's  healthcare 
model  will  lead  to  a  substantial  increase 
in  the  opening  of  new  hospitals  across 
the  country,  a  number  of  well-regarded 
institutions,  such  as  the  American 
Hospital  of  Istanbul,  have  been  operating 
in  the  country  for  some  time. 

The  hospital's  original  purpose  was  to 
provide  medical  services  to  foreign  mili- 


Tourists 

tary  units  stationed  in  Istanbul.  In  1955 
the  Koc  Group,  one  of  the  largest  • 
family-owned  conglomerates  in  Turkey, 
acquired  the  American  Hospital,  and  the 
group's  Vehbi  Koc  Foundation  owns  it 
today.  "The  Koc  family  has  been 
extremely  supportive  of  this  project,  and 
they  have  invested  more  than  $100  mil- 
lion in  the  hospital  so  far,"  says  CEO 
George  D.  Rountree. 


Lifetime  care 

Run  as  a  nonprofit  organization,  the 
American  Hospital  offers  a  wide  range  of 
services  and  treats  more  than  120,000 
patients  a  year.  It  employs  279  special- 
ists, many  of  them  trained  in  the  U.S., 
and  1,038  support  personnel.  The  build- 
ing, located  in  one  of  the  busiest  com- 
mercial districts  of  Istanbul,  was  con- 
structed to  withstand  earthquakes  up  to 
a  magnitude  of  9  on  the  Richter  scale, 
an  important  architectural  feature  in  a 
region  prone  to  violent  seismic  activity. 
When  the  current  expansion  is  complete, 
the  hospital  will  house  200  patient  beds, 
some  of  which  will  enjoy  a  spectacular 
view  over  the  Bosporus.  "Our  CEO 


wanted  the  hospital's  rooms  to  be  similar 
to  hotel  rooms,  and  I  think  we've  man- 
aged to  accomplish  that,"  says  a  top 
hospital  manager. 

The  American  Hospital  has  received  ISO 
14000  and  ISO  9001  certification  in  com- 
pliance with  international  standards  and 
it  regularly  holds  symposiums  with  hospi- 
tals in  the  U.S.  to  recruit  Turkish  doctors 
working  there. 


The  Anadolu  Medical  Center  (AMC) 
offers  another  healthcare  option  in 
Turkey.  The  facility  has  a  pioneering 
emphasis  on  preventative  medicine  and 
lifetime  continuum  care,  with  a  wellness 
center  and  primary  care  facility  under  th( 
same  roof  as  long-term  care  and  a  com- 
bination of  education  and  research  pro- 
grams. This  multidisciplinary  approach 
facilitates  diagnosis  and  treatment  in  all 
of  the  center's  specialist  departments, 
and  differentiates  AMC  from  other  med- 

m^^^B  ica'  fdC''lties  in  tne 

region. 

H  Dr.  Murat 

Dayanikli,  the  cen- 
ter's CEO,  identifies 
the  crucial  role  of 
the  primary  care 
physician  in  preven- 
tative healthcare, 
"p"    "That  is  why  our 
i£   logo  says  'in  health] 
and  in  sickness,'" 
he  says.  A  Yale 
graduate  who  has 
worked  extensively  in  the  U.S.,  Dayanikli 
greatly  values  the  AMC's  1 5-year  part- 
nership with  one  of  America's  leading 
teaching  hospitals.  "In  the  long  run, 
with  the  assistance  of  our  partner,  the 
Johns  Hopkins  Medical  Schools,  the 
AMC  will  become  a  healthcare  teaching 
hospital  and  a  reference  point  for  the 
region."  He  also  emphasizes  that  over 
35%  of  his  staff  is  certified  by  the  U.S. 
Medical  Board. 

The  AMC's  facilities  are  impressive  by  I 
any  standard.  The  campus  covers  45,00C 
square  meters,  has  209  beds  and  is  sur- 
rounded by  forest,  enabling  it  to  offer 
treatment  in  a  peaceful  environment  far 
removed  from  the  city! 
It  is  equipped  with 
cutting-edge 
technologies,  includ- 
ing the  CyberKnife 
System,  one  of  the 
most  advanced  cancer 
treatments  available, 
and'is  already  attracting  attention  for  its 
oncology,  cardiovascular,  neurology  and 
gynecology  departments. 

Dayanikli's  long-term  goal  is  to  make 
AMC  the  best  hospital  in  Europe,  offer- 
ing state-of-the-art  services  combined 
with  unique  Turkish  hospitality,  and 
secure  in  the  knowledge  that  science  in 
Turkey  is  on  par  with  that  of  Europe,  the 
Middle  East  and  the  rest  of  the  world.  * 


"In  the  long  run,  with  the  assistance 
of  our  partner,  the  Johns  Hopkins 
Medical  Schools,  the  AMC  will  become 
a  healthcare  teaching  hospital  and  a 
reference  point  for  the  region." 

Dr  Murat  Dayanikli,  CEO  of  Anadulu  Medical  Center 
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fhe  Full  Benefits 


A   fter  a  series  of  regulatory  and  fiscal 
/  \  reforms  to  the  banking  sector, 
".financial  services  companies  in 
Lirkey  are  poised  to  benefit  from  the 
buntry's  buoyant  economy.  The  insurance 
?ctor  in  particular  may  become  the 
astest-growing  industry  in  the  country.  "If 
were  to  advise  a  foreign  investor  who's 
)oking  for  brand-new  opportunities  over 
ere,  I  wouldn't  hesitate  a  moment  before 
jggestmg  the  insurance  sector,"  says  Dr. 
usclu  Saracoglu,  CEO  of  Yapi  Kredi  bank 
nd  a  former  minister  of  economy  and 
overnor  of  the  central  bank. 
Although  the  Turkish  insurance  market 
,  still  small  in  scale,  the  sector's  nominal 
rowth  was  24%  in  2006.  "As  the 
escendants  of  a  600-year-old  empire, 
urkish  people  unconsciously  expect  too 
iuch  from  the  state,"  says  Mustafa  Su, 
:EO  of  Anadolu  Sigorta,  one  of  the  old- 
st  and  largest  insurance  companies  in 
urkey.  "Add  religious  beliefs,  and  that 
retty  much  explains  why  Turkish  people 
re  still  unaware  of  the  full  benefits  of 


insurance."  While  the  insurance  industry 
in  general  can  be  seen  as  a  "Western" 
product,  this  perception  is  changing  rap- 
idly among  a  population  that  is  growing 
wealthier  by  the  day.  Many  people,  like 
Su,  see  the  huge  potential  of  tapping 
into  the  undeveloped  Turkish  market 
with  both  life  insurance  and  non-life 
products  such  as  property  and  casualty 
(P&C).  The  introduction  of  private  pen- 
sions is  also  expected  to  draw  a  higher 
percentage  of  the  population  into  using 
insurance  seivices. 

"The  small  and  medium  enterprises 
that  are  scattered  all  over  Turkey  will  be 
one  of  our  main  targets  in  the  coming 
years,"  Su  points  out. 

The  use  of  the  distribution  channels  of 
Isbank,  Turkey's  largest  publicly  traded 
institution,  adds  to  Su's  confidence  in  his 
company's  future.  "Isbank  now  holds  a 
12.5%  share  in  our  premium  production, 
but  we  are  planning  to  increase  it  to 
30%.  If  we  succeed  in  this  operation,  it 
will  bring  us  another  five  to  ten  years  of 


e  of  our  main 

he  coming  years.' 


leadership  in  the  sector,"  he  states. 

Meanwhile,  global  insurance  giants  like 
Holland's  ING  and  America's  AIG  have 
already  turned  their  attention  to  Turkey's 
insurance  market,  and  the  interest  of  for- 
eign companies  is  expected  to  remain 
strong  through  2007.  The  privatization  of 
Basak  Insurance  and  Basak  Retirement, 
both  acquired  by  the  French  company 
Groupama,  has  served  as  an  industry 
benchmark  and  has  been  followed  by 
similar  deals  such  as  Liberty  Mutual's 
acquisition  of  Seker.  Domestic  companies 
need  international  partners  to  compen- 
sate for  their  lack  of  capital,  while  multi- 
national insurers  are  in  search  of  new 
markets  that  can  support  rapid  growth. 

International  companies  also  want  sta- 
ble political  and  economic  systems,  both 
of  which  Turkey  now  offers.  ❖ 


Vnadolu  Sigorta:  The  First  to  Meet  in  Turkey. 


THE  FIRST  NATIONAL  INSURANCE  COMPANY. 

Anadolu  Sigorta  was  founded  in  1925  with  the  instruction  of  Ataturk 

who  knew  that  insurance  was  necessary  for  a  developed  and  modernized  society. 

THE  FIRST  IN  EXPERIENCE. 

Anadolu  Sigorta  now  has  82years  of  experience  in  the  Turkish  Market 
that  deepens  its  strong  position  and  that  leads  the  market. 

THE  FIRST  IN  INNOVATION. 

Anadolu  Sigorta  has  always  been  the  one  that  introduces 

modern  understanding  and  modern  tools  to  market  to  make  it  grow. 


THE  MAXIMUM  IN  SERVICE. 

Anadolu  Sigorta  is  the  pioneer  of  quality  search  in  every  stage 
of  insurance  with  the  motto  "Maximum  Service  in  Insurance". 

THE  FIRST  IN  CUSTOMER  SATISFACTION 
AND  THE  LEADER  IN  PRODUCTION. 

Anadolu  Sigorta  is  the  first  in  customer  satisfaction  polls  since 
years  and  the  leader  of  the  Turkish  Insurance  Sector  in 
premium  production  since  the  last  4  years. 


ANADOLU 
SiGORTA 

ArtadoluSllwtJJSJ  TORKlYE^BANKASI  Rjt»i«aty. 

www.anadolusigorta.com.tr 
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A  Head  for  Business 

in  a  country  known  for  its  trading  and 
jj  commercial  skills,  few  cultural  icons  are 
i  more  respected  than  the  self-made  mil- 
lionaire. Such  a  businessman,  Sakip 
Sabanci,  arguably  made  the  biggest 
impression  on  Turkey's  recent  collective 
memory.  "I  don't  think  so  many  people 
have  attended  a  funeral  since  Ataturk's 
death,"  says  Nazan  Olcer,  director  of  the 
Sabanci  Museum  in  Istanbul,  when  dis- 
cussing the  state  funeral  that  Sabanci  was 
granted  in  2004. 

Affectionately  known  as  "Sakip  Agha," 
an  honorific  title  that  translates  roughly  as 
"the  big  brother  of  the  village,"  Sabanci 
was  the  wealthiest  man  in  Turkey  when  he 
died  in  2004  at  age  71  Patriarch  of  the 
country's  largest  conglomerate,  he  was  a 
hands-on  businessman  who  controlled 
every  aspect  of  his  empire  of  more  than 
60  companies.  Since  his  death,  the  con- 
glomerate has  remained  in  family  hands, 
and  today  two  of  the  most  important 
positions  are  held  by  his  nieces:  Guler 
Sabanci  is  chairwoman  of  the  group, 
and  Suzan  Sabanci  is  managing 


Suzan  Sabanci 

director  of  Akbank,  the  holding's  flagship. 

One  of  the  mistakes  commonly  attrib- 
uted to  first-generation  managers  of 
large  businesses  is  an  unwillingness  to 
look  outside  the  company  for  managerial 
expertise.  This  can  be  particularly  prob- 
lematic with  family-owned  enterprises. 
Sabanci  Holding,  however,  seems  to  have 
made  a  point  of  professionalizing  its  cor- 
porate management.  The  group's  CEO, 
Ahmet  Dorduncu,  is  not  a  member  of  the 
Sabanci  family.  "The  days  are  over  when 
family  members  had  an  unquestionable 
say  over  the  company's  strategic  deci- 


sions," says  Suzan  Sabanci.  "When  you 
run  an  institution  like  Akbank,  which  is 
worth  $12.5  billion  and  has  the  largest 
capitalization  on  the  Istanbul  Stock 
Exchange,  you  had  better  employ  the 
most  qualified  managerial  team. 
Corporate  government  is  what  drives  a 
company  and  the  economy  of  a  country 
as  a  whole  to  success." 

Family-owned  businesses  have  also 
been  criticized  for  letting  sentimentality 
get  in  the  way  of  business  judgment  andl 
failing  to  close  down  segments  of  a  hold' 
ing  when  changing  market  conditions 
have  rendered  them  underperforming. 
Sabanci  disagrees  with  this  assessment: 
"You  have  to  look  into  specific  situations 
Turkey,  for  example,  has  gone  through  a 
lot  of  economic  turbulence  in  recent 
years,  and  if  all  the  companies  operating 
in  the  market  were  looking  at  the  situa- 
tion purely  from  a  dividend  policy  and 
market  cap  point  of  view,  they  would 
have  all  closed  down.  And  so  would  the 
Turkish  economy.  I  believe  that  family- 
owned  companies  have  kept  this  country 
standing  in  some  of  the  most  difficult 
times  of  our  recent  history."  ❖ 


THINKING  OUTSIDE 
OF  THE  BOX  HAS  MADE  US 
ONE  OF  THE  MOST  DYNAMIC 
AND  SUCCESSFUL 
COMPANIES  IN  TURKEY 


INTER  CITY  I 
—RENT  A  CAR 

Turkey's  "first  and  the  largest  "operational  leasing  company 
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www.erenholding.com.tr 


"»i  What  makes  a 
business  un-Ltd.? 
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□ger 


Enhancing  business  relationships  is  one  of  Oger  Telecom's 
main  objectives.  By  opening  up  communications,  Oger 
Telecom  has  provided  unlimited  possibilities  for  OVER  30 
MILLION  FIXED  AND  MOBILE  CUSTOMERS. 


Advanced  medical  care 
traditional  Turkish  hospitality 

Affiliated  with  Johns  Hopkins  Medicine,  Anadolu  Medical  Center  brings  you  the  best  within  your  reach! 


Access  to  The  Best  Know-How  is  in 
Turkey  Now! 

Affiliated  with  Johns  Hopkins,  which  tops  US 
News  &  World  Report's  "Honor  Roll"  of  American 
Hospitals  for  the  15th  consecutive  year,  Anadolu 
Foundation  has  established  a  state-of-the-art 
hospital  in  Istanbul  with  international  recognition- 
Anadolu  Medical  Center. 

A  New  Reference  Center  in  Health 
and  Sickness 

With  the  aim  to  be  the  best  health  care  provider 
around  Eurasia,  Anadolu  Medical  Center  has  set 
enviable  standards  through  a  combination  of 
research,  education  and  superior  health  care 
delivery.  Center  of  excellence  programs  in  Oncology, 
Cardiac  Care,  Neurological  Sciences,  Women's 
Health,  IVF,  Orthopedics,  Plastic  &  Reconstructive 
Surgery  and  Executive  Health  Programs  are  some 
of  the  advantages  of  Anadolu  Medical  Center  to 
become  the  reference  center  of  the  region. 


Expert  Opinion  with  Excellent  Care 

Anadolu  Medical  Center  has  brought  together  the 
US  board  certified  doctors  and  foremost  academicians 
of  Turkey  to  lead  the  health  care  field.  Almost  35% 
of  Anadolu  Medical  Center's  physicians  are 
board  certified  in  the  USA,  and  40%  of  physicians 
hold  academic  titles.  In  addition,  multi-lingual 
nurses  and  staff,  constantly  improving  their  skills 
through  training  by  Johns  Hopkins  faculty,  provide 
patients'  excellent  care. 

Advanced  Technology  for  The  Right 
Diagnosis  and  Effective  Treatment 

Anadolu  Medical  Center  owns  the  cutting  edge 
technology  in  a  patient  friendly  environment. 
Cyberknife,  for  example,  is  the  latest  radiosurgery 
technology  that  is  available  at  only  five  centers 
in  Europe.  Linear  accelerators  with  IMRT  system 
are  also  available  for  cancer  treatment.  PET-CT, 
Straton-CT,  TIM-MR,  PYXIS,  PACS,  telemedicine 
and  electronic  patient  record  are  some  of  the  other 
state-of-the-art  features  used  for  the  well-being 
of  Anadolu  Medical  Center's  patients. 


Multi-Disciplinary  Teams  and  Clinical 
Programs 

Anadolu  Medical  Center  engages  physicians  from 
different  disciplines  to  resolve  complicated  health 
problems  of  patients.  Tumor  Board,  for  instance,  is 
a  multi-disciplinary  team  that  solely  concentrates 
on  precise  diagnosis  and  effective  treatment  of 
patients  with  cancer.  Clinical  programs  on  back 
pain,  stroke,  diabetes,  cardiac  arrhythmia  and 
breast  health  are  other  examples  of  Anadolu  Medical 
Center's  multi-disciplinary  approach. 

International  Patient  Services 

At  Anadolu  Medical  Center,  patients  benefit  from 
the  most  advanced  technology  and  clinical  expertise 
with  caring  assistance  of  International  Patient 
Services  Department.  The  department  helps  patients 
with  their  medical  needs,  whether  it  is  a  comprehensive 
treatment,  a  consultation  with  a  specialist,  complex 
surgery  or  a  second  opinion.  Multi-lingual  patient 
representatives  who  are  knowledgeable  in  medical 
terminology  and  procedures  are  ready  to  surpass 
the  expectations  and  needs  of  patients  coming 
from  different  cultures. 


7x24  Call  Center 

(+90216)4444  276 

www.anadolusaglik.org 


International  Patient  Services 

(+90  262)678  53  07 
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Amkor  Tech's  billionaire  boss 
might  be  worth  still  more  if  he 
treated  public  shareholders  with 
more  respect.  By  Evan  Hessel 


GRAND  THEORY:  YOU  SHOULD  OWN  STOCKS  OF 
companies  with  big  insider  positions.  The  man- 
agers can  make  themselves  rich  only  by  making 
you  better  off,  too.  The  prime  example  is 
Berkshire  Hathaway,  run  by  Warren  Buffett, 
number  two  on  our  world  rich  list. 

Exception  to  the  rule:  Amkor  Technology.  This  should 
be  a  winner.  It's  the  worlds  second-largest  (2006  sales:  $2.7 
billion)  semiconductor  assembly  and  test  firm,  and  it  has  a  big 
insider  stake.  Chief  Executive  James  Kim,  71,  along  with  his 
family  and  related  trusts,  owned  46%  of  the  common  stock  as 
of  July  2006.  That  stake  represents  half  of  the  Kim  family's  $2 
billion  estimated  net  worth,  putting  them  at  number  488  on 
our  list  of  the  world's  richest  people.  (See  page  158.) 

The  Kims  are  extracting  a  nice  stream  of  cash  from 
Amkor.  But  the  public  shareholders  are  faring  badly.  The 
shares  have  fallen  1 3%  since  they  were  first  offered  to  the  pub- 
lic nine  years  ago,  a  period  when  the  Nasdaq  climbed  29%. 
Here's  the  perverse  result:  Putting  the  family's  interests  ahead 


of  those  of  public  shareholders  seems  to  have  made  the  Kims 
poorer,  not  richer.  The  bad  vibes  on  Wall  Street  have  kept  shares 
of  Amkor  to  12  times  this  year's  expected  earnings,  versus  an 
average  multiple  of  20  for  its  rivals.  The  difference  now  equates 
to  $700  million  in  Kim  family  net  worth. 

Kim  started  Amkor  in  1968  as  the  American  sales  and  de- 
sign partner  of  Anam  Industrial  (now  Anam  Semiconductor), 
a  Korean  semiconductor  manufacturing  services  outfit  founded 
by  his  father.  In  1998  tech  was  hot  and  Amkor  had  $1.6  billion  in 
sales,  with  earnings  growing  at  a  26%  annual  clip.  In  the  public 
offering  in  May  of  that  year  Kim  unloaded  5  million  shares  for  a 
gain  of  $55  million. 

In  1999  Anam  Semiconductor  was  in  financial  trou- 
ble. Amkor  bailed  it  out  by  buying  a  factory  in  South  Korea 
from  Anam  for  $582  million.  A  year  later  Amkor  spent 
$  1 .4  billion,  most  of  it  borrowed,  in  purchasing  three  more 
of  Anam's  factories,  increasing  its  equity  stake  in  Anam 
to  42%  from  18%.  Borrowing  left  Amkor  in  a  weak  po- 
sition to  deal  with  the  downturn  that  hit  the  semiconduc- 
tor business  in  2001 .  Over  the  next  few  years  Amkor  di- 
vested its  equity  stake  in  Anam  at  a  loss  of  $172  million 
and  wrote  down  the  value  of  its  factories  by  $  1 90  million. 

In  some  ways  Amkor  behaves  more  like  a  private  fi- 
nancing vehicle  for  the  Kim  family  than  like  a  public  com- 
pany. In  2005  it  spent  $19  million  on  contracts  with  mem- 
bers of  the  Kim  family  and  companies  owned  in  part  or 
whole  by  Kim  himself.  That  year  Amkor  handed  out  a 
$6  million  contract  to  Kim's  brother  for  catering  serv- 
ices and  a  $500,000  engineering  deal  to  another  brother. 

Kim  installed  his  37-year-old  son,  John  T.  Kim, 
Amkor  s  onetime  investor  relations  boss,  on  the  com- 
pany's board  in  2005.  JooHo  Kim,  James'  brother,  is 
corporate  vice  president  of  the  systems  group.  Until 
last  year  JooHo  Kim  and  his  family  owned  58%  of 
Anam  Information  Technology,  which  in  2004  sold 
$1.2  million  of  computer  components  to  Amkor. 

Last  October  Amkor  announced  it  took  a  $106  million  hit 
to  earnings  to  make  up  for  backdated  stock  options.  In 
December  federal  prosecutors  charged  Amkor's  former  general 
counsel  with  making  $290,000  in  avoided  losses  and  earnings 
by  trading  with  inside  information.  (The  lawyer  has  pleaded 
not  guilty  and  is  awaiting  trial.) 

In  2005  the  lucky  James  Kim  was  permitted  to  buy  $100 
million  in  convertible  notes  paying  6.25%  from  Amkor.  He  can 
swap  the  notes  at  any  time  until  2013  for  13.4  million  shares, 
currently  worth  $160  million.  There  were  few  other  financing 
options  available,  says  an  Amkor  spokesman.  (Kim  declined 
to  be  interviewed  for  the  story.) 

"Executives  owning  this  much  stock  puts  too  much  power 
in  one  set  of  hands,"  says  Paul  Hodgson,  senior  research  associ- 
ate at  the  Corporate  Library,  which  gives  Amkor  a  grade  of  D  for 
corporate  governance.  "It  makes  it  very  difficult  for  the  board  to 
act  independendy '  And,  it  seems,  unbridled  power  can  be  a  mixed 
blessing  for  insiders  trying  to  build  wealth.  F 
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Flowers,  J  United  States 

168 

1.2 

Ford,  G  United  States 

167 

1.7 

Foriel-Destezet,  P  France 

132 

2.2 

Forrest,  A  Australia 

184 

1.3 

France,  J  United  States 

167 

1.5 

France,  W  Jr  United  States 

167 

1.5 

Fredriksen,  J  Cyprus 

120 

7.0 

Frere,  A  Belgium 

131 

3.1 

Fridman,  M  Russia 

120 

12.6 

Friedkin,  T  United  States 

168 

1.2 

Friedland,  R  United  States 

167 

1.4 

Frist,  T  Jr  &  family 

United  States 

160 

1.8 
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Frolov,  A  Russia 
Frost,  P  United  States 
Fukuda,  Y  Japan 
Fukutake,  S  Japan 
Fuld,  R  Jr  United  States 
Funai,  T  Japan 
Fung,  V  United  States 
Fung,  W  Hong  Kong 


131 
167 
184 
184 
168 
184 
156 
182 


H 


2.4 
1.4 
2.3 
1.3 
1.0 
1.6 
2.4 
2.4 
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Gage,  B  8.  family  United  States  158  2.0 

Galchev,  F  Russia  131  2.4 

Galitsky,  S  Russia  132  1.7 

Gallo,  E  &  family  United  States  168  1.3 

Galvin,  R  United  States  168  1.0 

Gandel,  J  Australia  184  1.8 

Gates,  W  III  United  States  154  56.0 

Gaur,  J  India  184  1.5 

Geffen,  D  United  States  156  4.7 

Gerling,  R  Germany  132  1.7 

Gerry,  A  United  States  167  1.4 

Getty,  G  United  States  156  2.3 

Gilbert,  D  United  States  168  1.2 
Glazer,  M  &  family 

United  States  1 58  2.0 

Godrej,  A  8i  family  India  182  4.1 

Goldsbury,  C  United  States  167  1.4 
Goldschmeding,  F 

Netherlands  124  3.8 

Golisano,  B  United  States  160  1.8 

Gonda,  L  United  States  167  1.7 

Gonda,  L  United  States  167  1.4 

Goodnight,  J  United  States  156  4.5 

Gopalakrishnan,  S  India  184  1.2 

Gordon,  B  Australia  184  1.0 

Gordon,  D  South  Africa  176  2.2 

Gores,  A  United  States  168  1.2 

Gores,  T  United  States  158  2.0 

Gottesman,  D  United  States  156  2.7 

Gou,T  Taiwan  182  5.5 

Goutseriev,  M  Russia  131  2.9 

Goyal,  N  India  184  1.3 

Green,  D  United  States  167  1.5 

Green,  P  United  Kingdom  120  7.0 

Green,  P  United  States  168  1.2 

Greenberg,  M  United  States  156  3.0 

Griffin,  K  United  States  167  1.7 

Gross,  W  United  States  1 68  1.2 
Grosvenor,  G  8r  family 

United  Kingdom  120  11.0 

Gubay,  A  United  Kingdom  132  1.1 

Gudmundsson,  B  Iceland  132  1.2 

Gunsel,  S  Cyprus  132  1.0 

GuoG  China  184  1.5 
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Haefner,  W  Switzerland  124  4.3 

Hagen,  S  &  family  Norway  124  3.8 

Halabi,  S  United  Kingdom  124  4.3 

Halim,  R  8i  family  Indonesia  184  1.9 

Hall,  D  United  States  167  1.6 

Hamilton,  D  United  States  168  1.1 

Han  C  8i  family  Japan  184  1.1 

Happel,  O  Germany  131  3.0 

Harbert,  M  United  States  167  1.4 

Hariri,  A  Saudi  Arabia  1 76  1 .6 

Hariri,  B  Switzerland  132  2.2 

Hariri,  F  Lebanon  1 76  1 .6 

Hariri,  N  Lebanon  176  1.0 

Hariri,  S  Saudi  Arabia  176  2.3 
Harmsworth,  J 

United  Kingdom  132  1.6 

Harp  Helu,  A  Mexico  152  1.6 


Hart,  G  New  Zealand           182  2.7 

Hartono,  R  8i  family  Indonesia  184  1.5 

Harvey,  G  Austral i.i             184  1.2 

Haub,  E  8i  family  Germany     124  6.0 

Hayduk,  V  Ukraine              132  2.0 

Hayek,  N  Switzerland            131  3.2 

Hayne,  R  United  States          168  1.3 

Headington,  T  United  States    168  1.1 

Hearst,  A  United  States          158  2.0 

Hearst,  D  Jr  United  States      158  2.0 

Hearst,  G  Jr  United  States      158  2.0 

Hearst,  W  III  United  States      158  2.1 

Hector,  H  Germany             132  1.9 

Heisley,  M  Sr  United  States     168  1.0 

Helmsley,  L  United  States       156  2.5 

Hendricks,  K  United  States      156  3.5 

Herb,  M  United  States          168  1.1 

Hernandez  Ramirez,  R  Mexico  1 52  2.0 

132  2.2 

132  2.3 

132  1.8 

131  2.5 
124  4.0 
124  4.0 
168  1.0 
156  3.0 
168  1.3 
180  7.0 
156  4.2 

132  1.2 
152  1.6 

131  3.4 
156  2.7 
184  1.5 
167  1.7 
156  5.3 
182  3.5 
158  2.1 
156  3.5 

132  1.1 
167  1.6 


Herz,  D  Germany 
Herz,  G  Germany 
Herz,  I  Germany 
Herz,  J  Germany 
Herz,  M  Germany 
Herz,  W  Germany 
Hildebrand,  J  United  States 
Hillman,  H  United  States 
Hilton,  W  United  States 
Ho,  S  Hong  Kong 
Holding,  R  United  States 
Hopp,  D  Germany 
Horn,  E  Brazil 
Horten,  H  Austria 
Hostetter,  A  Jr  United  States 
Hsu,  D  Taiwan 
Hubbard,  S  United  States 
Hughes,  B  United  States 
Hui  W  Hong  Kong 
Huizenga,  H  United  States 
Hunt,  R  United  States 
Hunter,  T  United  Kingdom 
Huntsman,  J  United  states 

I 


Ibragimov,  A  Kazakhstan 
Icahn,  C  United  States 
Hitch,  M  United  States 
Ingram,  M  8r  family 

United  States 
lorikh,  V  Russia 
Irving,  J  Canada 
Ito,  M  Japan 
Itoyama,  E  Japan 
Ivanishvili,  B  Russia 
Iwasaki,  F  Japan 


151 
182 
182 
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184  1.9 

154  13.0 

167  1.5 

156  2.9 

132  1.3 


5.8 
2.6 
3.8 


124  4.7 
184  2.1 
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Jackson,  J  United  States  158  2.2 

Jacobs,  I  United  States  167  1.7 

Jacobs,  J  Sr  United  States  168  1 .0 

Jaharis,  M  United  States  167  1.7 

Jain,  I  8t  family  India  182  3.0 

Jain,  P  India  184  1.1 

Jamail,  J  Jr  United  States  167  1.4 

Jannard,  J  United  States  167  1.7 

Jarislowsky,  S  Canada  152  1.9 

Jindal,  S  &  family  India  184  2.4 

Jinnai,  R  Japan  184  1.4 

Jobs,  S  United  States  155  5.7 

Johnson,  A  United  States  154  13.0 

Johnson,  A  Sweden  124  6.6 

Johnson,  B  United  States  156  2.8 

Johnson,  C  United  States  155  5.6 

Johnson,  E  III  United  States  155  7.5 


Johnson,  H  United  States  167  1.6 

Johnson,  I  United  States  167  1.6 

Johnson,  R  United  States  168  1.1 

Johnson,  R  Jr  United  States  156  4.6 

Johnson,  S  United  States  167  1.6 
Johnson-Leipold,  H 

United  States  ,  167  1.6 
Johnson-Marquart,  W 

United  States  167  1.6 

Jones,  J  United  State  s  168  1.3 

Jones,  P  II  United  States  156  2.5 

Joseph,  G  United  States  168  1.1 

Jove,  M  Spain  131  3.5 


K 
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Kadoorie,  M  8i  family 

Hong  Kong  182 

Kahn,  IV!  Israel  176 

Kaiser,  G  United  States  155 

Kalyani,  B  India  184 

Kamel,  S  Saudi  Arabia  174 

Kamprad,  I  8<  family  Sweden  120 

Kantor,  V  Russia  132 

Kao,  M  United  States  1 56 
Karamehmet,  M  &  family 

Turkey  176 

Karkosik,  R  Poland  132 

Karp,  S  United  States  168 

KatZ,  D  Canada  1 52 

Kauffman,  R  United  States  160 

Keinath,  P  United  States  167 

Kelley,  B  United  States  167 

Kellner,  P  Czech  Republic  1 24 

Kellogg,  P  United  States  1 56 

Kellogg,  W  United  States  167 

Kerimov,  S  Russia  120 

Kerkorian,  K  United  States  154 

Khalili,  N  United  Kingdom  132 

Khan,  G  Russia  120 

Kibar,  A  Turkey  176 


Kim,  J  &  family  United  States  158 

Kim,  V  Kazakhstan  182 

Kinder,  R  United  States  156 

Kipp,  K  Germany  1 24 

KiracS  Turkey  176 

Klatten,  S  Germany  120 

Kluge,  J  United  States  155 

Knaster,  A  United  States  168 

Knight,  P  United  States  155 

Koc,  R  Turkey  176 

Koch,  C  United  States  154 

Koch,  D  United  States  154 

Koch,  W  United  States  168 
Kohlberg,  J  Jr  United  States  168 
Kohler,  H  &  family 

United  States  1 56 

Kolomoyskyy,  I  Ukraine  132 

Koplowitz,  A  Spain  1 24 

Koplowitz,  E  Spain  124 
Kordestani,  O  United  States    1 58 

Kosogov,  A  Russia  132 

Kotak,  U  India  184 

Kovner,  B  United  States  1 56 

Kozitsyn,  A  Russia  132 

Kraft,  R  United  States  168 

Krasny,  M  United  States  167 

Kravis,  H  United  States  156 

Krishnan,  A  Malaysia  182 

Kristiansen,  K  Denmark  131 

Kroenke,  A  United  States  1 56 

Kroenke,  E  United  States  158 

Krohn,  T  United  States  1 67 

Kuhne,  K  Germany  1 24 
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Kulibaev,  T  Kazakhstan  184  2.1 

Kulibaeva,  D  Kazakhstan  184  2.1 

Kuok,  R  Malaysia  182  7.0 

Kuzmichov,  A  Russia  124  6.2 

Kvetnoi,  L  Russia  132  1.4 

Kwek,  L  8i  family  Singapore  182  4.3 

Kwok,  R  Hong  Kong  180  15.0 

L  PAGE  Sbil 

Laliberte,  G  Canada  152  1.5 

Lam,  B  Taiwan  184  2.1 

Lampert,  E  United  States  1 56  4.5 
Landreit  de  Lacharriere,  M 

France 
Langone,  K  United  States 
Latsis,  S  8i  family  Greece 
Lau,  J  Hong  Kong 
Lauder,  L  United  States 
Lauder,  R  United  States 
Lauren,  R  United  States 
Laurie,  N  United  States 
Lazaridis,  M  Canada 
Leal,  G  Brazil 
Lebedev,  A  Russia 
Lee,  J  South  Korea 
Lee,  K  8i  family  South  Korea 
Lee,  M  South  Korea 
Lee,  S  Hong  Kong 
Lee,  S  Malaysia 
Lee,  P  Hong  Kong 
Lee,  T  United  States 
Lee-Chin,  M  Canada 
Lemann,  J  Brazil 
Leprino,  J  United  States 
Lerner,  N  United  States 
Lerner,  N  United  States 
Lerner,  R  United  States 
Lerner,  T  United  States 
Leviev,  L  Israel 
Lewis,  J  United  Kingdom 
Lewis,  P  United  States 
Li,  K  Hong  Kong 
Li,  S  Hong  Kong 
Li,  W  China 
Li,  R  Hong  Kong 
Liang,  W  China 
Lim,  G  &  family  Malaysia 
Linde,  E  United  States 
Lindemann,  G  &  family 

United  States  167  1.6 

Lindner,  C  Jr  &  family 

United  States  158  2.1 

Lisin,  V  Russia  120  14.3 

Litwin,  L  United  States  168  1.0 

Liu,  M  Brazil  152  2.4 

Liu,  Y  China  184  1.5 

Liu,  Y  China  184  1.1 

Lo,V  Hong  Kong  184  2.0 

Loh,  F  Germany  132  1.0 

Louis-Dreyfus,  G  8<  family 

France  131  3.4 

Loureda,  J  Spain  132  2.3 

Lovelace,  J  Jr  8t  family 

United  States  168  1.1 

Lowy,  F  &  family  Australia  1 82  4.6 
Lu,  G  China  184  1.1 

Lucas,  G  United  States  156  3.6 

Lui,  C  Hong  Kong  182  2.6 

Lundberg,  F  Sweden  131  3.0 

M  PAGE  Sbil 

Machkevich,  A  Israel  176  1.9 

MacMillan,  C  Jr  United  States  167  1.7 


132 

2.2 

168 

1.1 

120 

11.0 

184 

2.1 

156 

3.5 

156 

3.0 

156 

5.0 

156 

2.3 

152 

1.7 

152 

1.5 

124 

3.7 

184 

1.7 

182 

2.9 

184 

1.8 

180 

17.0 

182 

2.6 

184 

1.7 

167 

1.4 

152 

1.6 

152 

4.9 

167 

1.5 

167 

1.6 

167 

1.6 

167 

1.6 

167 

1.5 

174 

4.1 

131 

2.5 

167 

1.4 

180 

23.0 

184 

2.1 

184 

1.0 

184 

1.3 

184 

1.0 

182 

4.2 

168 

1.1 
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MacMillan,  J  HI  United  States  167 

1.7 

Munger,  C  United  States 

160 

1.9 

Pritzker,  D  United  States 

158 

2.0 

Safra,  J  Brazil 

151 

6.0 

MacMillan,  W  United  States 

167 

1.7 

Murdoch,  R  United  States 

155 

9.0 

Pritzker,  J  United  States 

158 

2.0 

Safra,  L  Monaco 

132 

1.0 

Magerko,  M  United  States 

158 

2.0 

Murdock,  D  United  States 

156 

4.2 

Pritzker,  J  United  States 

158 

2.0 

Satra,  IVI  brazil 

152 

2.9 

Magness,  G  United  States 

loo 

1.3 

Murthy,  N  India 

184 

1.8 

Pritzker,  J  United  States 

158 

2.0 

Sahenk,  F  Turkey 

176 

1.3 

Mahindra,  K  India 

1.1 

N 

Sbil 

Pritzker,  J  United  States 

158 

2.0 

Sahenk,  F  Turkey 

176 

1.1 

Makhmudov,  I  Russia 

1  in 

8.0 

PAGE 

Pritzker,  K  United  States 

158 

o  n 

Z.U 

Sainsbury  D  United  Kingdom 

177 

l3Z 

2.2 

Mallya,  V  India 

1.5 

Nadar,  S  India 

182 

4.0 

Pritzker,  L  United  States 

1  CO 
1  30 

7  ft 
z.U 

Saji,  N  8c  family  Japan 

1  01 

loz 

A  7 

4./ 

Malone,  J  United  States 

158 

2.0 

Nagamori,  S  japan 

184 

1.4 

Pritzker,  N  II  United  States 

167 

1.6 

Salinas  Pliego,  R  Mexico 

152 

4.6 

Malone,  M  United  States 

1  JO 

2.3 

Naify,  R  United  States 

167 

1.5 

Pritzker,  P  United  States 

1 58 

2.1 

c  -ill   1  1  r_±A  i  fi. &  

Sail,  J  L  nited  States 

1 58 

2.2 

Minn     A    t  Tnit^xsJ  Cfifar 

ivitintt,  m  unitcci  Mates 

ICC 
1  JO 

2.4 

Nardone,  R  United  States 

160 

1.8 

Pritzker,  T  United  States 

1  cc 

1  30 

7  0 

Z.3 

Samueli,  H  United  States 

1  CQ 
1  30 

7  4 

z.l 

ividim,  n  a  idiiiiiy  v  n  1 1 1 1. 1 1 1  v 

131 

2.7 

Nelson,  M  United  States 

158 

2.0 

Prokhorov,  M  Russia 

1  in 
1  ZU 

1  7  C 
1  3.3 

Santord,  1  united  States 

158 

2.1 

Manning,  J  United  States 

168 

1.1 

Newhouse,  D  United  States 

155 

7.3 

ruite,  w  United  states 

1  CQ 

Ibo 

1  7 

1 .3 

Santo  Domingo,  J  C  Colombia 

151 

5.7 

IVIdMUUyidll,  f\  VJIllLLu  OldLCa 

168 

1.0 

Newhouse,  S  Jr  United  Stale-.  155 

7.3 

Pumpyansky,  D  Russia 

124 

5.7 

Sapir,  T  United  States 

1  CQ 
I  30 

7  ft 

Z.U 

l"      '      L  1      1    1  f  1  1   1  (  1        ft/I      '     11  ,11, 

Main  lUUCj  ivi  apou] 

132 

1.6 

Ng,  T  Singapore 

182 

6.1 

Q  PAGE 

Sbil 

Saputo,  E  Canada 

152 

1.8 

f\/!  indiatn     1  1                  \i  ii,., 
IVklMSUfHJ,  J  UllllcU  M.IHs 

Mantegazza,  S  Switzerland 

167 

1.4 

Mirhnlac  M  III  1  fnitorl  \t  it« 
lyiLiiuidi,  n  in  i  iiiiui  ouucn 

Nirhol^^  P  t  InitfH  States 

158 
160 

2.2 
1.9 

Sarmiento,  L  Colombia 

1  CO 

A  7 

131 
1  31 

2.7 

Quandt,  J  Germany 

124 

6.7 

Sarofim,  F  United  States 

lb/ 

1 .5 

IVIaran,  K  India 

1  61 

2.6 

Milpl^Ani  N  Inrlt'i 

Niicrvciin,  1  >J  iiiiii.t 

184 

1.3 

Quandt,  S  Germany 

120 

7.6 

Satomi,  H  Japan 

184 

1 .5 

Marcus,  B  United  States 

158 

2.2 

Novogratz,  M  United  States 

156 

2.3 

Quek  L  Malaysia 

182 

2.9 

Saul,  B  II  United  Staks 

160 

1.9 

Morion  A  I  United  States 

168 

1.3 

O 

Quinn,  S  81  family  Ireland 

124 

4.5 

Sawiris,  N  Egypt 

174 

10.0 

Marriott  J  Jr  United  States 

158 

2.1 

PAGE 

Sbil 

R  1 

Sbil 

Sawiris,  N  Egypt 

174 

3.9 

Marrintt  R  IJnitcri  Stflt**Q 

158 

11 

0  Reilly,  A  Ireland 
Oberoi,  V  India 

132 
184 

1.7 
1.4 

'AGE 

Sawiris,  0  Egypt 

1 1A 

c  n 

Mak  F  Ir  I  InitpH  'strips 

154 

in  r 
10.3 

Rady,  E  United  States 

158 

2.2 

Sawiris,  S  Egypt 

I  /D 

1  c 
1 .3 

IVIUl  J,  J    i^'llllLvl  vlliUL.i 

154 

10.5 

Oberwelland,  A  Germany 

1 31 

2.7 

Rahr  S  UnitpH  St  iirs 

167 

1.5 

Scaglia,  S  Italy 

I  3Z 

1  0 
I  .Z 

Marc   1  I  Itiilii/^  ^t  itpk. 
IVIdfb,  J  UIUlLtl  >il«lie.S 

155 

10.5 

Ofer,  S  &  family  Israel 

174 

3.9 

Rainwater,  R  United  States 

156 

2.5 

Scaife,  R  United  States 

I  DO 

1  1 

1  z 

ichni  if  IY/1  Ri  f  ami lu 
ividMiuui,  ivi  ot  uiiniiy 

Okada,  K  &  family  Japan 

184 

2.2 

Rakhimov,  U  Russia 

132 

2.0 

Schaeffler,  M  &  G  ( iermany 

1  on 
I  zu 

O.  / 

I  IriitpH  'stitp^ 

l    1  1 1  It  vl  ,  >UI  IL  > 

168 

1.3 

Olenicoff,  1  United  States 

1  £7 
ID/ 

1.6 

Rales,  M  United  States 

156 

2.8 

Schickedanz,  M  Germany 

124 

5.5 

IVtatP^f  hit7  n  Aii*;trii 

IVIC1 IC  JV.MI          L/  /Alio  11  1(1 

131 

3.0 

L/ineilO  Jllvelid  IVIcllU,  n 

Rales,  S  United  States 

156 

2.7 

Schlecker,  A  Germany 

124 

"5  O 
3.0 

Mathile  C  United  States 

158 

2.0 

Brazil 

1  CI 
I  JZ 

2.0 

Rao,  G  India 

182 

2.6 

Schmidheiny,  S  Switzerland 

I  Z4 

3.0 

Mattp  F  ft  family  Chile 

151 

5.6 

umiayar,  r  unneu  oiatcs 

ICC 

8.8 

Rashnikov,  V  Russia 

124 

7.0 

Schmidheiny,  T  Switzerland 

1  Z4 

c  C 
J.J 

Mays,  L  United  States 

168 

1  -) 

Oppenheimer,  N  &  family 

Ratcliffe,  J  United  Kingdom 

132 

1.5 

Schmidt,  E  United  States 

1  cc 

u.Z 
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1  CO 

loo 

1.3 

07ilhan  T  Tiirl^pv 
\JZIH  Idl  1,  1    1  U 1  Key 

176 

1.2 

Reuben,  D  81  S 

Schorghuber,  S  Germany 

131 

3.U 

MrNair  R  I  Initrr]  ^tatp^ 

IVHIMQM,   "i    V    1  [III,  (1     u   IK  > 

167 

1.5 

fWwanin    U    1  ■  ■  ■  - 1  . . » ■ 

uzytryiu,  n  lurKcy 
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United  Kingdom 
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Rich,  M  United  States 
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Packer,  J  Australia 
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Penske,  R  United  States 
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It's  only  fitting  that  our  first 

U.S,built  hybrid 

1  13    f 


i- ■  ■ 


snoma  come  rrom 

place  so  green. 


rhe  new  Camry  Hybrid  -  as  good 
for  the  economy  as  it  is  for  the 
nvironment.  Toyota  is  already  known 
Dr  being  the  world's  leading 
ybrid  producer,  but  not  everyone 


The  place?  Georgetown,  Kentucky,  where 
48,000  Camry  Hybrids  are  planned  for 
the  first  year  of  production.  It's  all  part 
0  of  our  commitment  to 
America,  the  air  you 


:nows  what  our  hybrids  will  do 
Dr  the  U.S.  economy.  That's 
bout  to  change.  Our  new  Camry 
lybrid  is  now  being  built  here  in  the  U.S. 


breathe,  the  communities 


where  you  work  and  live, 
and  to  the  future  we  want  to  build 
together.  And  that's  good  for  everyone. 


moving  forward 
toyota.com/usa 


yota  vehicles  and  components  are  built  using  U.S.  and  globally  sourced  parts.  "2005  Center  for  Automotive  Research  study, 
eludes  direct,  dealer  and  supplier  employees,  and  jobs  created  through  their  spending.  ©2007 
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Subkhanberdin,  N 

Udvar-Hazy,  S  United  States 
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124 

5.5 

PAGE 

Sbil 

V  PAGE 

Sbil 

Takei,  H  &  family  Japan 
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Van  Beuren,  H  United  States 
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Takenaka,  T  Japan 
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182 

2.8 

Vargi,  M  Turkey 
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120 

10.4 
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Wagner,  T  United  States 
Waitt,  T  United  States 
Walton,  A  United  States 
Walton,  C  8.  family 

United  States 
Walton,  H  I  mud  States 
Walton,  J  United  States 
Walton,  S  United  States 
Wang,  G  Taiwan 
Wang,  N  Hong  Kong 
Wang,  R  United  States 
Wang,  Y  8i  family  Taiwan 
Ward,  T  United  States 
Warner,  T  United  States 
Washington,  D  United  States 
Weber,  C  United  States 
Wee,  C  Singapore 
Weill,  S  United  States 
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Wertheimer,  A  France 
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Wrigley,  W  Jr  United  States 
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Wyly,  S  United  States 
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Wynn,  S  United  States 
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Yakovlev,  I  Russia 
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Yalcin,  F  Turkey 
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Yamauchi,  H  Japan 
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Yanai,  T  8i  family  Japan 
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Yang,  J  United  States 

158 
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Yazici,  K  Turkey 
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1.1 

Yeoh,  T  8i  family  Malaysia 
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Yevtushenkov,  V  Russia 
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Ying,  M  Hong  Kong 
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Yoshida,  T  &  family  Japan 
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Yung,  L  China 
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Zaleski,  R  France 
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2.0 

Zambrano,  L  8i  family  Mexico  152 

1.7 

Zell,  S  United  States 

156 
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Zhang,  C  China 
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Zhang,  J  China 

184 
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Zhang,  L  China 
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Zhevago,  K  Ukraine 

132 
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Zhong,  S  Singapore 

184 
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Ziff,  D  United  States 

167 
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Ziff,  D  United  States 

167 

1.5 

Ziff,  R  United  States 

167 
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Philippines 

182 

2.6 

Zong,  Q  China 

184 

1.1 

Zorlu,  A  Turkey 

176 
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Zorlu,  O  Turkey 

176 
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Zucker,  J  United  States 

168 

1.1 

Zuckerman,  M  United  States 

156 
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Zyuzin,  I  Russia 

132 
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Methodology 


For  FORBES'  21st  annual  ranking  of  the  world's  richest  people,  a  team  of  30  reporters  in  nine  countries  spent  the  better  part 
of  a  year  valuing  the  assets  held  by  946  billionaires,  from  shares  of  publicly  traded  companies  and  private  holdings  to  real 
estate  and  art  collections.  Stock  prices  were  calculated  using  market  prices  and  exchange  rates  as  of  market  closings  on  Feb. 
9.  Privately  held  companies  were  valued  by  coupling  estimates  of  revenues  or  profits  (or,  in  some  cases,  numbers  provided  by 
the  companies)  to  prevailing  price/revenue  and  price/earnings  ratios  for  similar  publicly  traded  companies.  Generally  we  list 
individual  fortunes,  rather  than  those  shared  among  large,  multigenerational  families  such  as  the  Rothschilds.  In  some  cases  we 
list  siblings  together  if  we  don't  know  how  they  share  their  fortune,  but  require  they  be  worth  an  average  S1  billion  apiece  to 
make  the  cut.  The  Canadian  brothers  James,  Arthur  and  John  Irving,  for  example,  share  (in  unknown  proportions)  an  oil  empire 
worth  an  estimated  $5.8  billion.  When  we  learn  the  specifics,  as  with  New  Zealand  brothers  Richard  and  Christopher  Chandler, 
who  divvied  up  their  investments  in  December,  we  list  them  separately.  We  denote  these  splits  in  our  rankings  to  distinguish 
them  from  newly  discovered  fortunes. 


;  J.  M.  Degen  &  Co.;  Andriy  Dmytrenko,  Dragon  Capital,  Kiev;  Euromonitor;  Alaric 
Mason,  Stephen  Mason  Associates;  Millennium  Capital;  S&J,  Korea;  Planet  Retail, 
nd.  Colliers  Jackson-Stops;  Jim  Wagoner,  United  Country  Lambert  Realty;  Zawya 
Magazine;  Ketil  Skjak,  real  estate  analyst,  SEB  Enskilda. 
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I  want  to  keep  in  touch  with  my 
friends  and  family  without  getting 
a  call  from  the  CFO. 


FREE 

HIGH-SPEED  INTERNET 
& 

FREE 

LONG  DISTANCE 


WHAT'S  YOUR  REQUEST?®  Do  you  want  to  chat  up  old  friends  and  current 
business  associates  every  day?  Or  do  you  want  to  leisurely  surf  the  web  looking  for  the  next 
big  thing  all  night?  We'd  like  to  hear  about  it.  Join  Wyndham's  free  ByRequest  program  and 
enjoy  extras  like  free  long  distance  and  Internet  when  you're  traveling  on  business.  Call  us  or 
your  travel  planner  for  details.    1.800.WYNDHAM  wyndham.com 


Wyndham  Phoenix 
Wyndham  Anaheim  Park 
Wyndham  Commerce 

Los  Angeles,  CA 


Wyndham  Orange  County 
Wyndham  Palm  Springs 
Wyndham  San  Jose 


WYNDHAM 
HOTELS  AND 
RESORTS 


^ndham  ByRequest1  benefits  are  available  at  participating  Wyndham  Hotels  and  Resorts  and  are  subject  to  certain  restrictions.  For  a  complete  list  of  terms  and  conditions,  visit  wyndham.com 


Grow  up  with  the  country's  best  school  system, 
and  you're  never  far  from  the  answer. 


Nearly  one-third  of  the  population  of  Fairfax  County,  Virginia  can  speak  a  language  other 
than  enclish.  and  nearly  80%  of  households  have  internet  access.  when  your  neighbors  are 
this  smart  and  connected,  you'll  never  be  far  from  the  answers  you  seek.  to  see  how  your 
company  can  benefit  from  a  move  to  fairfax  county,  visit  e-co  u  n  tr  y.o  rg  or  call  703-79o-060o. 

Fairfax  County.  The  power  of  ideas. 


There's  only  one  thing  you  really  need  in  order 
to  offer  employee  health  care  coverage. 

An  employee. 

Offering  health  care  coverage  to  your  employees  is  a  big  step  for  any  small  business. 

But  with  help  from  Blue  Cross,  it's  a  step  your  business  can  take.  We  have  such  a  wide 
choice  of  plans,  there's  sure  to  be  one  that's  right  for  your  company.  Our  BeneFits  portfolio 

has  a  range  of  affordable  and  manageable  plans  that  are  easy  to  join  and  contribute  to. 
Or  if  you  want  to  offer  more  choice,  EmployeeElect  has  a  wide  array  of  flexible  plans  your  staff 
can  pick  and  choose  from.  To  find  out  more,  just  call  your  broker  or  visit  us  at  bluecrossca.com. 
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LIFE      DENTAL  VISION 


Health  products  in  BeneFits  end  EnfM 
BCC  and  BCL8H  are  independOT 


Irtfolios  offered  by  Blue  Cross  of  California  (BCC)  or  BC  life  S  Health  Insurance  Company  (BCL8H).  Dental  BeneFits  plan,  Vision  and  Term  Life  products  offered  by  BCLSH 
ees  of  the  Blue  Cross  Association  and  are  licensed  to  conduct  business  in  the  State  of  California.  ®  Registered  Marks  of  the  Blue  Cross  Association.  <S>  2007  6CC. 
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Insights  on  the  world.  Economist 
At  newsstands,  bookstores  and  Economist.com  every  week.  I  
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Insights  on  the  world.  Economist 
At  newsstands,  bookstores  and  Economist.com  every  week.  I  


Call  for  a  prospectus,  which  includes  investment  objectives,  risks,  charges,  expenses,  and  other 
information.  Read  and  consider  it  carefully  before  investing.  An  investment  in  a  money  market  fund  is 
not  insured  or  guaranteed  by  the  Federal  Deposit  Insurance  Corporation  or  any  other  government 
agency.  Although  a  money  market  fund  seeks  to  preserve  the  value  of  your  investment  at$l  per  share, 
it  is  possible  to  lose  money  by  investing  in  such  a  fund. 

Although  the  income  from  a  municipal  bond  fund  is  exempt  from  federal  tax,  for  some  investors,  a  portion  of  the  fund's  income  may  be  subject  to  state  and  local 
taxes,  as  well  as  to  the  federal  Alternative  Minimum  Tax.  ©2007  The  Vanguard  Group,  Inc.  All  rights  reserved.  Vanguard  Marketing  Corporation,  Distributor. 


Makers  Breakers 


FOR  MORE  FINANCIAL  STATS  GO  TO  WWW.FORBES.COM/MAKERS 

Brown  Triumphant 

a  reight  carrier  UPS  always  seemed  to  be  less  glamorous  than  its  competitor 
I  FedEx.  With  its  dull  brown  trucks  and  unionized  workforce,  UNITED  PARCEL 
SERVICE  (70,  UPS)  compared  unfavorably  to  the  less  unionized  (pilots  only) 
and  brightly  colored  FedEx. 

But  UPS  has  come  into  its  own.  Beefed-up  bar  codes  have  let  Big  Brown's 
drivers  improve  reliability.  UPS  workers  and  customers  now  are  better  able  to 
track  package  movement.  Despite  their  identical  price/earnings  multiples  (18), 
UPS  is  the  better  bet  for  investors  than  FedEx,  which  has  gotten  indigestion  from 
swallowing  several  smaller  competitors.  Another  minus  for  FedEx  is  the  money  it 
is  pouring  into  its  ailing  copy  chain,  Kinko's.  FedEx  also  is  embroiled  in  a  dispute 
with  contract  drivers  on  whether  they  should  be  treated  as  employees.  In  2006  UPS 
earnings  rose  8%  to  $4.2  billion  on  $47  billion  in  revenue. 

The  100-year-old  UPS  now  has  a  broader  array  of  services,  including 
freight  forwarding,  heavy  airfreight  and  logistics  planning,  and  is  taking 
full  advantage  of  burgeoning  international  trade  to  fuel  growth,  says 
Bank  of  America  analyst  Scott  D.  Flower. 

UPS  delivers  15.6  million  packages  a  day  in  200  countries  (FedEx:  6.1  mil- 
lion). UPS'  international  package  volume  was  up  17.3%  last  year  while  its  U.S. 
package  growth  was  4.4%.  In  February  the  company  ordered  27  Boeing  767- 
300ER  freighters  to  handle  the  surge  in  volume.  The  UPS-FedEx  rivalry  will 
heat  up  in  2007  after  a  detente  in  prices  last  year.  UPS  announced  a  4.9%  boost  while 
FedExs  rate  increased  3.5%.  Another  potential  duel:  TNT  Post  Group  in  Europe,  which 
Flower  says  both  UPS  and  FedEx  may  go  after.  — Tatiana  Serafin 
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UPS  is  ordering 
more  planes  to 
handle  all  its 
new  business. 
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Easy  Rider 

High  gas  prices  lately  have  cut  into 
the  performance  of  companies 
like  ADVANCE  AUTO  PARTS  (38,  AAP), 

which  cater  to  the  do-it-yourself 
car  repair  market.  Advance  sells 
parts  like  batteries,  brake  pads  and 
spark  plugs.  In  2006  earnings  were 
flat,  at  $231  million,  on  revenue  of 
$4.6  billion.  The  stock  is  off  8%  in 
the  past  year. 

Last  summer's  high  gasoline  prices  pulled  back 
in  the  fall  but  now  are  rising  again.  That  discourages 
auto  parts  buying  short  term.  People  don't  drive  as 
much,  so  they  don't  visit  the  stores  as  often  and  their 
cars  don't  suffer  as  much  wear  and  tear.  But  A.G. 
Edwards  analyst  Brian  Postol  says  the  long-term 
industry  fundamentals  look  good.  A  record  number 
of  vehicles  on  the  road  now  are  six  to  ten  years  old, 
the  time  that  they  need  to  either  be  replaced  or  get 
new  parts.  Advance  is  remodeling  stores  to  improve 
sales  and  productivity.  Its  17  P/'E  is  also  cheaper  than 
the  sector  average  (20).  — Megan  Johnston 


Can  Do 


It  almost  became  roadside  litter.  Not  too  long  ago  can  maker  CROWN  HOLD- 
INGS (23,  CCK)  came  close  to  bankruptcy  because  the  company  had  loaded 
itself  with  onerous  debt  for  a  1990s  acquisition  drive  and  been  slammed 
with  asbestos  liabilities.  Red  ink  has  been  a  constant  for  most  of  this  decade: 
In  2005  Crown  had  a  $362  million  loss.  The  stock  sank  to  a  subterranean  92 
cents  in  2001. 

But  the  company  has  recaptured  its  fizz  through  asset  sales  and  debt 
paydowns.  The  asbestos  outlays  are,  thankfully,  waning  at  last.  Crown  even 
has  embarked  on  a  $100  million  stock  buyback  campaign.  And  last  year  it 
broke  back  solidly  into  the  black,  with  $309  million  in 
earnings  on  revenue  of  $7  billion,  up  5%. 

Citigroup  analyst  Timothy  Thein  believes  Crown  still 
has  room  to  grow.  The  company  has  been  able  to  raise 
prices  and  has  expanded  into  higher-margin  "specialty" 
cans — those  that  hold  other  than  the  standard  12  ounces, 
used  for  energy  drinks  and  the  like.  These  cans  now  make 
up  one-tenth  of  the  company's  U.S.  beverage  containers. 
Crown  has  differentiated  itself  from  other  U.S.  container 
companies  by  expanding  into  underpenetrated  overseas  markets,  like  east- 
ern Europe,  Asia  and  the  Middle  East. 

While  the  share  price  has  risen,  it's  relative,  coming  off  a  penny  stock 
level.  Crown  remains  affordable  at  13  times  trailing  earnings.  — M.J. 
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Any  MFP  can  print  colorful  growth  charts. 
How  many  can  actually  help  you  achieve  them? 
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INTRODUCING  THE  SHARP  MX-SERIES.  Thanks  to  the  revolutionary 
Sharp  Open  Systems  Architecture,  these  multifunction  products  seamlessly  integrate 
with  your  network  to  keep  up  with  your  growing  business.  They  also  deliver  outstanding 
color  and  enhanced  productivity.  No  wonder  Sharp  MFPs  won  the  BLI  award  for 
"IT  Friendliness"  and  the  BERTH  5-Star  Exceptional  rating  for  product  usability.  To  start  your 
own  renaissance  of  color,  visit  sharpusa.com/documents 
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Portfolio  Strategy  Kenneth  L  Fisher 


TAKEOVER 
TARGETS 


FOUR  AND  A  HALF  YEARS  AND  STILL  GOING  STRONG. 
The  bull  market  that  began  in  late  2002  is  far  from  over. 
Pessimists  will  tell  you  that  the  good  times  have  to  stop, 
that  after  four  years  the  market  just  has  to  be  due  for  a 
correction.  But  that's  because  the  pessimists  don't  look 
at  what  is  driving  this  market. 

The  driver  is  the  relationship  between  earnings  yield  (the 
inverse  of  a  price/earnings  ratio)  and  bond  yields.  When  earn- 
ings yields  are  bigger  than  bond  yields,  institutional  investors  can 
make  a  profit  by  using  borrowed  money  to  acquire  shares  of 
stock.  The  process  can  continue  for  years,  until  equity  prices  are 
bid  higher  or  the  cost  of  money  gets  higher. 

We're  in  the  middle  of  such  a  process.  The  phenomenon  can  go 
on  for  quite  a  while.  It  did  in  the  early  1960s,  when  a  combination 
of  cheap  money  and  low  stock  prices  gave  rise  to  the  conglomerate 
boom,  personified  by  Harold  Geneen  of  ITT. 

Who  are  todays  institutional  buyers?  They  are  of  three  kinds. 
Some  are  private  equity  investors,  firms  like  KKR  and  Blackstone 
that  use  mostly  borrowed  cash  to  buy  whole  companies  outright, 
even,  as  we  are  now  witnessing,  a  giant  electric  utility.  Next  are 
publicly  traded  corporations  using  debt  (or  a  combination  of 
debt  and  other  financing)  to  acquire  competitors  or  related  firms; 
an  example  is  Tata  Steel's  deal  to  buy  British  steelmaker  Corus, 
announced  Jan.  31.  In  the  lingo  of  analysts,  the  deal  will  be  accre- 
tive. That  is,  Tata's  earnings  per  share  will  go  up  as  a  result. 

Finally,  astute  chief  executives  who  don't  want  their  companies 
to  be  taken  over  can  leverage  up  their  own  balance  sheets  in  order 
to  buy  in  shares.  Done  cheaply  enough,  the  buy-in  raises  earnings 
per  share  and  thus  the  share  price,  making  the  company  less 
tempting  to  takeover  artists.  Two  companies  that  have  successfully 
undertaken  large-scale  buy-ins  over  die  past  several  years  are  Avon 
Products  and  Texas  Instruments. 

Some,  not  all,  chief  executives  are  either 
slow  to  figure  out  what  is  going  on  or  else 
too  conservative  to  want  more  debt  on  their 


I  Forbes 


balance  sheets.  I  will  cite  two  companies  that  ought  to  be  buying 
in  their  own  shares.  My  purpose  is  not  to  scold  management  into 
acting  but  to  tip  you  off  to  shares  you  can  still  buy  cheap.  By  the 
time  the  companies  in  question  (or  hostile  acquirers  or  Blackstone) 
get  around  to  buying,  you  should  be  looking  at  a  nice  capital  gain. 

The  first  is  Lone  Star  Technologies  (47,  LSS),  which  makes 
the  steel  pipe  used  to  drill  oil  and  gas  wells.  It's  a  perfect  takeover 
target  in  a  naturally  consolidating  field.  One  plausible  buyer 
(pending  any  antitrust  concern)  is  Tenaris  S.A.,  an  Argentinean 
firm  in  the  same  field  that  recently  announced  takeovers  of  two 
Lone  Star  competitors,  Maverick  Tube  and  Hydril. 

Lone  Star  trades  at  12  times  its  likely  earnings  this  year. 
Tenaris  or  another  acquirer  could  pay  a  25%  premium  to  get 
Lone  Star,  pay  the  tab  with  BBB-rated  bonds  paying  5.8%  (which 
would  cost  only  3.8%  aftertax)  and  pocket  an  earnings  incre- 
ment of  $45  million  a  year.  Now,  Lone  Star's  boss,  Rhys  J.  Best, 
is  about  the  best  guy  you  could  get  to  run  an  oilfield  steel  firm 
like  this.  But  he's  simply  too  conservative  financially.  I  think  he 
should  borrow  $700  million  and  buy  in  a  third  of  Lone  Star's 

shares.  He'd  still  be  left  with  a 
balance  sheet  no  more  lever- 
aged than  that  of  the  average 
S&P  500  firm.  Buy  now,  before 
Best  reads  this  column. 

Here's  another  steel  man  I 
admire:  Keith  Busse.  He  was  a 
protege  of  the  late  steel  industry 
genius  Kenneth  Iverson  of 
Nucor  Corp.  But  Keith  must  not 
know  finance  or  he  would  get 
his  stock  up  more.  He  is  the 
founder  and  chief  executive  of 
Steel  Dynamics  (38,  STLD), 
which  is  a  smaller  version  (4.7 
million  tons  a  year)  of  Nucor, 
a  low-cost  minimill  operator. 
Insiders  own  17%  of  Busses 
firm,  but  that  isn't  enough  to  stop  a  takeover. 

Steel  Dynamics  trades  at  ten  times  likely  earnings  for  2007. 
An  acquirer  paying  a  25%  premium  using  borrowed  funds 
should  be  able  to  boost  its  own  aftertax  earnings  by  $175  million 
a  year.  The  steel  industry  is  globally  fragmented.  Takeovers  are 
accelerating  as  firms  strive  for  share.  Cross-border  takeovers  are 
common  now  (witness  Mittal's  purchase  of  Arcelor).  Anticipating 
a  hostile  tender  offer,  Keith  Busse  should  have  his  company 
borrow  money  and  use  the  proceeds  to  buy  in  shares. 

Keith  has  been  doing  just  the  reverse:  paying  down  debt,  a 
bad  strategy  for  2007.  Keith  Busse  is  as  courageous  as  anyone 
you  will  ever  meet  and  fears  no  fight,  but  if  he  doesn't  get  his 
stock  up  he  will  have  a  fight  he  can't  win.  Buy  that  stock  before 
the  fighting  starts.  F 

Money  manager  Kenneth  L.  Fisher's  latest  book  is  The  Only  Three  Questions  That 
Count  (John  Wiley,  2007).  Visit  his  home  page  at  www.forbes.com/fisher. 


Some,  not  all, 
chief  executives 
are  slow  to 
figure  out 
what  is  going 
on  or  are  too 
conservative 
to  want  more 
debt  on  their 
balance  sheets. 


212      FORBES       MARCH  26,  2007 


INSURANCE. 


hTieStandarcr 


Positively  different. 


You  want  to  be  ready  for  life's  unexpected  opportunities.  Pursuing  your  passions 
is  easier  when  you  feel  secure.  For  100  years,  The  Standard  has  protected  people's 
dreams  and  given  them  the  confidence  for  whatever  comes  next.  So  explore 
everything  life  offers.  We'll  be  there  with  you.  STANDARD.COM 


The  Standard  is  a  marketing  name  for  StanCorp  Financial  Group,  Inc.  and  subsidiaries.  Insurance  products  are  offered  by  Standard  Insurance  Company  of 
Portland,  Ore.  in  all  states  except  New  York,  where  insurance  products  are  offered  by  The  Standard  Life  Insurance  Company  of  New  York  of  White  Plains, 
Investment  services  are  offered  through  StanCorp  Investment  Advisers  of  Portland,  Ore.  Product  features  and  availability  vary  by  state  and  company. 


The  Contrarian 


David  Dreman 


THE  RISK  PROBLEM 


THE  WORLDWIDE  SELLOFF  AFTER  THE  SHANGHAI 
exchange's  overdue  correction  Feb.  27  is  a  reminder  that 
investment  risk  is  at  a  high  level.  Investors  have  been 
extraordinarily  placid  about  the  risk  they  are  shoulder- 
ing. Only  following  the  China  rout  did  vix  futures, 
which  track  expected  volatility,  nose  up  from  recent  lows.  But  at 
press  time  the  March  2007  contract  remained  well  below  the  level 
of  last  October,  indicating  people  are  still  blase  about  the  threat. 

There  are  pockets  of  risk  you  should  definitely  avoid.  Two  of 
the  most  dangerous  are  private  equity  and  hedge  funds.  Despite 
their  salesmen's  smooth  PowerPoint  presentations,  many  of  these 
creatures  have  no  clear-cut  strategies  of  where  to  place  the  huge 
dollar  flows  they  are  receiving.  They  charge  large  fees  for  the 
privilege  of  accepting  your  money  and  often  lock  investors  in  for 
two  to  three  years.  If  something  goes  wrong,  then  you  have  no 
way  out. 

Private  equity  works  best  when  it  finds  very  cheap  compa- 
nies— hard  to  do  with  so  much  competition  from  scores  of  other 
such  funds.  And  then  they  must  enlist  operating  geniuses  who 
can  dramatically  improve  company  earnings  where  previous 
management  failed.  Next,  they  ladle  on  more  risk  by  increasing 
the  target  company's  debt  in  the  hope  that  earnings  will  balloon 
in  the  next  few  years.  A  heck  of  a  tall  order. 

Even  the  better-known  funds  like  Blackstone  Group  are  taking 
on  immense  new  risk.  Blackstone  recently  purchased  Samuel 
Zell's  Equity  Office  Properties  Trust  for  $39  billion  (including 
debt).  Zell  is  regarded  as  one  of  the  shrewdest  operators  in  the 
real  estate  world.  When  Zell  sells,  it's  like  a  bell  tolling  for  private 
equity's  peak.  Good  luck  to  Blackstone  investors. 

Hedge  funds,  on  the  faster  track  of  daily  trading,  already 
have  shown  how  things  can  come  apart.  Amaranth,  a  hedge 
fund  with  a  sizzling  record  for  some  years,  lost  $6.6  billion  in  the 
fall  and  collapsed.  The  fund  allowed  a  young  trader 
to  make  enormous  directional  bets  in  natural  gas 
futures.  This  was  the  largest  hedge  fund  failure  since 


Long-Term  Capital  Management  in  1998. 

That's  not  all.  Look  at  the  subprime  mortgage  companies, 
which  have  both  loose  underwriting  standards  and  a  surprising 
appetite  to  hold  a  lot  of  the  mortgages  that  they  create.  New 
Century  Financial,  the  second-largest  subprime  lender  with  $25 
billion  in  assets,  plummeted  from  a  12-month  high  of  $52  to 
$15,  or  71%,  helped  along  by  the  news  that  it  would  report  a  loss 
in  the  December  quarter  and  restate  other  2006  quarters.  The  cur- 
rent dividend,  nominally  yielding  49%,  is  certain  to  be  cut  sharply, 
possibly  to  zilch.  NovaStar  Financial,  another  large  subprime 
entity  (it  also  owns  a  passel  of  its  own  mortgages),  is  down  80% 
from  its  12-  month  high  and  yields  70%  if  you  naively  extrapolate 
past  dividends.  The  dividend  also  is,  shall  we  say,  at  risk. 

Another  measure  of  the  disregard 
for  risk  is  the  equity  risk  premium, 
calculated  by  taking  the  S&P  500's 
earnings  yield — that's  the  inverse  of  its 
price/earnings  ratio,  now  18,  which 
becomes  5.6% — and  subtracting  from 
it  the  ten-year  Treasury  bond's  yield. 
The  difference  is  a  mere  percentage 
point,  low  by  historical  standards. 

The  lack  of  concern  about  risk 
also  applies  to  the  bond  market.  The 
spread  between  high-yield  bonds  and 
risk- free  Treasurys  is  at  its  lowest  level 
in  five  years.  An  even  clearer  indica- 
tor called  the  distress  ratio  measures 
the  number  of  junk  bonds  that  yield 
ten  percentage  points  or  more  above 
long  Treasurys.  It's  at  its  lowest  level 
since  1994. 

True,  markets  are  much  cheaper 
and  have  far  stronger  fundamentals  than  they  had  in  the  late- 
1990s  bubble  era.  But  any  downdraft  hurts.  So  improve  the  qual- 
ity of  your  bond  portfolio,  keep  maturities  short  and  stay  clear  of 
junk.  In  equities,  go  for  sound  blue  chips.  Such  as: 

Amgen  (64,  amgn),  one  of  the  largest  and  most  successful 
biotech  firms,  is  down  17%  from  its  12-month  high  on  a  number 
of  product  disappointments,  particularly  potential  negative  side 
effects  related  to  anemia  drug  Aranesp.  Still,  the  company  has  a 
strong  product  line,  including  Neupogen  and  Enbrel,  plus  some 
promising  drugs  in  the  pipeline.  Earnings  should  grow  at  a  12%- 
to-15%  rate  for  at  least  the  next  several  years.  Amgen's  P/E:  16. 

General  Electric  (35,  GE),  a  wondrously  diversified  industrial 
company,  should  see  a  low  double-digit  profit  gain  in  2007,  with 
another  good  increase  next  year.  The  stock  presents  good  value  at 
a  P/E  of  17,  with  a  3%  yield. 

At  Northrop  Grumman  (72,  NOC),  the  big  defense  contractor, 
earnings  grew  16%  last  year  and  should  grow  another  12%  in 
2007.  The  P/E  is  just  16,  and  the  stock  yields  2%.  F 


Keep  blue 
chips.  Be 
leery  of 
hedge  funds 
and  private 
equity  and 
the  junkiest 
bonds. 
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Yes,  But  i  James  Grant 


Ichigo's  success  in  blocking  this  transaction  represents  a  bell- 
ringing  first.  Scores  of  Japanese  companies  are  commandingly 
cheap  on  an  asset  basis,  but  the  assets  are  under  lock  and  key.  Pry 
the  keys  from  managements  hands,  and  investors  would  beat  a 
new  path  to  Tokyo.  Tradable  merchandise  is  already  cheap  in  yen 
terms.  Japanese  stocks  will  themselves  appear  cheaper  as  the 
reform  in  corporate  governance  continues  to  make  quiet  but 
substantive  progress. 

I  mentioned  disaster  insurance.  The  yen,  because  it  costs  next 
to  nothing  to  borrow  and  because  it  so  reliably  loses  value  against 
the  dollar  and  euro,  is  the  worlds  favorite  funding  currency. 


BUY  THE  YEN  NOW 


THE  YEN  IS  A  PIECE  OF  PAPER  OF  NO  INTRINSIC  VALUE. 
Then  again,  so  is  every  other  currency  under  the  sun. 
Each  derives  its  value  from  the  stamp  of  a  govern- 
ment. What  sets  the  yen  apart  is  its  tiny  yield,  five 
percentage  points  less  than  the  money  rates  available 
in  the  U.S.  and  U.K.,  never  mind  the  customarily  higher-yield- 
ing currencies  of  Brazil,  Turkey,  Indonesia  and  other  such 
subprime  nations. 

That  is  not  the  worst  of  it.  The  worst  of  it,  for  a  yen  bull,  of 
which  I  am  one,  is  the  perceived  certainty  of  things.  At  121  to  the 
dollar,  the  yen  on  Feb.  26  stood  at  a  1 5-year  low  against  the  euro 
and  its  predecessor  currencies,  and  a  21 -year  low  in  real  trade- 
weighted  terms.  Before  the  worldwide  selloff  that  began  on  Feb. 
27,  there  was  supposedly  nothing  on  the  horizon  to  change  things. 

A  little  inflation  would  give  the  Bank  of  Japan  the  latitude  to 
put  up  its  call  rate.  To  the  accompaniment  of  millions  of  wringing 
hands,  the  central  bank  did  double  that  rate,  all  the  way  to  half  a 
point,  on  Feb.  21.  But,  because  the  so-called  core  CPI  continues  to 
sag,  another  doubling  seems  unlikely.  So  sell  the  yen  or  avoid  it, 
the  consensus  of  expert  opinion  held.  Just  don't  buy  it. 

As  an  investor  in  Japanese  equities,  I'll  now  talk  my  book.  I 
believe  that  the  yen  is  a  worthwhile  investment.  It's  a  bargain  in 
fundamental,  purchasing-power  terms,  for  one  thing.  And  it 
provides  low-cost  disaster  insurance,  for  another. 

The  yen  is  cheap  for  the  merchandise  it  can  buy  today.  It  is 
also  cheap  for  the  corporate  assets  it  could  buy  tomorrow,  if  only 
Japans  famously  shareholder-unfriendly  corporate  managements 
would  wake  up  to  the  best  practices  of  the  20th  century,  never 
mind  those  of  the  21st. 

But  more  and  more,  they  are.  Late  in  February,  for  example,  a 
Japanese  fund  manager  did  the  heretofore  impossible.  Ichigo 
Asset  Management,  with  all  of  $25  million  under  management, 
solicited  more  than  42%  "no"  votes  to  oppose  the  proposed 
acquisition  of  Tokyo  Kohtetsu  Co.  by  Osaka  Steel,  a  union 
blessed  by  the  two  corporate  managements  and  therefore, 
under  the  old  rules,  a  done  deal.  But  the  rules  have  changed, 
and  the  merger  is  off . 


For  speculators, 
the  Japanese 
currency  is  a 
big  funding 
source.  Bet 
against  them — 
and  pray  for  a 
financial  crisis. 


People  use  it  to  finance  investments  in  a 
host  of  higher-yielding  assets.  Japanese 
individuals  sell  the  yen  to  buy  Australian 
or  New  Zealand  bonds.  The  sharpshooting 
residents  of  Greenwich,  Conn,  use  the  yen 
to  finance  their  leveraged  adventures  in 
commodities,  stocks,  bonds  and 
derivatives. 

The  size  of  these  borrow- 
ings— the  "yen  carry  trade,"  they're 
called — is  nowhere  computed  but 
must  be  immense.  Yen  short  sales 
stand  at  a  record  high,  according 
to  the  Commodity  Futures  Trad- 
ing Commission.  And  massive 
offshore  purchases  of  kiwi- 
denominated  bonds  have  led 
the  New  Zealand  central  bank  to 
serve  public  notice  on  the  risks 
of  speculating  in  foreign- 
exchange  rates. 

Because  nothing  is  so  unstable  as  a  widespread  belief  in  the 
certainty  of  peace  and  quiet,  the  buildup  of  yen  short  sales  pre- 
sents a  risk  to  every  investor,  Japanese  or  otherwise.  Without 
exactly  knowing,  one  can  be  mortally  sure  that  the  world  is  more 
highly  leveraged  than  even  the  fretful  central  bankers  suspect.  If 
so,  a  bear  market  in  any  of  the  popular  classes  of  investment 
assets  would  likely  turn  todays  rush  to  borrow  yen  into  an  even 
faster  race  to  repay  it.  Maybe  its  already  started. 

If  so,  the  yen-dollar  exchange  rate  could  soar.  You  may  recall 
that  in  only  three  days  during  the  crisis  surrounding  the  1998 
crackup  of  Long-Term  Capital  Management,  the  yen  rallied  by 
18%.  One  way  to  buy  the  yen  is  through  a  brand-new  exchange- 
traded  fund,  CurrencyShares  Japanese  Yen  Trust  (83,  fxy), 
traded  on  the  Big  Board. 

As  the  yen-dollar  moves,  so  does  the  funds  share  price.  The 
prospectus  mentions  some  of  the  very  good  reasons  not  to  spec- 
ulate in  foreign  exchange.  But  there's  no  better  time  to  take  out 
flood  insurance  than  when  the  sun's  shining.  The  glare — until  the 
last  Tuesday  in  February — was  almost  blinding.  F 


(Forbes 
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The  crew  of  Deuce 
sets  course  for 
Helena,  Mont. 


'<■  N \ 


Shiver 
Me 


Timbers 


Going  100mph-plus 


in  an  antique  ice 
yacht  can  make 
ordinary  sailing 
feel  downright 
pedestrian. 

BY  DANIEL  FISHER 


SNOWFLAKE.  ICICLE.  AVALANCHE.  , 
Ferdinand  the  Bull.  Names  of 
ice  yachts  from  the  golden  era 
of  ice  sailing  typically  commin- 
gled whimsy  with  menace — and 
for  good  reason. 
More  than  just  a  frisson  of  fear  shivered 
through  the  crew  of  Deuce  when  this  hulking, 
1930s-vintage  iceboat  found  itself  caught  by  a 


sudden  gust  of  wind  on  a  Wisconsin  lake  a 
few  years  ago.  A  crew  member  watched  on  a 
handheld  global  positioning  system  unit  as 
the  54-foot  craft  accelerated  past  1 19mph,  at 
which  point  he  dropped  the  GPS  so  he 
could  hold  on  with  both  hands. 

"We  were  in  fear  for  our  lives,"  says 
Deuce  owner  Richard  Hennig,  a  6-foot-6 
machine-shop  owner  who  doesn't  look  as  if 
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he  needs  to  be  afraid  of  anything.  At  lOOmph,  he  says,  Deuce 
loses  whatever  grace  she  once  possessed  and  starts  to  handle 
more  like  a  forklift  careening  across  a  skating  rink.  "You  don't 
know  who's  in  control,"  says  Hennig. 

But  oh,  what  fun.  Deuce  is  a  stern  steerer,  so  called  because 
the  vehicle  is  steered  via  a  single  pivoting  skate  fixed  to  the  back 
end  of  a  long  central  spine  analogous  to  a  boat's  hull.  This  was 


Owner  Richard 
Hennig  (left)  and 
skipper  Todd  Knop 
sit  in  a  nacelle  at 
the  far  stern,  atop 
Deuce's  rear  skate, 
hoping  not  to  be 
pitched  out. 

the  prevailing  design  in  the  mid- 1800s,  when 
wealthy  Hudson  River  families  like  the  Roosevelts 
and  the  Gildersleeves  adapted  traditional  Dutch  ice- 
boats into  lightning-quick  sporting  machines  that 
raced — and  often  beat — the  fastest  steam  locomo- 
tives plying  the  Hudson's  banks. 

Franklin  Delano  Roosevelts  uncle  John  was  one 
of  the  founders  of  the  Hudson  River  Ice  Yacht  Club 
in  1885,  and  his  48-foot  Icicle  is  still  on  display  in  the 
Hudson  River  Maritime  Museum  in  Kingston,  N.Y. 
FDR  himself  requested  that  his  presidential  library  across  the  river 
in  Hyde  Park  feature  a  1905  photograph  of  himself  as  a  youth  at 
the  helm  of  his  beloved  Hawk. 

Stern-steering  makes  for  some  interesting  dynamics.  If  the 
rear  skate  loses  its  purchase  on  the  ice,  the  crew  finds  itself  sitting 
at  the  end  of  what  suddenly  has  become  a  30-  or  40-foot-long 
pendular  arm.  Even  if  the  rudder  keeps  its  bite,  overcontrol  can 
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prove  fatal.  As  Scientific  American  put  it 
in  1857,  "The  slightest  wrong  guidance 
of  the  rudder  diverts  the  boat  with 
tremendous  violence,  and  hurls  out  the 
occupants  like  a  ball  from  a  cannon." 

That  might  explain  why  some  of 
the  wealthiest  owners  left  the  sailing  of 
their  yachts  to  hired  skippers  and 
crew,  preferring  to  watch  races  from 
the  warmth  of  clubhouses  onshore. 
William  Randolph  Hearst,  not  known 
to  have  been  an  iceboater  himself,  in 
1904  sponsored  the  gold-lined  Hearst 
Cup,  awarded  to  the  fastest  stern 
steerer.  Its  still  awarded  annually — ice 
conditions  permitting — by  the  Wiscon- 
sin Stern  Steerers  Association. 

Deuce  dates  from  a  later  era,  when 
midwestern  dynasties  like  the  Wrigleys 
joined  the  competition.  The  three- 
skate,  green-hulled  craft  was  built  in 


Faster  than  a  speeding  locomotive!  In  the  1880s 
beauties  like  Archibald  Rogers'  Jack  Frost  (below) 
would  race  trains  along  the  Hudson  River. 


1930  by  Clare  S.  Jacobs,  a  Grosse  Pointe,  Mich,  manufacturer 
who  made  his  fortune  selling  Coca-Cola  machines. 

Deuce  marked  the  evolutionary  high  point  for  stern  steerers, 
embodying  such  important  innovations  as  a  winglike  mast, 
designed  by  aeronautical  engineers,  which  swivels  with  the  wind. 
Her  skates  are  chunks  of  steel  as  long  as  13  feet  (the  crew  changes 
skate  length  according  to  ice  conditions),  with  an  almost  imper- 
ceptible curve  along  the  bottom  and  a  razor-sharp  edge  so  that 
the  skate  bites  hard  into  the  ice. 

With  a  52-foot  mast,  Deuce  carries  840  square  feet  of  sail,  bet- 
ter than  12  times  that  of  the  more  common,  ubiquitous  DN  class 
of  iceboat  (named  for  a  design  contest  sponsored  by  the  Detroit 
News  in  the  1930s).  Her  massive  spruce  timbers  weigh  2,000 
pounds,  but  this  is  an  elephant  on  ball  bearings:  A  single  person 
can  push  her  across  the  ice.  That  lack  of  friction,  combined  with 
extraordinary  sideways  grip,  means  an  iceboat  can  sail  six  times 


the  speed  of  the  wind. 

Sudden  puffs  can  cause  stern  steer- 
ers to  rock  up  on  a  single  forward  skate, 
like  a  catamaran  flying  a  hull,  until  the 
skipper  can  manage  to  wrestle  the  giant 
craft  back  down.  With  the  crew  perched 
in  a  basketlike  cockpit  at  the  stern, 
there's  little  chance  of  their  staying 
aboard  if  the  steering  skate  breaks  loose. 
Then  skipper  and  crew  go  skittering 
across  the  ice  as  the  boat  coasts  to  a 
stop.  Jack  Jacobs,  grandson  of  Clare  and 
an  avid  iceboater,  says  his  grandfather 
got  tossed  from  Deuce  "about  three 
times  a  season." 

Soon  after  Deuce  was  built,  the  stern 
steerer  era  ended.  Iceboats  took  on  their 
modern  configuration,  with  smaller, 
comparatively  lightweight  hulls  and  a 
single  skate  mounted  at  the  front,  for 
better  control.  But  the  stern  steerers 
retain  a  passionate  following  even  today 
for  their  impressive  size  and  beautiful 
detailing,  including  varnished  wood- 
work and  custom-designed  metal  hard- 
ware. Jack  Frost,  a  historic  Hudson  River 
iceboat  dating  back  to  the  1800s,  still 
makes  an  appearance  occasionally 
when  the  river's  bays  freeze  enough  to 
support  her  weight.  Unlike  Deuce,  she 
has  a  schoonerlike  gaff-rigged  sail, 
which  limits  her  speed  to  well  below 
lOOmph,  not  in  Deuce's  league. 

Hennig,  a  sailboater  in  his  youth, 
who  won  a  North  American  champi- 
onship in  the  highly  competitive  Star 
class  in  1988,  bought  Deuce  for  $15,000 
in  1994  from  a  Wisconsin  man  who  had 
grown  too  old  to  sail  her.  He  recently 
spent  a  year  and  more  than  $100,000  rebuilding  the  aging  ice 
queen,  sending  an  emissary  up  to  Canada  to  select  the  600-year- 
old  spruce  tree  used  to  make  her  new  54-foot  spine  (crosspiece  to 
the  "runner  bar,"  or  timber  that  holds  the  heavy  metal  skates  on 
either  side  of  the  boat).  It  helps  that  Hennig  owns  a  machine 
shop:  William  Mattison,  a  Madison,  Wis.  iceboat  builder,  says  to 
make  a  Deuce-class  ship  from  scratch  would  cost  more  than 
$200,000. 

That's  a  lot  for  a  boat  that  might  sit  in  the  shed  for  years  at  a 
time,  waiting  for  the  right  conditions  of  smooth,  thick  ice.  Hen- 
nig recently  hauled  Deuce  out  to  a  normally  windswept  valley  in 
Montana  for  a  gathering  of  stern  steerers.  After  two  days  with  no 
wind — the  first  such  episode  locals  could  remember — he  and  his 
crew  loaded  Deuce  back  on  the  trailer  and  drove  back  to  Racine. 

"Iceboating  is  the  safest  sport  on  earth,"  one  veteran  says. 
"Because  you  almost  never  get  to  do  it."  F 
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DANCE 


Serious  Hula 

Burn  your  grass  skirt.  Hula  has  graduated  to  velvet  dresses, 
corporate  sponsorship.  Yet  even  as  its  worldwide  following  grows, 
it  hasn't  lost  its  roots  By  Suzanne  Hoppough 


i 


ON  A  BALMY  NOVEMBER 
evening  last  year  at 
Hawaii's  Hilton  Waikoloa 
Village,  nine  women 
expressed  their  love  for 
the  beauty  of  the  Big 
Island  by  raising  their  hands  into  the  sky 
and  swaying  their  hips.  Adorned  in  stark, 
white  bubble  dresses  and  leis  woven  of 
ferns  and  Hinano  blossoms,  they  were 
competing  with  four  other  hula  teams  for 
a  $4,000  grand  prize  and  a  Tiffany  &  Co. 
crystal  bowl.  There  wasn't  a  coconut  bra 
in  sight. 

This  is  not  the  kind  of  hula  one  associ- 
ates with  canned  poi  or  prepackaged  tours. 


It's  an  ancient  and  exacting  art 
whose  rigor  and  romance  have 
carried  it  around  the  world  into 
Mexico,  Canada  and  the  U.S. 
mainland.  Germany  hosts  an 
annual  Hula  Festival  at  the  Waikiki 
Arena  in  Zeulenroda — complete  with  a 
luau  of  grilled  pig.  It's  in  Japan,  however, 
that  hula  now  looms  largest,  with  compa- 
nies like  corporate  travel  giant  Kintetsu 
International  underwriting  tournaments. 

Tokyo  has  20  of  the  world's  800  tradi- 
tional, certified  hula  schools.  Here  many  of 
Japan's  400,000  dancers  (more  than  in 
Hawaii)  come  to  hone  their  craft.  "In  Japan 
they've  made  it  almost  like  an  Amway," 


"This  means  sun; 
this  means  rain; 

this  means 
$4,000."  Winners 
of  a  recent 
competition. 


says  hula  authority  Margo  Mau 
Bunnell,  referring  to  Japanese 
adherents'  propensity  for  recruit- 
ing friends  and  family.  Bunnell 
heads  Hawaii's  nonprofit  Moku  O 
Keawe  Foundation,  which  hosts  a 
hula  tournament  whose  sponsors  include 
Hilton  Hotels  and  Louis  Vuitton.  Winners 
of  such  tourneys,  if  they  choose  to  teach, 
can  write  their  own  ticket  in  Japan. 

Acclaimed  teacher  Nani  Lim  Yap,  for 
example,  has  taught  in  many  places, 
including  Spain,  Taiwan  and  the  U.S. 
mainland.  "They  will  pay  you  whatever  to 
teach,"  she  says  of  the  Japanese.  "They  put 
you  up  in  the  best  hotels  and  take  you  to 
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the  best  restaurants.  They  want  to  be  like 
the  Hawaiians.  They  want  authenticity." 

What  exactly  is  hula's  appeal?  "It's 
about  romance,"  offers  Sig  Zane,  a  newly 
certified  kumu  hula  (teacher)  on  the  Big 
Island.  "It  has  to  do  with  the  notion  of 
paradise."  In  Japan  and  elsewhere,  hula  is  a 
socially  acceptable  way  for  women  to 
express  themselves  and  for  mothers  and 
daughters  to  bond  (70%  of  dancers  world- 
wide are  female). 

In  Hawaii  hula  provides  a  way  for  the 
native  population  to  reaffirm  and  perpetu- 
ate ancient  standards:  Dancers,  if  traditional, 
cannot  wear  all-black  outfits.  The  drumming 
that  accompanies  their  dance  must  be  done 
in  a  prescribed  way  on  a  prescribed  drum. 
Chants  either  have  to  have  originated  prior 
to  1893,  the  year  the  U.S.  overthrew  the 
Hawaiian  monarchy,  or  be  in  the  same  style 
as  chants  of  that  period. 

To  traditionalists'  dismay  hula  insur- 
gents have  begun  to  flout  the  canon,  some 
to  wild  applause.  In  San  Francisco  Patrick 
Makuakane  and  his  troupe  sway  to  the 


Native  Hawaiians 


feared  being 
beaten  at  their 
own  game  by  the 


music  of  U2,  Cyndi  Lauper  and  Roberta 
Flack.  He  has  been  known  to  wear  glitter 
and  tight  tank  tops  that  accentuate  his 
muscular  physique  (rare  in  traditional 
male  hula  dancers).  His  oeuvre  owes  less 
to  Pele,  Hawaiian  goddess  of  volcanoes, 
than  it  does  to  Cirque  du  Soleil. 

Until  last  year  Hawaii  had  no  tourna- 
ment where  non-Hawaiians  and  Hawaiians 
could  compete  directly.  The  dominant 
venue  since  1971  has  been  the  Merrie 
Monarch  competition,  sponsored  by 
Hawaiian  Airlines  and  open  to  natives  only. 
Tickets  to  the  April  performance  typically 


sell  out  in  December. 

Then,  in  2006,  competition  arrived. 
Margo  Mau  Bunnell's  foundation 
launched  Moku  O  Keawe,  a  November 
tournament  open  to  both  foreigners  and 
natives.  It  invites  dancers  of  every  per- 
suasion to  perform  both  traditional  and 
nontraditional  hulas.  Bunnell  initially 
had  trouble  recruiting  native  Hawaiians, 
since,  she  says,  they  feared  being  beaten 
at  their  own  game  by  the  Japanese.  But 
native  teams  swept  first  and  second 
places.  The  Japanese  took  third.  (To  see 
photos  from  the  Merrie  Monarch  and 
Moku  O  Keawe  tournaments  and  for 
information  on  buying  tickets,  visit 
Forbes.com/extra.) 

While  the  art  of  hula  has  become 
international,  the  face  of  expert  judging 
remains  monolithically  Hawaiian.  Margo 
Mau  Bunnell  hopes  that  hula  events  will 
see  foreign — specifically,  Japanese — judges 
in  the  next  ten  or  so  years.  But  she  isn't 
holding  her  breath.  On  the  islands  some 
things  are  meant  to  be  kept  sacred.  F 
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23  years  Industry  experience  and  success 
Proven  business  model 
Excellent  training  with  ongoing  support 
Rated  %  1  by  Entrepreneur  Magazine 


arage  Cabinets,  Home  Offices,  Pantries,  Laundries  and  more. 

Closets 

hvDp'sinn 


CD 


Call  for  Information  (800)  377-5737 


e  Country 


Capital  Available 


We  infuse  vital  capital  into  firms  like  yours  and  employ 
a  disciplined  financial  structure  designed  to  increase 
sales  growth  and  profitability. 

212.755.3636  I  www.capstonetrade.com 


Purchase  Order  Finance  I  Trade  Finance  I  Letters  of  Credit 
Domestic  &  International  Accounts  Receivable  Factoring 


Business  Opportunity 


American  Diagnostic  Centers 


Net  annual  income  of  $500,000 

Own  and  operate  a  Medical  Diagnostic  Center 
in  your  area.  Business  Management 
experience  is  a  must.  $800,000  Cash 
investment  required.  Can  reach  profitability 
in  6  months.  Partnership  also  available. 

(866)  862-1222 
info(«  americandiagnosticcenters.com 
www.americandiagnosticcenters.com 


Santa  Barbara  Wine  Country 

512at  -  Vineyard  ready.  Next  to  Kendall- 
Jackson.  135ac  leased  cropland.  58,700,000 
20ot  •  Huge  estate  home,  tennis  tt,  formerly 
owned  by  Forbes  400  member.  $2,795,000 

Santa  Ynez  Valley  Real  Estate  Company, 
800-959-5717,  www.santaynezvalley.com 
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LIFE  INSURANCE  ALERT  FOR  SENIORS 

NEW!  How  to  sell  your 
unwanted  and  unneeded  life 
insurance  policies  for  cash 


About  lnsure.com 

"The  best  Web  site  I've  found..." 

The  Dallas  Morning  News 

"...we'd  recommend  you  do  your 
insurance  shopping  here..." 

Barron's 

"New  source  for  best  buys  in 
insurance.  One  way  to  get  to 
know  the  insurance  market." 

Kipllnger's 

"...this  site  is  flush  with 
useful  features." 

Forbes.com 

"...as  good  as  a  Web  site  on 
insurance  can  possibly  be.  Hats 
off  and  a  gold  star  to  the  top 
insurance  site  on  the  Web." 

Insurance  for  Dummies 

"The  premier  Web  site  in  terms 
of  detail  and  ease  of  use,  (best 
of  all,  it's  free)  is  lnsure.com..." 

Yahoo!  FINANCE 


Here  are  the  facts: 

•  Investor  groups  and  financial  institutions 
are  now  paying  cash  to  buy  unwanted 
life  insurance  policies.  Whole  life, 
universal  life,  term  life,  joint-life, 
last-to-die  and  key-man  life  may  qualify. 

•  You  might  own  an  unwanted  and 
unneeded  life  insurance  policy  that 
is  eligible  to  be  sold  for  cash  and  not 
even  know  it! 


Recent  Purchase  Offers 

69  year-old  male:  $500,000  policy 
Cash  offer:  $100,000 
72  year-old  female:  $750,000  policy 
Cash  offer:  $165,000 
78  year-old  male:  $1,200,000  policy 
Cash  offer:  $408,000 
83  year-old  female:  $2,000,000  policy 
Cash  offer:  $406,000 


•  Rising  premiums  or  changed  family  circumstances  can  create  a  situation  where 
you've  decided  that  a  life  insurance  policy  is  no  longer  wanted  or  needed. 

•  For  example,  many  people  with  unwanted  cash  value  insurance  mistakenly 
believe  that  the  policy  value  is  worth  no  more  than  the  actual  cash  value. 
Even  worse,  many  people  mistakenly  believe  that  their  unwanted  term  life 
insurance  can  only  expire  worthless  or  be  lapsed  for  zero  value. 

•  How  to  obtain  a  free  life  insurance  policy  valuation.  If  you  are  at  least  55 
years  of  age  and  have  at  least  $100,000  of  life  insurance  coverage  in  force, 
please  mail  the  coupon  below,  call  us  toll-free  at  1-800-556-9393,  ext.  101 
or  visit  us  online  at  www.insure.com. 


Instant  quotes  from  over  100  companies 
Life  •  Auto  •  Health  •  Home  •  and  More! 


Insure.com 


YES!  I  am  at  least  65  years  of  age  and  would  like  free  information  on 
how  I  might  be  able  to  sell  an  unwanted  life  insurance  policy  for  cash. 


./_ 


./_ 


$ 


Date  of  birth  (MM/DD/YY) 


City  State 

Major  Illness  History:      ]  Heart  Disease   LJ  Cancer   lD  Diabetes   O  Stroke   LJ  Other . 

(Please  check  all  that  apply-) 

Mail  to:  lnsure.com,  8205  South  Cass  Avenue,  Suite  102,  Darien,  IL  60561 


Ad  Code:  FORBS  3/07 


NOTE;  The  sale  of  an  unwanted  and  unneeded  life  insurance  policy  is  called  a  "life  settlement"  and  is  an  activity  that  is  regulated  in  at  least  37  states-  You  should  never  lapse, 
cancel  or  sell  a  life  insurance  policy  until  after  you  have  first  obtained  independent  and  unbiased  information  regarding  all  of  your  options  and  choices  The  National  Association 
of  Insurance  Commissioners  has  published  a  useful  brochure  entitled.  "Selling  Your  Life  Insurance  Policy:  Understanding  Life  Settlements."  Copies  may  be  obtained  by  calling 
(816)  842-3600  or  visiting  www.naic  org.  This  message  and  offer  is  void  where  prohibited  by  law.  Insure.com  generates  revenues  from  the  receipt  of  industry-standard  fees  and 
commissions  paid  by  participating  insurance  companies,  life  settlement  providers  and  investors  Copyright  ©  1984-2007  lnsure.com,  Inc.  All  rights  reserved  CA  agent  #0A13858, 
LA  agent  #200696,  MA  agent  #333509159.  Insure.com,  Inc.  DBA  Insure  com  Insurance  Services  in  CA  under  agent  #0827712,  in  LA  under  agent  #205078.  Insure.com,  Inc.  DBA 
lnsure.com  Insurance  Services,  Inc.  in  UT  under  agent  #90093. 
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He  was  a  hardworking  farm  boy. 

She  was  an  Italian  supermodel. 

He  knew  he  would  have  just 
one  chance  to  impress  her. 


Rosetta  Stone?  The  fastest  and 
easiest  way  to  learn  ITALIAN 


Dynamic  Immersion"  teaches  you  to: 


SPEAK:  Evaluate  your  pronunciation 
irough  speech  recognition. 


\\\  LISTEN:  Hear  the  language  spoken  by 
'/   native  speakers. 


READ:  Words  and  images  used  together 
'  I  v    increase  understanding. 


WRITE:  Practice  writing  the  new  language 
and  receive  immediate  feedback. 


Personal  Edition.  Solutions  (or 
organizations  also  available. 


Learn  a  language.  Expand  your  world.  Finally,  there's  a  way  to  learn  a  new  language 
that's  easier  than  you  could  ever  imagine.  Rosetta  Stone  interactive  software  teaches  you  any  of 
30  languages,  all  without  translation,  memorization,  or  grammar  drills.  Our  Dynamic  Immersion 
method  uses  a  combination  of  images  and  words  in  a  step-by-step  process  that  successfully 
replicates  the  experience  of  learning  your  first  language.  It's  so  effective  that  NASA,  the  U.S. 
State  Department,  and  a  variety  of  Fortune  500®  executives  have  made  it  their  language  tool  of 
choice.  That's  also  why  we  can  back  it  with  a  six-month  money-back  guarantee. 


Level  1 
Level  2 


-$4S5-  NOW  S1 75.50 


4rz 


now  s202.50 


Best  Value!  C/_  _ 

Level  1&2   -$329-  NOW  s296.10 


Available  for  30  languages,  including  Spanish,  French,  German,  Italian,  Japanese  and  English. 

The  fastest  way  to  learn  a  language.  Guaranteed^ 

RosettaStone 

1-800-399-6162 

Use  promotional  code  lbs037  when  ordering. 

RosettaStone.com/fbs037 

Business  Opportunity 


BUSINESSES  FOR  SALE 


International  Intermediary 
has  Middle  Market  Businesses  for  Sale 

GW  EQUITY 

Mergers  A  Acquisitions 
877-213-1792 


www.GWEQUITY.com 


Health/Back  Pain 


Investor  Alert 


Art  Wholesale 


BEEN  BURNED 

Dispute?  Owed  Money?  Been  Taken 
Advantage  of  on  an  investment  or 
business  deal?  Ready  to  take  action  and 
be  compensated?  Don't  put  good  money 
after  bad.  No  cost  unless  we  get  results! 

Client  First  LLC 
509-966-0359  FAX:  509-966-0482 


BACK  PA/N?1WHAT'S  HOT?|Ga||art 

Emerging  Mkts  at  a  Glance!  W  CI  I  I  CI  I  l.V/Ul  1 1 

0-iyw.d.y      iFJuy/Sell  Fine  Art 
305.932.6166 


There  is 
an  answer! 

Send  for  FREE  information 
on  NEW,  guaranteed 
seat  and  back  supports 
designed  by  a  leading 
back  pain  specialist. 

Posture  Education 

609  Sleepy  Hollow  Rood 
Briarcliff  Manor,  NY  10510 
www.postureeducation  com 


CALL  TOLL-FREE  1- 800.302-0363 


One  Click  for  50  Daily  Charts 

FAST  -  CONVENIENT  -  AC  CURATE 


GlobalMarketsRepOrt.COm  ■  20633  Biscayne  Blvd.  Aventura,  FL  33180 


Bank  for  Sale 


r 


1 


Private  Holding  for  Sale  by  Owner 

For  Sale:  7%  minority  ownership  in 
expanding  private  company  with  fifty 
million  USD  in  sales,  located  in 
Wisconsin.  Owner  entertaining  offers. 
Information  package  provided  by  E-mail 
upon  request.  E-mail  inquiries  to: 
jamesdrilling@mail.com 


639 

m/fm 


Discover  a  tool  for  Wealth 
Creation  ♦  Protection 


WBC 

800-733-2191 


"LOOK"  This  is  Different 


If  you  can  comfortably  afford  a  "one 
time"  investment  of  $12,900  you 
could  earn  $15,000  plus  every  month 
and  it's  easy  and  fun!  We  guarantee  to 
show  you  how  -  in  your  area  -  where  it 
counts,  "a  Corporate  First".  Includes 
a  one-on-one  training  program. 
CALL:  1-877-808-0800 


Forbes  Stock  Market  Course 


This  easy-to-read  common  sense 
on-line  guide  to  building  wealth 
includes  13  individual  sections 
covering  fundamental  analysis, 
technical  analysis,  reading  financial 
statements,  tax-favored  strategies, 
fixed-income  securities,  derivatives, 

mutual  funds,  hedge  funds,  and 
much  more.  Purchase  the  full  course 
for  only  $99. 95, or  buy  individual 
sections  for  only  S9.95. 


Go  to  www.forbesstockmarketcourse.com 
to  place  your  order  today.  ■ 
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Exercise  in  exactly  4  minutes  per  day 

Winner  of  the  1991  Popular  Science  Award  for  the 
 "Best  of  What's  New"  in  Leisure  Products 


$14,615 


ROM  •  MANUFACTURED  IN  CALIFORNIA  SINCE  1990 


TIME  IS  IT.  Over  92%  of  people  who  own  exercise  equipment  and 
88%  of  people  who  own  health  club  memberships  do  not 
exercise.  A  4  minute  complete  workout  is  no  longer  hard  to 
believe  for  all  the  people  who  since  1990  have  bought  our 
excellent  Range  of  Motion  machine  (ROM).  Over  97%  of  people 
who  rent  our  ROM  for  30  days  wind  up  purchasing  it  based  upon 
the  health  benefits  experienced  during  that  tryout,  and  the  ROM 
performance  score  at  the  end 


to  over  100  years  old  and  highly  trained  athletes  as  well.  The 
ROM  adapts  its  resistance  every  second  during  the  workout  to 
exactly  match  the  user's  ability  to  perform  work.  It  balances  blood 
sugar,  and  repairs  bad  backs  and  shoulders.  Too  good  to  be  true? 
Get  our  free  video  and  see  for  yourself.  The  best  proof  for  us  is 
that  97%  of  rentals  become  sales.  Please  visit  our  website  at: 
www.FastExercise.com 


of  each  4  minute  workout  that 
tells  the  story  of  health  and 
fitness  improvement.  At  under 
20  cents  per  use,  the  4 
minute  ROM  exercise  is  the 
least  expensive  full  body 
complete  exercise  a  person 
can  do.  How  do  we  know  that 
it  is  under  20  cents  per  use? 
Over  90%  of  ROM  machines 
go  to  private  homes,  but  we 
have  a  few  that  are  in 
commercial  use  for  over  12 
years  and  they  have  endured 
over  80,000  uses  each, 
without  need  of  repair  or 
overhaul.  The  ROM  4  minute 
workout  is  for  people  from  10 


The  typical  ROM  purchaser  goes  through  several  stages: 

L  Total  disbelief  that  the  ROM  can  do  all  this  in  only  4  minutes. 

2.  Rhetorical  (and  sometimes  hostile)  questioning  and  ridicule. 

3.  Reading  the  ROM  literature  and  reluctantly  understanding  it. 

4.  Taking  a  leap  of  faith  and  renting  a  ROM  for  30  days. 

5.  Being  highly  impressed  by  the  results  and  purchasing  a  ROM. 

6.  Becoming  a  ROM  enthusiast  and  trying  to  persuade  friends. 

7.  Being  ignored  and  ridiculed  by  the  friends  who  think  you've  lost  your  mind. 

8.  After  a  year  of  using  the  ROM  your  friends  admiring  your  good  shape. 

9.  You  telling  them  (again)  that  you  only  exercise  those  4  minutes  per  day. 
10.  Those  friends  reluctantly  renting  the  ROM  for  a  30  day  trial. 

Then  the  above  cycle  repeats  from  point  5  on  down. 

The  more  we  tell  people  about  the  ROM  the  less  they  believe  It. 

From  4  minutes  on  the  ROM  you  get  the  same  results  as  from  20  to  45 
minutes  aerobic  exercise  (jogging,  running,  etc.)  for  cardio  and 
respiratory  benefits,  plus  45  minutes  weight  training  for  muscle  tone  and 
strength,  plus  20  minutes  stretching  exercise  for  limberness/flexibility. 


"  ROM  is  the  best 
time  management 
tool  ever/ 


Anthony  Robbins 


Motivational  speaker  Anthony 
Robbins  calls  the  ROM  a  fan- 
tastic time  management  tool. 
He  owns  3  ROM  machines:  one 
at  his  home,  one  at  his  resort  in 
Fiji,  and  one  that  travels  with 
him  to  all  his  seminars. 


Order  a  FREE  DVD  or  video  from  www.FastExercise.com  or  call  (818)  787-6460 

Factory  Showroom:  ROMFAB,  8137  Lankershim  Blvd.,  North  Hollywood,  CA  91605 
Fax:  (818)  301-0319  •  Email:  sales@FastExercise.com 


RENT  A  ROM  FOR  30  DAYS.  RENTAL  APPLIES  TO  PURCHASE. 
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Rarity  Club 


Miles  of  Walking  Trails 
Championship  Golf 
Swimming 
Fitness  Center 


uZtsJ 


Private  Wealth! 

Numismatic  gold  coins  are  r^j&^r4 
becoming  a  new  American  X 
icon  because  they  offer: 

•  100%  Private  ownership  t* 

•  100%  Financial  safety 

•  100%  Profit  potential 

Call  Swiss  America  today...  «9R 

nu'iilion  this  ;r|  to  receive  our  Iv.' 

2007  "Future  i.l'  (>okl'  kit  I  KI  C 

1-800-289-2646  ~ 

www.swissamerica.coni/forbes 

Inspiring  America   to  Rediscover  Gold 


■UBS 


Amex  Management  Corp. 

Real  Estate  Management  & 
Consulting  Services  Nationwide 

•Commercial  •Industrial 
•Office  •Residential 

Tel:  718.265.5400 
Fax:  718.301.9030 

AmexManagement.com 


I 
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5  SIMPLE  STEPS  TO  DEBUNK 
PRIVATE  PLACEMENT  SCAMS 

Unique  Newsletter  designed  to 


educate  accredii 
Private  Plac 
••• 


www.pnv 


For  Advertising  Information  and  Rates  Contact: 
Media  Options:  „   

i      (ww«      1    <  -»     xlii  lull  i  ill!    MM  ----- 

1-800-442-6441      charge    ^ST,  % 
mediopt@aol.com       yowrarf  ^^■r.Sf  .w 


Forbes 
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your  address  or  other  customer 

service,  visit  our  site  at... 
www.forbes.com/customerservice 
or  call. ..800-888-9896 
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A  global  leader  in  telecommunications  solutions  and  a  pioneer  of  VoIP  Technology,  Williams 
Telecommunications  Corp.™  provides  the  next  generation  of  innovative  VoIP  products  and 
systems  to  help  your  business  compete  on  a  worldwide  level.  Communications  is  key  to  yoUr 
business  succeeding  In  a  highly  competitive  marketplace  -  Williams  Telecommunications  focuses 
on  the  total  customer  experience,  providing  prompt,  efficient  service  and  worldwide  distribution 
of  Telephony  products  to  its  clients.  From  traditional  Telephony  products  to  VoIP  products, 
Williams  Telecommunications  distributes  anywhere  in  the  world. 


W  WW'.  W  11  L  l  A'M  SQLOBAL.COM     I    1  .8  0  0.9  8  2.3  3  3  3 
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Luxury  Real  Estate 


Enchanting  Montecito  & 
Santa  Barbara  Estates 

S7nsp/r/ny  ~  Uimefess 


niquf.  Representation  for 
Marketing  &  Acquisition 


805.895.461 
w.Green  erEstafes.com 


Sotheby's 


-The  best  kept  secrets 
are  only  a  call  away- 


300  acres  border  National  Forest,  live  water.  Aspens, 
Old  Growth  Ponderosas. 
Priced  to  Sell  $1,050,000 


Native  Sons  Realty 
"Mountain  Property  Specialists,  Since  1983  " 
7 1 9-686-8744  www.coloradolandcabins.cotn 


Loans 


UNSECURED  LOANS 

$5,000  to  $150,000  pre-approved 
same  day  nationwide.  No  collateral 
required.  Any  personal  or  business 
purpose.  Simple  application  process. 
Startups  welcome. 
www.AmOne.com/forbes 

1-800-458-7695 


Forbes 


Luxury  Real  Estate 


r 


VERO  BEACH,  FLORIDA 
OCEAN  ESTATE  This  traditional-style  home  is  the 
personification  of  a  comfortable  family  retreat.  Set 
on  a  wedge-shaped  parcel  that  thrusts  its  upper 
floors  high  above  the  palmetto-clad  dunes,  this 
six  or  seven  bedroom,  eight  and  one-half  bath 
compound  feels  spacious  and  airy.  Yet  with  its 
broad  terraces,  gently  contoured  gardens  and  two 
swimming  pools,  all  are  shielded  from  outsiders' 
view. 

Separated  from  the  main  house  by  a  cascade  of 
steps  is  a  two-bedroom  guest  cottage  that  over- 
looks the  second  swimming  pool.  Fountains  with 
colorful  aquatic  plants  and  handsome  sculptures 
add  richness  to  the  multi-level  grounds.  Offered 
for  $14,000,000,  $15,000,000  furnished. 


\\  I  \))S(  )\\  r0R  CONSIDERATION 
PLEASE  CONTACT 
ELIZABETH  C  HANLEY 
LICENSED  REAL  ESTATE  BROKER 
800  233  7656  OR  772  388  8400 
WWW.WINDS0RFL0RIDA.COM 


WINDSOR 

Windsor  is  an  exclusive 
seaside  village  nestled 
between  the  Atlantic 
Ocean  and  the  Indian 
River.  Narrow  tree  lined 
lanes  and  award  winning 
Anglo  Caribbean  architec 
ture  recall  the  charming 
conventions  of  such 
places  as  Charleston, 
Savannah,  and  intimate 
European  Villages. 
Residents  enjoy  a  thriving 
spirit  of  community  along 
with  the  premier  ameni- 
ties of  a  private  sporting 
club  highlighted  by  golf, 
tennis,  equestrian,  fitness 
centre,  gun  club,  beach 
club  and  croquet. 

Houses  from  $1.8  million 
to  $lb  million;  Homesites 
from  $300,000  to  $4.5 


f  qu.il  MMMH  OfiiKiftinuiy 


Fitness  Equipment 


ROWERBLOCKi 


Replaces  up  to  37  pairs  of 
dumbbells  in  the  space  of  one  set 
Sets  starting  at  only  $129 


Select  the  weight.  Lin  the  weight. 

GSA  Contract  Number 
 •>  GS-03F-0028T 


WMnnf.powerblock.com  800.446.5215 
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Business 


Executive  Furniture 


Executive  Privilege. 


You  are  graciously  invited 
to  experience  the  world's 
most  elegant,  comfortable 
executive  chair,  crafted  by 
the  venerable  Gunlocke 
Company  ofWayland,  NY. 

Originally  designed  for 
President  John  F.  Kennedy, 
historic  details  include 
steam-bent  frame,  natural 
leather  upholstery,  and 
sculpted  cherrywood  finish. 

Reward  your  success  with 
this  brilliant  example  of 
American  craftsmanship. 

The  Oval  Office  Chair. 

Ring  (800)  581-7599 
or  visit 
www.newyorkfirst.com 


Newsletter 


[THE  WORLD  IS  SHRINKill 


Nanotechnology  is  changing  our  world 
...  our  dothes,  the  military,  science, 
autos,  medial  technology ...  every- 
thing! Its  the  investment  opportunity 
of  a  lifetime  for  those  who  buy  tomor- 
row's superstars  today.  The  monthly 
Forbes/Wolfe  Nanotech  Report 
puts  you  on  the  nght  ade  of  history, 
separates  me  true  leaders  from  the 
ovemyped.  Subscribe  risk-free  at  just 
|195.  Save  67.5%  and  get  2  valuable 
Free  Reports.  Satisfaction  guaranteed 
by  Forbes.  Call  800-523-7967  or  go 
tDwww.forbeswolfe.com/frb. 
Please  use  savings  code  JN5SAVE. 
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Legal  Services 


ASSET  PROTECTION 


Domestic  &  Offshore  Strategies 
Companies,  Trusts,  Private  Banking 

•  Maximum  Privacy 

•  Tax  Savings 

•  Estate  Planning 

•  Global  Investments 


Steven  Sears,  CPA  •  Attorney  at  Law 

949-262-1100  'www.searsatty.com 


Cruises 


I  I 


REGENT 

SEVEN  SEAS 

EXTRA  AMENITIES 


Best  Prices  &  Service 
1-800-747-5670 


Custom  Made  Shirts 


Custom  Made  Shirts 

Made  to  fit  you. 
For  Men  &  Women. 
From  finest  imported  Cottons. 
Box  of  six  from  $89  each 
SH/H.  Free  Monogramming 
Gift  Certificates  Available 
e-mail:  info@bntishtailors.com 
Call  Toll  Free:  1-866-857-8487 


Marinas  For  Sale 


MARINAS 

3  WATERFRONT  MARINAS 
(3  different  states) 
1  Marina  w/278  Wet  slips  &  Development 
1  Marina  w/326  Wet  slips 
1  Marina  w/1 63  Wet  slips 

918.397.0718 


Office  Ft/, 


Authorized  Online  Dealer 
HON  Office  Furniture 
FREE  SHIPPING 

No  Hidden  Costs,  Low  Prices 
PlanetOfficeFurniture.com 


Forbes 

Subscriber 
Service 


To  plan  your  order,  to  renew, 
change  your  address  or 
other  customer  service, 
visit  our  site  at .... 
www.forbes.com/customerservice 

or  call...800-888-9896 


Coins 


Once  Cost  $350 . . . 


Now  Pay  Only  $35 


The  Legendary  Century-Old  U.S.  1904-O 
Morgan  Silver  Dollar,  Brilliant  Uncirculated 


In  1962,  the  1904-O  (New  Orleans  Mint)  Morgan  silver  dollar 
was  one  of  the  three  costliest  rarities  in  the  series.  UNC's  listing 
for  $350.  Then  the  Treasury  released  the  last  sealed  bags  of 
pristine  1904-O  Morgans.  Today  no  other  Brilliant  Uncirculated 
Morgan  silver  dollar  costs  so  little  compared  to  its  peak  price. 
Introductory  Price:  $35.  Limit  2.  Order  #18579.  Limited 
time  offer.  NO  "on  approval"  coins  to  return.  Add  total  of  $2 
postage.  30-Day  No-Risk  Home  Examination:  Money-Back 
Guarantee.  To  order  by  credit  card  call  the  toll-free  number 
below.  Or  send  check  or  money  order  to: 

International  Coins  &  Currency 
62  Ridse  Street,  Dept.  4781 ,  Montpelier,  VT  05602 
Order  at  1-800-451-4463 
wwH.iccoin.net  imam  more  great  deals) 


4781 


Investments 


SOUTHGROUP 

Real  Estate  Investments 


•  No  payments  for  12-24  months 

•  Buyback  programs  available 

•  Real  estate  investment  strategies 

•  Outstanding  return  on  investment  potential 

Sow  is  the  time.  Don't  miss  this  once-in-a-lijetime 
opportunity  to  make  money  in  Southeast 
waterfront  and  mountain  properties. 

877.416.3268 

making  investors  money  <r*<j 
www,  southgroupin  vest  men  ts .  com 
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'achting 


Charter  your  own 
^Floating  Villa . . . 


And  cruise 
among  the 
00  Greek 
islands 


Established  Ln  1969 


You  plan  your  own  itinerary  with  your  captain  ... 
You  select  your  cuisine  with  your  chef ... 
You  set  your  own  ...  Pace  ... 

..  AND  IT  COSTS  NO  MORE  THAN  BEING  ON  A  CRUISE  SHIP! 

VALEF  YACHTS  LTD. 

North  American  Headquarters: 
7254  Fir  Ret,  Ambler,  PA  19002  U.SA. 
Telr  215-641-1624  •  1-800-223-3845  •  Fax:  215-641-1746 
E-mail:  info@valefyachts.com  •  Website:  vvww.valefyachts.com 

International  Headquarters: 
2,  Plotarchou  Hadikonstanti  Str.,  18536  Piraeus,  Greece 
Tel:  30  210  418  2381  •  30  210  4182392  •  Fax:  30  210  451  8820 
E-mail:  contact@valefyachts.com  •  Website:  www.valefyachts.com 


Buying  and  Selling 

*  if"     I  I!  J  "  WaMr-jj 


...old  slot  machines.  Wurlitzer  jukeboxes,  nickelodeons,  music  boxes  and  related 
devices.  We  also  distribute  the  new  Wurlitzer  1015  in  CD  or  45-rpm  format. 

Call  or  write  for  a  brochure. 
Zygmunt  &  Associates,  P.O.  Box  542,  Westmont,  IL  60559 

www.zj gmuntonline.com    e-mail:  zygml015(a  aol.com 


Re-live  the  MOMENTS... 

Re-capture  the  GLORY 


Rocky  fine  art  now  available  to  the  public! 


^naicariRogalAffe 

Call  for  special  pre-issue  pricing 
1.877.601. ROCK  I  www.signedrock.com 


ank  Finance 


Bank  Says  'NO'?... 
We  Say  'YES 'I 

Get  the  Line  you  need  (min  $50K). 
No  hassles.  No  gimmicks. 
No  audits.  Personalized  service. 
Very  affordable.  No  upfront  fees. 
We  are  not  Brokers.  Only  B2B. 

Call  Mr.  Weil  (CEO)  800-499-6179 

www.4capitalsolutions.com 

(We  approve  90%  of  all  qualified  businesses) 


Forbes 


usinessClassified 


LEGACY  WEALTH! 

www.usgoldbureau.com 


For  Advertising  Information  and  Rates  Contact: 
Media  Options:  v   

,  fi.    .    ,  ,  ,       Yon  can  mmm^^m  ^ 

1-800-442-6441    charge  "TSf"    (  £ 

mediopt@aol.com       -y""r  ad 


Forbes 

Subscriber  Service 


To  plan  your  order,  to  renew,  change 
your  address  or  other  customer 
service,  visit  our  site  at... 
www.forbes.com/customeiJervice 
or  call  .  .800-888-9896 


THOUGHTS 

On  the  Business  of  Life 


ne  way  to  keep  perspective  on  what's  been  happening  is  to  remember  that  the  Dow  Jones  at  the 
end  of  Black  Monday  was  almost  where  it  was  just  a  little  over  a  year  ago — Oct.  19,  1987, 
1738.74;  Sept.  12,  1986,  1758.72.  A  year  ago  did  you  feel  constricted,  panicked,  chilled, 
apprehensive?  Didn't  you,  too,  frequently  express  concern  in  the  past  13  months  that  the  market  couldn't  keep 
going  nowhere  but  up,  no  matter  what  the  news  was?  Now  you  have  one  less  worry — you  don't  have  to  worry 
any  more  that  the  market  will  take  a  tumble.  —MALCOLM  S.  FORBES  ( 1 987) 


An  ugly  sight,  a  man  who  is  afraid. 

—JEAN  ANOUILH 


My  "fear"  is  my  substance,  and  probably 
the  best  part  of  me. 

—FRANZ  KAFKA 


There  is  nothing  strange  about  fear: 
no  matter  in  what  guise  it  presents  itself 
it  is  something  with  which  we  are  all  so 
familiar  that  when  a  man  appears  who 
is  without  it  we  are  at  once  enslaved 
by  him. 

—HENRY  MILLER 


The  truth  is  that  there  is  no  terror 
untempered  by  some  great  moral  idea. 

— JEAN-LUC  GODARD 


/  believe  that  anyone  can  conquer  fear 
by  doing  the  things  he  fears  to  do,  provided 
he  keeps  doing  them  until  he  gets  a  record 
of  successful  experiences  behind  him. 

—ELEANOR  ROOSEVELT 


A  fool  without  fear  is  sometimes  wiser 
than  an  angel  with  fear. 

—NANCY  ASTOR 

Feel  the  fear  and  do  it  anyway. 

—SUSAN  JEFFERS 


Fear  has  many  eyes  and  can  see  things 
underground. 

—CERVANTES 


Fear  has  the  largest  eyes  of  all. 

—BORIS  PASTERNAK 

Fear  is  the  main  source  of  superstition, 
and  one  of  the  main  sources  of  cruelty. 
To  conquer  fear  is  the  beginning  of 
wisdom. 

— BERTRAND  RUSSELL 

Behind  everything  we  feel,  there  is  always 
a  sense  of  fear. 

— UGO  BETTI 


Of  all  the  passions,  fear  weakens 
judgment  most. 

—CARDINAL  DE  RETZ 


Fear  could  never  make  virtue. 

—VOLTAIRE 


Evil  is  uncertain  in  the  same  degree  as 
good,  and  for  the  reason  that  we  ought  not 
to  hope  too  securely,  we  ought  not  to  fear 
with  too  much  dejection. 

—SAMUEL  JOHNSON 


Traffic  is  like  a  bad  dog.  It  isn't  important 
to  look  both  ways  when  crossing  the  street. 
It's  important  to  not  show  fear. 

—P.J.  O'ROURKE 

You  always  have  two  choices: 
your  commitment  versus  your  fear. 

—SAMMY  DAVIS  JR. 


Love  is  what  we  were  born  with. 
Fear  is  what  we  learned  here. 

—MARIANNE  WILLIAMSON 


He  doesn't  know  the  meaning  of  the  word 
fear,  but  then  again  he  doesn't  know  the 
meaning  of  most  words. 

—BOBBIE  BOWDEN 

A  T^x^  in  

But  the  Lord  is  with  me  as  a 
mighty  terrible  one:  therefore  my 
persecutors  shall  stumble,  and  they 
shall  not  prevail. 

—JEREMIAH  20:11 
Sent  in  by  William  Coleman,  New  York,  N.Y 
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PATEK  PHILIPPE 

GENEVE 

Begin  your  own  tradition. 


p  ^ 


fou  never  actually 
vn  a  Patek  Philippe. 

You  merely  take 
re  of  it  for  the  next 

■ 

generation. 


The  legendary  1970's  Patek  Philippe 

porthole-inspired  design  has 
evolved.  A  new,  large-size  case  locks  in 

the  self-winding  movement  with 
power  reserve,  date  and  moon-phase 
display.  The  Nautilus,  an  inspiring 
icon,  is  reborn.  Ref.  5712/u. 

Tel:  (1)  212  218  1240.  www.patek.com 
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DDENLY  THE  SKY  IS  MADE  OF  SILK. 


Nothing  can  make  the  air  perfectly  smooth  —  but  nothing  can  touch  the  incredible 
Falcon  7X  for  smooth  flying.  Fly-by-wire  technology  gives  it  the  reflexes  of  a  fighter, 
the  agility  of  a  bird.  And  its  all-muscle-no-fat  design  will  whisk  you  over  5950  miles 
with  the  efficiency  of  a  smaller  plane  —  in  a  cabin  of  silken  quiet  —  within  a  whisper 
of  the  speed  of  sound.  Technology  not  just  on  the  leading  edge,  but  leading  the  edge. 


